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WE  COULD  HAVE  LEFT  WELL  ENOUGH  ALONE. 

BUT  THAT  WOULD  HARDLY  BE  VERY  CHARACTERISTIC, 


fin***' 


NOT  BUSINESS  AS  USUAL 


TAKE  COLOR  INTO  YOUR  OWN  HANDS  WITH  THE  CANON  COLOR  imageRUNNER®  C3200.  | There's  no  question  about  \ 


The  Canon  Color  imageRUNNER  C3200  with  imageWARE™  Publishing  Manager  is  anything  but  business  as  usua 
Actually,  it's  a  totally  new  way  of  working  that  lets  you  create  and  print  professional -quality  colo 
booklets,  catalogs,  brochures. .  .you  name  it,  right  at  your  desktop.  With  imageWARE  Publishing  Managei 


m  1-800-OK-CANON 


you  can  combine  multiple  documents  created  in  different  applications 
to  form  a  single  document,  you  can  import  images  or  text  streams,  and 
nuch  more.  And  you  can  manage  it  all  every  step  of  the  way.  Which  means 
productivity  is  up  and  stress  is  down.  All  thanks  to  not  doing  color  as  usual . 


KNOW  HOW* 


The  only  effective  security  is  preemption.  This  preemptive  power  is  only  available  with  the  Proventia™  Security  Platform  from  Interne: 

Security  Systems.  When  software  security  flaws  are  discovered,  Internet  Security  Systems'  world-renowned  research  team  updates  Provent 
to  immediately  shield  against  any  attacks  targeting  weak  spots.  Regardless  of  the  size  of  your  business,  this  new  standard  in  Internet 
security  can  help  keep  you  off  the  path  to  disaster  and  reduce  your  total  cost  of  ownership  -  In  fact,  when  we  manage  Proventia  for  yo 
we'll  even  guarantee  protection.  Need  proof?  Get  your  free  whitepaper,  Preemptive  Protection:  Setting  a  New  Standard  in  Security,  a 

www.iss.net/proof/whitepaper  or  call  300-776-2362. 


FIREWALL      ANTIVIRUS  .   INTRUSION  PREVENTION      WEB  FILTERING  I   MAIL  SECURITY  I   MANAGED  SERVICES  I  VULNERABILITY  ASSESSMEf 
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Q  Internet  |  Security  |  Systems' 

Ahead  of  the  threat. 


TIME 


S  PREEMPTS  THE  THREAT.  OTHERS  REACT  TO  IT. 


(5)  Reactor  design  and  construction 

(4)  Management  of  spent  nuclear  fuel 

(5)  Wind  power  equipment 
©  Transmission 

®  Distribution 


The  world  needs  energy. 

AREVA  develops  solutions  to  produce,  transmit  ai 

AREVA,  with  75,000  employees  in  over  1 00  countries,  offers  its  clients  technological 
solutions  for  reliably  producing  and  supplying  electricity,  www.areva.com 


stribute  it  ARE  V  A 

ENERGY  EXPERTS 


Those  with  drive  aren't  driven 


bmwusa.com 
1-800-334-4BMW 


With  a  438  horsepower  V-12,  the  new  760i  lavishly  caters  to  the  most 
important  passenger-the  driver.  After  all,  driving  still  is  the  ultimate  luxury. 


Stay  hydrated. 


Why  does  one  of  the  nation's  leading  health  plans  want  you 
to  drink  more  water?  Because  it's  a  simple  thing  you  can  do 
to  improve  your  health.  And  il  everyone  were  just  slightly 
more  mindful  of  their  health,  we  could  all  help  control  one  of 
the  major  factors  that  drives  up  the  cost  of  health  care  tor  all 
Americans  —  unhealthy  habits.  Meanwhile,  we  'lido  our  share 
by  focusing  on  our  mission  to  help  contain  rising  costs.  Right 
now,  we're  developing  solutions  that  will  help  make  quality 
medical  care  more  affordable  and  accessible.  Like  our  health 
coaching  programs,  physician-support  efforts  and  innovative, 
cost-saving  health  coverage  products  designed  to  help  people 
make  more-educated  medical  decisions.  Okay,  now  drink  up. 


WellPoint. 

2004  WellPoint  Health  Networks  Inc.  Wellpoint.COITl 


In  tomorrow's  global  food  economy,  every  crop  will  grow  where  it  grows  best. 
And  ADM  can  link  farmers  to  almost  any  market  in  the  world. 
It's  a  natural  way  to  improve  agricultural  efficiency  make  food  more  affordable,  and  feed  a  hungry  world. 

Nature  has  answers.  Is  anyone  listening? 
Yes. 
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Substance  that's  unmistakably  Polycom. 


Introducing  the  Polycom  VSX™  3000  video  conferencing  system  for  the  executive  desktop. 

The  style  you  want.  The  performance  you  deserve.  The  incredible  VSX  3000  has  it  all.  With  unparalleled  TV-quality  video 
and  crystal  clear  CD-like  audio,  you  can  make  the  greatest  impact  without  leaving  the  office.  This  easy-to-use  video 
conferencing  system  has  another  amazing  advantage  -  it  doubles  as  your  PC  monitor.  With  an  ultra-large  screen  yet 
sleek,  small  footprint,  it's  perfect  for  executive  suites  and  remote  offices.  But  what  else  would  you  expect  from  Polycom? 
No  other  company  offers  you  integrated  video,  voice,  data,  and  Web  communications  that  allow  you  to  connect, 
conference,  and  collaborate  any  way  you  want.  It's  our  commitment  to  making  distance  communications  as  natural  and 
effective  as  being  there.  Maybe  even  better. 

For  information  call  1-877-POLYCOM  orvisitwww.polycom.com.  To  see  how  other  companies  like  yours  have  benefited 
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186  "If  you've  given  six  figures,  people 
will  notice,  but  it  won't  be  enough" 
by  itself.  -Charles  Hughes 


e  I  e  v  a  t  e  , 


echnol o g y 


Cleaner  fuels.  Advanced  fuels.  Liquefied  natural  gas.  Converting  gas  fuels  into 
liquids.  3-D  seismic  technology  forjhe  discovery  of  new  fuels.  Ultra-deepwater 
drilling  and  production  technology  to  access  once  unreachable  sources  of  fuels. 
Shall  we  go  on?  When  it  comes  to  energy  technologies,  our  answer  to  that 
question  is,  "yes  we  will."  Because  at  ConocoPhillips,  discovering  and  innovating 
new  technologies  is  just  another  way  we  elevate. 


SRX  V8  »320-hp  4.6L  Northstar  V8  VVT  'Available  power-folding  third-row  seat  »2004  Best  Luxury  SUV- Car  and  Driver 


Call  1  888  40NSTAR  (1  888  466  7827)  or  visit  onstar.com. 


STRENGTH 


AND  AGILITY 


The  very  backbone  of 
our  bodies  too. 


It  allows  you  to  lift  a  100-pound  barbell  overhead 
without  crumbling  to  the  ground.  It  lets  you  move 
and  turn  with  remarkable  precision.  The  spine.  It 
is  the  body's  beast  of  burden.  A  unique  combina- 
tion of  stability  and  agility. 

This  miraculous  core  is  the  inspiration  behind 
the  Sigma  platform.  Cadillac's  revolutionary 
architecture  that's  the  underpinning  of  the 
new  SRX.  One  secret  behind  its  remarkable 
handling  characteristics  is  its  stiffness.  The  J| 
vehicle's  structure  is  molded  into  the  body-  |P 
one  inseparable  union. 

In  the  past,  one  penalty  of  tensile  strength  ^ 
was  weight.  Now,  with  the  use  of  lightweight, 
ultra-high-strength  steel,  the  Sigma  skeleton  is 
relieved  of  this  heaviness.  Vehicles  built  on  its 
platform  are  nimble  and  agile.  Sheet  metal  has 
been  set  free. 

The  Sigma  platform  is  bestowed  with  an  unusual 
versatility,  proving  to  be  both  functional  and  agile. 
SRX  is  a  telling  example.  This  is  a  utility  that 
can  seat  seven!  But  due  to  its  grounding  in  the 
Sigma  platform,  SRX  V8  acts  unlike  any  ordinary 
utility.  With  a  320-hp  V8,  it  is  athletic  in  both 
power  and  prowess. 

A  long  wheelbase,  low-to-the-ground  stance  and 
near-perfect  50/50  weight  distribution  add  to  its 
stability  and  uncompromising 
.3P     ride.  You'll  notice  its  control 


u  in  the  apex  of  a  tight  corner.  SRX  responds 

I  without  the  usual  pitch  and  lean  of  most  utilities. 

|j  Solid  grounding  makes  dynamic  handling  in  a 

[/  utility  finally  possible. 

A  stiff  structure  also  contributes  to  a  secure 
cabin.  The  instrument  panel  structure  in  SRX  uses 
a  two-piece,  cross-vehicle,  magnesium-casted 
frame.  This  rigid,  integrated  foundation  performs 
well  in  front  and  side  impacts. 

Road  noise  and  vibration  face  a  veritable  brick  wall 
with  the  advanced  Sigma  design.  The  rigid  struc- 
ture makes  it  easier  to  isolate  and  tune  out  noise. 
Outside  disturbances  are  further  squelched  by  a 
reinforced  tunnel  that  sandwiches  noise  between  its 
inner  and  outer  structures  at  the  root  of  the  vehicle. 

n    Why  such  dogged  attention  to  a  structure  that 
%}    goes  virtually  unseen?  Bottom  line:  Distinctive 
At    automobiles  are  only  as  good  as  the  bones 
W    they're  built  upon.  A  rigid  skeleton  may  go 
1  tt  1    unseen,  but  not 
mm    undetected  by 

ij^    the  discerning  f**"  " ■.'^/^^j 

ml  driver.  This  keen  sensibility  has  always  been 
l  a  hallmark  of  Cadillac  engineering.  It  takes 
an  unerring  eye  for  detail.  A  commitment  to  an 
ideal.  A  backbone.  In  the  end,  it's  not  just  the 
measure  of  a  vehicle,  it's  the  measure  of  a  com- 
pany. For  more  details,  see  cadillac.com/strength. 
Cadillac  SRX  V6  starting  at  $38,690!* 


BREAK  THROUGH 


:adillac.com  "With  available  third-row  seat.  **MSRP.  SRX  V8  as  shown  $50,090  MSRP.  Tax,  title,  license,  dealer  fees,  and  other  optional  equipment  extra. 
82004  GM  Corp.  All  rights  reserved.  Break  Through'"  Cadillac®  Cadillac  badge®  Northstar®  OnStar®  SRX'" 
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RUN  EVERYTHING  FASTER. 

Only  VERITAS  software  identifies  the  root  cause  of  performance  problems,  from  business 
applications  all  the  way  down  to  storage  arrays.  Software  for  Utility  Computing.  At  veritas.com 


VERITAS 
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or  its  affiliates  in  the  U.S.  and  other  countries.  Other  names  may  be  trademarks  of  their  respective  owners. 
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What  not  having  a 
Linux  strategy  can  take  out 
of  your  bottom  line. 


If  you're  paying  unreasonable  licensing  fees  for  software  that  constantly  needs  security  patches,  you're  getting  eaten  alive.  But  there's  a  solution.  With 
SUSE®  LINUX,  Novell®  can  help  you  unleash  the  cost-saving  power  of  a  flexible,  end-to-end  open  source  strategy.  Only  Novell  supports  Linux  from  desktop  to 
server,  across  multiple  platforms.  We'll  integrate  our  industry-leading  security,  management  and  collaboration  tools  seamlessly  into  your  environment. 
We'll  provide  award-winning  technical  support  24/7/365,  and  train  your  IT  staff  to  deploy  Linux-based  solutions.  And  we'll  make  sure  your  open  source 
strategy  actually  meets  your  number-one  business  objective  -  making  money.  Call  1-800-21 5-2600  to  put  some  teeth  back  into  your  tech  strategy,  or  visit 
wvw.novell.com/linux  @  we  speak  YOUR  language. 


suse 

A   NOVELL  COMPANY 


Novell 


©2004  Novell  is  a  registered  trademark  of  Novell,  Inc.  in  the  United  States  and  other  countries  SUSE  is  a  registered  trademark  of  SUSE  AC,  a  Novell  company 


Fundamental  strength  enables  companies  to  harness  the  constant  flow  of  opportunities  and  withstand  ever-changing 
risks.  Many  of  the  world's  leading  companies  in  Finance,  Manufacturing,  Engineering,  Healthcare,  Technology  and 
Construction  t^ust  trie  fundamental  strength  of  the  XL  Capital  companies  -  our  capital  and  people  -  to  help  them  protec! 


heir  business  and  continue  to  seek  new  opportunities,  www.xlcapital.com 
NSURANCE  I  REINSURANCE  I  FINANCIAL  Experience  our  strength. 

The  XL  Capital  group  is  rated  A+  by  AM  Best. 
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Another  notch  in  Storm  Cat's  belt: 
Smarty  Jones  winning  the  Derby. 


A  Day  at  the  Races  canyou  think  of  anything 

better  than  owning  Storm  Cat,  father  of  champions?  Having 
sired  many  a  stakes  winner,  this  stallion  commands  a  stud  fee 
of  $500,000,  a  fee  he  duti- 
fully tries  to  earn  115  times 
a  year.  Jackpot! 

But  before  you  sink 
money  into  horse  breeding, 
read  the  story  by  Dan  Selig- 
man on  page  208.  As  admir- 
ing as  he  is  of  the  speed  and 
agility  of  these  noble  ani- 
mals, he  has  to  concede  the 
grim  economics  of  raising 
them.  People  do  it  for  the 
kicks,  plus  the  tax  losses. 

Seligman  focuses  on  the 
long  odds  that  confront  any 
individual  horse  owner.  But 
the  dismal  truth  about  this  industry  comes  into  sharper  focus  if 
you  look  at  it  as  a  whole  rather  than  as  parts.  Imagine  that  all 
the  owners  merge  their  operations  into  a  single  corporation. 
What  would  the  profit  and  loss  statement  look  like?  What  fol- 
lows is  intended  for  the  benefit  of  FORBES  readers  who  may  be 
contemplating  putting  some  capital  into  racehorses.  Please  do 
not  allow  it  to  fall  into  the  hands  of  the  IRS,  which  could  use  the 
numbers  to  disallow  every  breeder's  losses  on  the  ground  that 
they  are  incurred  in  a  business  in  which  there  is  no  reasonable 
expectation  of  profit. 

If  the  horse  farms  were  a  single  entity,  Storm  Cat's  fees — and 
the  considerable  cash  generated  at  auctions  of  Thorough 
breds — would  be  irrelevant,  since  such  sums  represent  money 
that  owners  pay  one  another.  Their  only  revenue  from  the  out- 
side is  purses,  just  over  $1  billion  last  year  in  the  U.S.,  according 
to  the  Jockey  Club,  which  keeps  the  statistics.  From  the  winnings 
subtract  the  percentages  that  owners  customarily  share  with 
winning  jockeys  and  trainers.  Net  revenue  to  the  owners  was 
maybe  $900  million. 

Costs  are  not  officially  reported,  but  insiders  estimate  that  to 
keep  a  horse  in  racing  form  runs  an  average  $80  a  day  for  feed 
stable,  vets  and  trainers.  Multiply  that  by  the  68,000  horses  that 
raced  at  least  once  last  year  and  you  get  $2  billion.  Another 
1 57,000  horses,  too  young  or  too  old  or  otherwise  unfit  to  race, 
run  up  smaller,  but  still  significant,  bills  for  room  and  board.  A 
business  that  incurs  costs  at  least  two  times  (and  probably  a  lot 
more  than  two  times)  its  revenue  is  not  a  business  but  a  hobby. 

Billy  Rose,  the  Broadway  impresario,  once  said,  "Never 
invest  your  money  in  anything  that  eats  or  needs  repainting.' 
Even  if  you  can  write  it  off. 


Editor 
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PILOT- IN -COMMAND 

2ND  PILOT 

09-21 -03 

! 

CJ1 

Mike  Rathel 

Joe  Rudder 

"So  the  pilots  drove  my  mom  home." 


These  pilots  are  unbelievable.  When  a  storm  closed  the  airport  near  my  mom's  house,  they  had  to  land  fifty  miles 
way.  So  the  pilots  drove  my  mom  home." 

hen  you  buy  a  share  of  a  private  jet  from  CitationShares,  you  get  more  than  just  luxury,  value,  simplicity,  and 
)nvenience.  You  get  people  with  passion.  JetPassion.  Give  us  a  call.  You'll  see  what  we  mean. 


C  I  TAT  I  ON  S  H  ARES 
JetPassion 


JetOwnership  >  1-800-340-7767  >  CitationShares.com 


■mm 


Samsung's  193 P  display. 

You  have  a  place  called  home,  but  this  is  where  you  live.  So  live  well, 
with  our  ultra-refined,  193P  display.  Economically  designed  to  move 
like  you  move,  it's  yet  another  example  why  we've  won  over  67  design 
awards  worldwide.  And  why,  at  Samsung,  we  engineer  our  displays 
fit  the  people  who  use  them. 
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READERS  SAY 


Hedge  of  Thorns 

"The  Sleaziest  Show  on  Earth"  (May  24,  p.  110)  is  right  in  saying  that  the  market- 
place has  attracted  many  unworthy  of  being  hedge  fund  managers.  Money  does 
that.  Those  who  know  the  industry  are  well  aware  of  these  worms  in  the  cracks.  But 
the  fact  is  that  hedge  funds  provide  enormous  liquidity  to  the  global  marketplace. 
Valuation  methodology  is  improving.  And  an  easy  acid  test  to  determine  the  "cozi- 
ness"  between  a  hedge  fund  and  its  broker  is  to  ensure  in  writing  that  the  fund 
receives  no  revenues  from  nor  pays  revenues  to  brokers.  If  they  do,  they  should  dis- 
close that.  Hedge  funds  are  not  lawless — they  get  prime  broker  oversight.  But  some- 
day, it  is  hoped,  they  will  also  gain  SEC  oversight. 

LEIGHTON  STRADER 
Partner,  Virginia  Ventures 
Williamsburg,  Va. 

FORBES  should  be  careful  about  tarring  all  hedge  funds  as  "robbing  investors."  In 
business  for  23  years,  we  have  operated  with  extremely  low  turnover,  merrily 
increasing  the  net  worth  of  each  of  our  patient,  long-term  partner-investors.  They 
tell  us  they  are  as  happy  as  can  be. 

LAWRENCE  J.  GOLDSTEIN 
President,  Santa  Monica  Partners  Asset  Management 

Santa  Monica,  Calif. 


Noni  Your  Business 

"Tale  of  the  South  Pacific"  (May  24, 
p.  178)  was  overly  skeptical,  but 
FORBES  did  a  good  job  reporting  the 
ups  and  downs  of  building  a  $470  mil- 
lion business  in  seven  years.  Prior  to 
1996  noni  (the  fruit  our  product  is  de- 
rived from)  was  virtually  unknown 
outside  of  French  Polynesia.  Today  you 
only  have  to  check  your  local  Costco 
or  GNC  to  see  the  extraordinary  de- 
mand for  noni.  Our  product  has 
passed  the  toughest  safety  scrutiny  and 
was  the  first  of  its  kind  to  be  approved 
for  sale  in  the  European  Union.  There 
is  a  story  behind  this  thriving  industry 
that  could  have  inspired  budding 


entrepreneurs.  We'll  keep  telling  it. 

KELLY  OLSEN 
President,  Tahitian  Noni  International 
Provo,  Utah 

Rabble-Rousing  Oversight 

"Sanctimonious  in  Sacramento"  (May 
10,  p.  52)  misses  the  point.  Corporate 
America  is  a  better  place  because  of  the 
pressure  Carpers  and  other  institutional 
investors  have  put  on  boards  and  man- 
agement. A  study  of  95  companies  tar- 
geted by  Calpers  from  1987  to  2000 
found  that  while  their  stock  trailed  the 
S&P  500  by  96  percentage  points  in  the  pe- 
riod before  Calpers  acted,  those  stocks 
outperformed  the  index  by  14  points 
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Dear  Ketel  One  DrinKer 

If  you  meet  our  new  drtnKen  ItliKe, 

at  the  ban  Please  say  hello. 


READERS  SAY 

over  the  subsequent  five  years.  Calpers  ac- 
tivism has  been  good  for  its  beneficiaries, 
as  well  as  many  of  your  readers. 

PATRICIA  K.  MACHT 
Assistant  Executive  Officer,  Calpers 
Sacramento,  Calif. 

And  Broadband  for  All 

In  "Riding  the  New  Wi-Fi  Wave"  (Apr.  26, 
p.  98)  FORBES  was  right  on.  If  video  over 
the  Internet  becomes  widely  available, 
watch  for  cable  company  carve-outs  in 
the  next  revision  to  the  Telecommunica- 
tions Act.  Look  out  for  government  give- 
aways to  schools  and  libraries  in  ex- 
change, and  impossible  requirements 
such  as  "overbuilding"  to  provide  com- 
petitive video  services. 

WILLIAM  H.  DEAN 
Chief  Executive 
M.C.  Dean  &  OpenBand 
Chant  illy,  Va. 

Laurels  for  Taurel 

"Prozac  Hangover"  (May  10,  p.  116)  deliv- 
ered a  highly  inadequate  picture  of  Sidney 
Taurel's  strong  leadership  of  Eli  Lilly  &  Co. 
during  a  challenging  period.  Lilly  had  to 
absorb  a  nearly  catastrophic  legal  decision 
that  invalidated  a  Prozac  patent,  leading  to 
a  substantial  loss  in  revenue.  In  2002  Mr. 
Taurel  received  no  bonus  and,  at  his  own 
request,  took  only  $1  of  base  pay.  Lender 
his  leadership  Lilly  launched  five  new  med- 
icines and  it  expects  two  more  this  year. 

PHILIP  C.  BELT 
Director,  Corporate  Communications 
Eli  Lilly  &  Co. 
Indianapolis,  Ind. 

Grantonomics 

I  have  subscribed  to  Fortune,  Money,  Bar- 
ron's, the  Wall  Street  Journal,  FORBES, 
BusinessWeek  and  Kiplinger's  all  at  once. 
FORBES  keeps  proving  itself.  It  did 
so  again  with  columnist  James  Grant 
("The  Fed's  Folly, "  May  10,  p.  188).  I  once 
authored  a  study  on  why  the  Fed's  poli- 
cies for  fighting  inflation  were  all  wrong. 
My  premise  was  that  when  money  goes 
up,  so  does  everything  else.  After  reading 
Grant,  I  feel  vindicated. 

D.  MICHAEL  HILL 
Tacoma,  Wash. 


I've  always  respected  James  Grant' 
views.  But  when  he  can't  distinguish 
between  the  economic  role  of  "soy 
beans,  automobiles  or  equities"  and  the 
"price  of  money,"  he's  lost  my  con 
fidence  that  he  knows  what  he's  talking 
about. 

ALAN  J.  DWORSIO 
Cambridge,  Mass 

Wrong  Dosage? 

"Poison  Pills"  (Apr.  19,  p.  78)  assails  the 
credibility  of  Dr.  Carlon  Colker.  His 
credibility  was  not  in  question  when  nc 
less  than  the  Federal  Trade  Commissior 
relied  upon  him  as  a  witness  to  testify  or 
its  behalf.  Your  story  makes  gleeful  refer- 
ence to  the  "drubbing"  my  clients  anc 
their  study  received  by  a  San  Diego  judge 
A  federal  judge  in  Utah  found  the  same 
study  to  be  competent  and  reliable. 

JONATHAN  P.  WHITCOME 
Attorney 

Diserio  Martin  O'Connor  &  Castiglion 
Stamford,  Conn, 

Dude,  You're  NOT  Getting  a  Dell 

Reading  about  Dell's  deteriorating 
customer  service  in  "Unoutsourcing' 
(May  10,  p.  50)  was  fascinating.  I  re- 
cently bought  a  Dell  desktop.  M) 
previous  Dell  purchase  was  a  pleasani 
experience.  My  new  purchase  was 
frustrating.  Getting  my  old  PC  back  tc 
Dell  was  a  total  hassle.  Dell,  it  seems  tc 
me,  has  lost  its  way. 

RAY  MOONED 
Tonganoxie,  Kans. 

Short  Circuit 

In  "Holy  Influence"  (Dec.  8,  p.  90)  we 
incorrectly  stated  that  Johnson  &  Johnsor 
markets  the  morning-after  pill  Preven 
which  is  made  and  marketed  by  New  Jer- 
sey-based Gynetics.  We  misidentifiec 
"Addamark"  as  "Addmark"  in  "Data  ol 
Reckoning"  (May  10,  p.  151).  FORBES 
regrets  the  errors. 


Forbes 


Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/Ietters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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Without  proper  financing,  even  a  big  idea 
can  come  up  short. 


When  determination  alone  can't  turn  your  vision  into  a  reality, 
GE  Commercial  Finance  can  provide  assistance.  With  a  diverse 
and  global  product  line,  we'll  help  you  bridge  the  gap  between 
concept  and  completion.  To  learn  more,  visit  www.ge.com. 


imagination  at  work 


I  Confessions  of  the  World's  Most  Demanding  GIOs, 

Financial  news 
It  needs  to  go  faster." 

"The  most  demanding  financial  institutions  in  the  world  rely  on  Reuters 
to  drive  their  trading  applications.  Whether  it's  a  runaway  stock  or 
quarterly  earnings,  it's  Reuters  responsibility  to  make  sure  information 
is  delivered  as  quickly  as  possible.  Markets  are  changing  constantly —and 
milliseconds  matter. 

"To  keep  this  critical  information  flowing,  our  customers, need  to 
digitally  shake  hands  with  hundreds  of  information  sources  using  Reuters 
Market  Data  System.  HP  helped  migrate  our  system  to  an  open  Linux 
environment  to  reduce  our  customers'  costs  and  improve  their  performance. 

"Partnering  with  HP,  we've  optimized  our  clients'  ability  to  respond 
to  increasing  market  demand  for  information  and  ensured  that  100% 
increase  in  data  volumes,  doesn't  translate  into  100%  growth  in  costs. 

"All  of  which  we  at  Reuters  are  very  happy  to  report." 

Make  change  work  for  you.  Visit  www.hp.com/adapt 


Solutions  for  the  adaptive  enterprise. 


invent 


FACT  AND  COMMENT 

By  Steve  Forbes,  Editor-in-Chief 
"With  all  thy  getting  get  understanding" 


Why  Are  Stocks  Wobbly? 


UK  AIM  WASHINGTON  IS  WOBBLY. 

•  Inexplicably,  we  handed  our  enemies  a  huge  victory  in  Fallujah. 
Terrorists  there  committed  Somalia-like  atrocities  against  four 
American  civilians.  Washington  vowed  revenge.  The  Marines 
moved  in,  routing  our  toes.  ( )n  the  verge  of  complete  victory,  Wash- 
ington pulled  back  the  leathernecks  and  sent  in  a  ragtag  Iraqi  mili- 
tia. This  group  was  headed  by  a  Saddam  look-alike  who  actually 
served  in  The  Butcher's  regime.  (We  quickly  replaced  this  guy,  but 
the  message  stuck:  Old  oppressors  will  come  back.)  Despite  their 
being  beaten,  the  Fallujah  guerrillas  proclaimed  victory — and  in  the 
eyes  of  Iraq  and  the  rest  of  the  Middle  Fast  they  are  seen  as  victori- 
ous. The  guerrillas  had  vowed  to  push  out  the  Americans  from 
Fallujah,  and  did  so.  Iraqis  are  taking  note — the  Americans  may  not 
have  the  stomach  for  a  hard  slog  against  Islamic  fanatics.  Sadly, 
Fallujah  has  overshadowed  whatever  progress  we  have  made  in  the 
rest  ot  Iraq.  We  will  pay  in  blood  lor  this  picic  of  pusillanimity. 

Americans'  turning  sour  on  Iraq  goes  beyond  the  prison 
scandal.  Where's  the  leadership?  Who's  in  charge?  Why  is  there 


no  firm  sense  of  direction? 

•  The  Federal  Reserve  is  vacillating.  Yes,  it  has  signaled  it  will  raise 
interest  rates  to  curb  the  inflation  (already  showing  up  at  the  gas 
pumps  and  in  China)  that  it  has  set  in  motion.  To  judge  f  rom  the 
price  of  gold,  the  Fed  may  indeed  be  tightening  via  its  Open  Mar- 
ket Operations.  But  who  knows  for  sure?  Markets  can't  stand 
uncertainty.  Alan  Greenspan  hates  to  act  decisively.  He  prefers 
baby  steps  to  gianl  strides.  This  innate  caution  has  given  Alan 
near-record  longevity  as  Fed  boss,  but  it's  playing  havoc  with 
slocks  and  bonds.  Interest  rale  futures  markets  are  already  assuin 
ing  short  rates  will  be  2%  or  more  in  12  months  versus  1%  today. 
Long  rates  have  shot  up  sharply.  So  do  the  deed,  Alan.  Now.  All  at 
once.  Get  it  over  with  quickly  and  the  markets  will  calm  down. 

•  The  Administration  is  still  making  a  hash  of  telecommunications. 
Il  has  resisted  deregulation,  which  is  why  our  broadband  capacity 
lags  at  least  nine  countries,  including  South  Korea  and  Italy.  Despite 
three  adverse  court  decisions,  the  White  House  is  still  trying  to  brow- 
beat the  Baby  Bells  info  leasing  iheir  lines  to  competitors  al  a  loss. 


What  To  Do? 

TI 1ANKFULLY,  THESE  DOWNERS  WON'T  BE  PERMANENT.  PRESI-  act.  Postelection,  we  may  even  get  sanity  in  telecommunications, 
dent  Bush  still  sees  his  mission  as  defeating  Islamic  fanaticism.  Bull  markets  climb  walls  of  worry,  the  cliche  goes.  Keep  that 
His  Administration  may  have  made  serious  tactical  errors,  but  in  mind.  Equity  markets  here  are  a  bargain.  The  time  to  buy  is  al 
these  will  be  corrected.  Markets  will  eventually  force  the  Fed  to     moments  like  this. 

Talking  Turkey 

IF  EU  DIPLOMATS — PARTICULARLY  Tl  lOSL  IN  PARIS — HAI  >  1 1  All  lim  communities  in  Europe  are  prime  breeding  grounds  for  future 
a  brain,  they'd  be  working  overtime  to  figure  out  how  to  bring  Islamic  extremists.  In  a  few  decades,  given  current  trends,  Muslims 
Turkey  into  the  FT'  with  all  deliberate  speed.  Instead,  as  France  has  will  be  the  majority  population  in  much  of  western  Europe, 
already  made  clear,  Turkey's  long-standing  application  will  likely  Europe  is  a  demographic  disaster.  To  keep  a  population  stable, 
languish,  despite  Ankara's  good-faith  efforts  in  banning  the  death  there  must  be  a  birthrate  average  of  2. 1  children  for  each  woman  of 
penalty,  working  hard  to  reunify  Cyprus  and  ref  using  to  join  the  U.S.  childbearing  years.  Among  developed  countries  only  America  has  a 
last  year  in  liberating  Iraq.  Europeans,  racially  and  culturally,  fear  let-     rate  at  or  above  that  replacement  level.  Europe's  is  far  below:  Italy, 

Spain  and  Greece  are  at  1.3;  Germany, 
Austria  and  Portugal,  1.4;  Belgium,  1.6; 
and  the  Netherlands  and  Denmark,  1.7. 
Even  France,  which  has  some  of  the  most 
aggressive  pro-baby  policies  in  the  world 
(e.g.,  a  16-week  mandatory  employer- 
funded  maternity  leave  paid  at  80%  of  a 
worker's  earnings  for  the  first  two  chil- 
dren that  includes  the  right  to  return  to 
the  same  job),  has  a  rate  of  only  1 .9. 

Bluntly  put,  Europe's  population 
is  not  "aging,"  it  is  literally  dying.  As 


ting  Muslim  Turkey  in,  believing  they'll  be 
swamped  by  hordes  of  Turkish  migrants. 

Earth  to  Paris,  Brussels,  et  al.:  Mus- 
lims are  already  in  Europe.  By  the  mil- 
lions. They  make  up  nearly  10%  of 
France's  population,  ami  their  numbers 
are  growing  rapidly  there  and  elsewhere 
in  western  Europe.  They  are  largely  unin 
tegrated,  even  though  many  are  second 
and  thud  generation  inhabitants.  It's  no 
surprise  that  a  goodly  number  are  bitter 
about  their  de  facto  ghettoi/ation.  Mus- 


Will  Europe  become  a  house  divided  against  itself? 
An  EU  admitted  Turkey  could  help  avoid  that  fate. 
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Malcolm  Turnbull  stated  at  Australia's  National  Population 
Summit  2003:  "A  stable  population  with  a  birthrate  of  1.3  loses 
1.5%  of  its  population  each  year  and  within  a  century  will  reduce 
in  size  by  75%.  If  current  birthrates  continue,  in  100  years  the 
descendants  of  the  current  inhabitants  of  Italy,  Spain  and  Greece 
will  number  about  23%  of  their  present-day  forebears.  Will 
Europe  really  be  allowed  to  shrink  in  size,  or  will  other  more  fer- 
tile societies  and  cultures  take  the  place  of  the  current  inhabi- 
tants? Why  should  they  not?  It  has  happened  before."  • 

Chicken  Littles  today  fret  about  overpopulation.  The  problem 
for  Europe  is  just  the  opposite.  Europeans  are  an  endangered  species. 
What  to  do  about  this  is  a  matter  for  another  time.  But  you'd  think 
EU  policymakers  would  be  trying  to  figure  out  how  to  fully  inte- 
grate Muslims  into  their  societies,  particularly  when  it  comes  to 
shared  political  and  cultural  values— just  as  the  U.S.,  Canada  and 
Ansa  alia  do  with  their  immigrants.  In  short,  EU  countries  should  be 
encouraging  and  enabling  these  Muslims  to  become  truly  European. 

Making  Turkey  a  member  of  the  EU  club  could  help  immea- 


surably in  this  vital  task.  Muslim  residents  in  France,  Germany 
(mostly  Turks)  and  elsewhere  might  then  begin  to  feel  more  a 
part  of  Europe  instead  of  feeling  forever  alien.  Turkey  is  demo- 
cratic and  still  militantly  secular,  in  vivid  contrast  to  Iran  and 
the  world's  Islamic  extremists.  Europe's  outlook  would  be  better 
if  it  were  to  co-opt  Turkey  rather  than  continuing  to  shun  it. 

Turkey's  economy  is  troubled,  in  no  small  part  because  of  the 
misbegotten  policies  of  the  IMF.  If  Ankara  treated  itself  with  the 
pro-growth  medicine  of  low  taxes,  expanded  property  rights  and 
stable  money,  its  economy  would  boom.  In  the  early  1980s  western 
Europe  feared  that  letting  Portugal  and  Spain  into  the  European 
Economic  Community  would  set  off  a  migratory  wave  of  job-seek- 
ing emigrants  from  these  countries.  That  never  happened  because 
those  states  restructured  and  modernized  their  economies.  The  rise 
of  entrepreneurs  in  Turkey  a  la  India  and  China  would  become  a 
source  of  pride  and  provide  a  model  for  Muslims  everywhere.  It 
would  help  end  Islamic  alienation  in  Europe  and  be  a  positive 
example  for  Turkey's  troubled  neighbors,  i.e.,  Iran,  Iraq  and  Syria. 


Alfred  Would  Be  Envious 


Just  One  Look— by  Harlan  Coben  (Dutton,  $25.95).  What  Alfred 
Hitchcock  did  with  movies  Harlan  Coben  does  with  novels: 
Seemingly  innocent  people  get  caught  up  in  upending,  mind- 
bending,  mortally  dangerous  situations.  This  book  begins  with 
what  appears  to  be  an  out-of-place  encounter.  A  convicted  mur- 
derer-for-hire  requests  a  meeting  with  a  federal  prosecutor,  who 
has  no  relation  to  the  case.  The  killer  makes  a  confession:  Several 
years  before  he  unintentionally  murdered  the 
prosecutor's  sister.  Until  that  point  the  prosecutor 
believed  his  sister  had  died  in  an  accidental  fire. 
The  tale  then  jumps  to  the  protagonist — a  subur- 
ban housewife  with  two  young  kids  and  a  great 
husband.  She  goes  to  pick  up  vacation  photos  at 
the  local  Photomat.  One  pic  is  strange — it  was 
clearly  taken  many  years  before,  and  a  woman's 
face  is  crossed  out.  The  housewife  suddenly  real- 
izes one  of  the  people  in  the  photo  looks  like  her 
husband.  He  sees  the  photo  when  he  gets  home.  He  denies  it's 
him,  then  leaves  and  never  returns.  We're  hooked. 

There  are  plenty  of  characters  (in  both  senses  of  the  word), 


including  a  professional  assassin,  who  plies  his  trade  with  his 
hands  and  whose  hobby  is  killing  victims  he  snares  via  the  Inter- 
net. He  apprenticed  in  a  North  Korean  gulag.  Plenty  of  plots. 
Countless  complex  twists  and  turns.  Endless  surprises.  Constant 
suspense.  Yet  it  all  works,  with  everything  coming  together  at 
heart-palpitating  speed  at  the  end. 

Coben  could  make  a  10,000-piece  jigsaw  puzzle  look  like 
something  a  preschooler  could  master  in  min- 
utes. He  has  fun  as  well,  as  seen  in  his  use  of 
names  derived  from  a  girls'  boarding  school. 
Excerpt  The  stages  of  grief:  Supposedly  the  first  is 
denial.  Tliat  was  wrong.  The  first  is  just  the  oppo- 
site: Total  acceptance.  You  hear  the  had  news  and 
you  understand  exactly  what  is  being  said  to  you. 
You  understand  that  your  loved  one  will  ne\>ercome 
home,  that  they  are  gone  for  good,  that  their  life  is 
over,  and  that  you  will  never,  ever,  see  them  again. 
You  understand  that  in  a  flash.  Your  legs  buckle.  Your  heart  gives  out. 
Human  beings  are  not  built  to  withstand  that  kind  of  hurt.  That  then 
is  when  the  denial  begins.  Denial  floods  in  quickly,  sahing  the  wounds. 


RESTAURANTS:  GO,  CONSIDER,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  Sumile-154  West  13th  St.  (Tel.:  212-989-7699).  This  new 
and  sparkling  fusion  restaurant  does  what  many  similarly  chic 
places  do  not:  It  offers  outstanding  food,  a  friendly  staff  and  an 
ambience  that  encourages  conversation.  The  menu  combines 
Japanese  ingredients  and  classic  French  style.  Mouthwatering: 
sea  scallops,  breast  of  duck  and  chicken  ragout.  Everything  is 
subtle,  delicate  and  exquisitely  presented. 

•  Acappella-1  Hudson  St.,  at  Chambers  St.  (Tel.:  212-240- 
0163).  The  first  impression  is  of  warm,  rustic  elegance,  but  once 
seated,  things  change.  Scurrying  waiters  and  captains  are  intru- 


sive and  seem  trained  to  perform.  Specials  are  announced  loudly 
and  aggressively,  shattering  the  tranquil  atmosphere.  The  food 
is  expensive,  yet  inconsistent:  Some  is  delicious  and  beautifully 
presented;  some  is  oversauced;  desserts  are  not  memorable. 
•  Lattanzi-361  West  46th  St.  (Tel.:  212-315-0980).  Cozy  and 
attractive  theater-row  spot  with  gracious  service  and  sensa- 
tional food.  First-rate  pastas  and  hearty  Italian  peasant  fare 
served  up  with  imagination  and  flair.  Don't  miss  one  of  the 
best  minestrones  in  the  city,  the  luscious  mushroom  ravioli 
and  the  divine  scampi  angela.  F 
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OR    THE    FIRST   TIME  EVER, 

"  LY   NON-STOP    FROM    NEW  YORK  TO  SINGAPORE. 


ml 


ow  the  world  is  an  even  smaller  place.  After  introducing  the  first 
>n-stop  flight  between  Los  Angeles  and  Singapore  in  February, 
ngapore  Airlines  now  offers  daily  non-stop  service  between  New  York 
Jewark)  and  Singapore.  Enjoy  more  comfort  and  space  on  our  new 
345LeaderShip  while  reducing  travel  time  by  up  to  four  hours, 
tperience  a  more  luxurious  Raffles  Class  or  our  new  Executive 
:onomy  Class,  both  specially  designed  with  the  executive  traveler  in 


nd.  And  of  course,  the  inflight  service  even  other  airlines  talk  about. 


A  great  way  to  fly 

SinGAPORE  AIRLIflES 


vw.  nonstop2  si  ngapore.com 


A  STAR  ALLIANCE  MEMBER 


Profiles  in  Busines 


Every  business  is  a  team  of  individuals.  And  if  you  can  maximize  teamwork,  you' 
maximize  productivity— which  is  where  Nokia  comes  in.  Everything  we  make,  frorr 
advanced  messaging  devices  to  secure  mobile  connectivity  offerings,  is  engineered  tc 


Mr.  7  Have  Security  Issues"  no.  Ida.  The  Chief  Working-fro 

Financial  Officer  Home  Walt 


Mobility:  Teamwork 

m  m  How  to  be  more  competitive,  more  productive,  and,  uh,  more  in  sync. 


improved  coordination,  faster  growth.  And  because  Nokia  i-r^r^sawgea-i 

Nokia  security  appliance 

supports  a  variety  of  access  methods  and  devices,  your  people  can  work  on  their 
own  terms  while  taking  care  of  business  demands.  Learn  more  today.  And  give  your 


team— and  your  business— the  advantage  of  more  mobility.  Anytime,  anywhere, 


IMOKIA 

Connecting  People 


OTHER  COMMENTS 


Nothing  is  more  dangerous  in  wartime  than  to  live  in  the  temperamental  atmosphere  of 
a  Gallup  Poll,  always  feeling  one's  pulse  and  taking  one's  temperature. 


—WINSTON  CHURCHILL 


Reign  of  Terror  Terrorism  thrives  where  globalization 
has  yet  to  extend  itself  in  any  meaningful  way,  because  countries 
that  lack  widespread  economic  interactions  with  the  outside 
world  (beyond  just  pumping  oil)  are  either  failed  states  or 
brutally  repressive  regimes,  both  of  which  generate  desperate 
young  men  seeking  political  change  through  violence.  You  want 
to  dry  up  global  terror?  Make  globalization  truly  global. 

—THOMAS  P.M.  BARNETT,  Washington  Post 

In  the  Know  The  [Federal  Reserve]  has  suggested  that  its 
policy  decisions  are  aided  by  risk-management  techniques.  Yet  it 
bases  monetary  policy  on  questionable  data.  This  seems  to  be  a 
high-risk  strategy.  The  good  news  is  that  the  Fed  has  a  better 
option.  If  it  paid  more  attention  to  gold,  commodity  prices,  the 
yield  curve  and  the  value  of  the  dollar,  it  might  avoid  making  such 
abrupt  changes  in  policy.  And  if  investors  paid  more  attention  to 
these  markets,  they  would  be  a  step  ahead  of  the  Fed,  rather  tiian  a 
step  behind.  In  2000  the  yield  curve  was  inverted,  gold  and  com- 
modity prices  were  falling  and  the  dollar  was  surging.  These  sensi- 
tive leading  indicators  predicted  the  recession  and  deflation  of  2001. 

In  the  past  two  years  the  yield  curve  has  been  very  steep  and 
the  dollar  has  been  weak.  And  despite  recent  declines,  gold 
and  commodity  prices  are  up  significantly  from  their  2001  lows. 
While  the  world  has  been  watching  data  that  may  (or  may  not) 
measure  anything  useful,  market  signals  have  correctly  forecast 
a  surge  in  growth  and  rising  inflationary  pressures. 

—BRIAN  WESBURY,  chief  economist, 
Griffin,  Kubik,  Stephens  &  Thompson,  Wall  Street  Journal 


"After  just  sitting  on  it  a  long  time 
we've  decided  to  invest  our  nest  egg.' 


Above  the  Law  Union  officials  in  one  New  York  county 
seem  to  believe  law  enforcement  officers  and  their  families 
should  be  immune  from  speed  limits  and  other  traffic  laws. 
"Police  officers  have  discretion  whenever  they  stop  anyone,  but 
they  should  particularly  extend  that  courtesy  in  the  case  of  other 
police  officers  and  their  families,"  Suffolk  County  Police  Benev- 
olent Association  President  Jeff  Frayler  told  Newsday.  "It  is  a 
professional  courtesy."  The  union  treasurer  had  previously  writ- 
ten in  PBA's  newsletter:  "You  don't  summons  another  cop." 

—CHARLES  OLIVER,  Reason  Online 

Birthrate  Blinders  Demography  is  destiny.  In  A.D.  746, 
not  long  after  the  Moorish  conquest  of  Spain,  Abd  al-Rahman  I 
commenced  the  great  Mosque  in  Cordoba  on  the  site  of  a  Chris- 
tian church.  In  1236  Cordoba  was  retaken  by  the  Christians,  and 
the  mosque,  in  due  course,  became  a  Christian  church  as  it  has 
remained  ever  since.  Today  some  of  the  highest  birthrates  are  in 
Muslim  countries;  if  they  supply  a  large  share  of  the  replacement 
immigration  Spain  will  need  to  maintain  its  work  force  (assum- 
ing it  can),  will  the  great  Cordoba  mosque  return  again  to  Islam? 

One  thing  is  certain;  if  Europe  maintains  its  low  birthrates,  its 
character  will  be  quite  unrecognizable  within  a  hundred  years, 
which  in  the  sweep  of  human  history  is  barely  the  blink  of  an  eye. 

—MALCOLM  TURNBULL 

Expert  Opinion  Eighty  dollars  it  is,  Mrs.  Crepps."  The 
merchant . . .  sounded  surly  as  he  rang  up  the  purchase  on  a  cash 
register  almost  as  old  as  he  was. 

The  lady  counted  out  four  twenties  from  a  clutch  purse  that 
matched  her  suit.  "I'll  let  you  in  on  a  little  secret,  Mr.  Pilaster," 
she  said.  "I've  been  looking  for  this  particular  piece  for  ten  years. 
I'd  have  gone  as  high  as  a  hundred  and  fifty." 

"Congratulations.  Now  get  out  of  my  store." 

When  she  was  gone  I  said,  "Sounds  like  you're  slipping,  Mike." 

"I'll  let  you  in  on  a  little  secret,  Walker.  There's  no  sucker  like 
a  sucker  who  fancies  himself  an  expert."  From  under  the 
counter  he  hoisted  another  mantel  clock  exactly  like  the  one  he 
had  just  sold. 

— Angel  Eyes  by  LOREN  D.  ESTLEMAN 

Hallmark  of  Courage  The  hallmark  of  courage  in 
our  age  of  conformity  is  the  capacity  to  stand  on  one's  convic- 
tions— not  obstinately  or  defiantly  (these  are  gestures  of  defen- 
siveness  not  courage)  nor  as  a  gesture  of  retaliation,  but  simply 
because  these  are  what  one  believes. 

— ROLLO  MAY  F 
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EVERYTHING. 

Just  as  we've  done  for  many  of  the  world's 
leading  cornpanies,  Acxiom  can  turn  your 
customer  data  into  profitable  customer 
knowledge.  Knowledge  that  improves 
retention  and  acquisition  efforts,  which, 
in  turn,  leads  to  sales  going  up.      .1  ■""* 


AC/IOM 


www.acxiom.com 


y  •  Netherlands  •  Poland 


A  dollar  a  mile  for  the  first  42,600  miles. 
Free  after  that. 

The  Boxster 


h  options  as  shown  below  is  $44,800.  MSRP  excludes  tax,  license,  registration  and  dealer  prep.  Dealer  prices  may  vary.  Specifications  for  comparison  only. 


It's  every  bit  the  sports  car  you've  heard  it  is.  It's  more  attainable  than  you  might  think. 

$42,600  secures  you  a  mid-mounted  flat-six  engine,  timeless  Porsche  lines,  and  the  kind 
of  balance  and  control  you  simply  cannot  put  a  price  on.  Porsche.  There  is  no  substitute. 


THE  CARGO  COULD  GET  CONFISCATED. 
THE  CARGO  COULD  FEED  A  SMALL  COUNTRY. 
SEND 


We  insure  hope.  We  insure  courage.  We  don't  back  down  from  risk,  we  embrace  it. 
Let  others  just  write  policies.  We'll  write  history.  Visit  us  at  acelimited.com 


ace  group 


INSURING  PROGRESS 


CURRENT  EVENTS 

By  Caspar  W.  Weinberger,  Chairman 


Useful  Lesson 

THE  SHORT,  EASY  AND  WRONG  SOLUTION  TO  THE  PROBLEMS  IN 
Iraq  is  to  turn  them  all  over  to  the  United  Nations  and  urge  other 
countries  to  help.  This  basically  is  Senator  John  Kerry's  response 
to  any  "What  would  you  do?"  questions.  He  and  others  who  crit- 
icize President  Bush  for  going  to  war  without  the  UN's  permis- 
sion and  the  support  of  the  international  community  offer  only 
this  egregiously  useless  solution.  The  ignorance,  misconceptions 
and  faulty  judgment  displayed  in  such  thinking  are  appalling. 

To  begin  with,  we  have  the  support  and  participation  in  Iraq 
of  some  30  countries.  Not  incidentally,  the  majority  of  eastern 
European  countries  are  with  us.  They  remember  what  it  was  like 
to  be  under  the  brutal  domination  of  the  Soviet  Union. 

Secondly  it  seems  that  no  one  quite  understands  what  the  con- 
sequences of  turning  all  this  over  to  the  UN  would  be.  The  UN  is 
totally  incapable  of  fighting  a  war.  It  can  assemble  troops — most  of 
whom  have  not  trained  together — for  "peacekeeping  missions," 
usually  in  areas  where  there  is  no  peace.  Then  there  is  the  problem 
of  UN  procedures,  which  enable  one  of  the  veto-holding  coun- 
tries— for  whatever  tawdry  reason  of  trade — to  block  any  action 
that  most  other  nations  would  want  to  take.  Result:  impotence. 

Finally,  a  good  look  at  the  record  of  Lakhdar  Brahimi,  UN 
Secretary-General  Kofi  Annan's  choice  as  the  man  to  bring  democ- 
racy to  Iraq,  shows  how  wrong  the  UN  can  be.  Brahimi  was  hailed 
by  the  large  anti-U.S.  faction  as  a  skilled,  seasoned  diplomat,  in  con- 
trast with  the  U.S.  and  other  administrators  now  in  charge.  The 
first  demonstration  of  Brahimi's  seasoning  was  his  statement  that 
Israeli  policy  is  "poison  in  the  region."  He  later  also  managed  to  be 
offensive  to  the  Palestinians.  Some  seasoning.  Why  we  ever  agreed 
to  let  Brahimi  in  is  inexplicable.  William  Safire  of  the  New  York 
Times  explained  the  situation  best:  Brahimi's  strategy  is  "aligning 
the  UN  with  those  Iraqis  who — having  been  cured  of  crippling 
despotism — now  feel  free  to  throw  their  crutches  at  the  doctor." 

The  daily  attacks  on  coalition  forces  are,  of  course,  designed  to 
force  our  withdrawal  and  the  admission  that  we  can't  bring 
democracy  to  Iraq.  It  seems  that  John  Kerry  would  virtually  accept 
this  capitulation,  and  the  UN  would  almost  certainly  go  along. 

Fact,  Not  Fiction 

Our  rebuilding  efforts  in  Iraq  are  giving  millions  of  Iraqis  a  vastly 
better  present  and  the  certain  prospect  of  a  far  better  future.  The 
abuses  committed  by  the  six  or  seven  very  rotten  apples  out  of  the 
more  than  1 35,000  American  service  people  there  are  overshadow- 
ing all  that  has  been  accomplished  by  the  professional  skills  and 
personal  bravery  of  these  troops.  The  sacrifices  these  brave  men  and 
women  make  on  our  behalf  is  what  we  should  be  talking  about. 

The  fact  that  we're  in  die  middle  of  a  presidential  election  cam- 
paign explains  the  constant  degradation  of  our  armed  forces' 


From  the  Past 

accomplishments.  The  seeming  delight  of  the  Administration's 
opponents  in  exploiting  any  reverses  adds  to  our  heavy  burden. 

Lest  We  Forget 

Sometimes  we  can  look  back  at  a  historic  event  and  apply  its 
lessons  to  the  present.  In  May  1940  everything  was  going  wrong 
for  the  Allies  in  World  War  II.  The  brown  stain  of  the  Nazi 
Wehrmacht  covered  most  of  Europe.  France — with  a  huge  army 
that  its  leaders  were  afraid  to  use  effectively — had  been  broken,  and 
the  road  to  Paris  was  open.  In  England  Winston  Churchill  had  just 
become  Prime  Minister,  but  he  was  opposed  by  many  of  the  most 
senior  of  his  fellow  Conservatives.  His  only  real  support  in  the  War 
Cabinet  came  from  two  Labour  members  of  the  new  coalition. 

During  a  critical  three  days  of  nearly  continuous  War  Cabinet 
meetings,  it  became  apparent  that  France  was  determined  to  capit- 
ulate. Foreign  Minister  Lord  Halifax  repeatedly  urged  that  Britain 
open  negotiations  with  Germany,  possibly  using  Benito  Mussolini 
or  Franklin  D.  Roosevelt  as  an  intermediary.  Through  his  matchless 
oratory,  Churchill  finally  carried  the  day  against  such  a  move. 

The  notes  of  Hugh  Dalton,  Minister  of  Economic  Warfare,  show 
that  Churcriill  led  the  entire  Cabinet  to  understand  that  if  Britain 
were  to  seek  peace  the  first  thing  "the  Germans  would  demand 
[would  be]  our  fleet — that  would  be  called  'disarmament.'. . .  We 
should  become  a  slave  state,  though  a  British  government  which 
would  be  Hider's  puppet  would  be  set  up — 'under  [Sir  Oswald] 
Mosley  [a  prominent  British  Fascist]  or  some  such  person.'" 
Churchill  reminded  his  opponents  that  Britain  still  had  immense 
strengths.  He  closed  with  what  was  to  become  one  of  his  most 
famous  sentences:  "We  shall  go  on  and  we  shall  fight  it  out,  here  or 
elsewhere,  and  if  at  last  the  long  story  is  to  end,  it  were  better  it 
should  end,  not  through  surrender,  but  only  when  we  are  rolling 
senseless  on  the  ground."  There  was  no  further  talk  of  negotiations. 

We  could  agree  that  the  circumstances  of  1940  were  vasdy  dif- 
ferent than  are  those  of  2004.  But  the  crucial  lesson  here  is  that  giv- 
ing up  is  no  solution.  Nothing  but  chaos  and  brutality  would  follow 
any  U.S.  withdrawal.  We  have  already  made  a  great  many  conces- 
sions in  Iraq.  We  have  agreed  to  a  June  30  transfer  of  sovereignty; 
we  have  accepted  in  vital  posts  some  not-yet- reeducated  Baathists; 
and  we  run  great  risks  by  granting  the  UN  too  much  authority. 

Now  is  the  time  to  make  it  clear,  as  President  Bush  has  done, 
that  we  are  totally  committed  to  winning  the  war  against  the  ter- 
rorists in  Iraq  and  that  we  will  stay  the  course  until  a  free  Iraq 
accepts  the  burden  of  its  sovereignty  and  has  the  strength,  with 
our  help,  to  take  its  place  among  the  democratic  nations  of  the 
world.  We  cannot  lose  our  resolve.  We  must  always  remember 
that  if  we  want  peace  with  freedom  for  ourselves  and  our 
friends,  we  sometimes  have  to  fight  for  it.  F 
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Edward  Jones  financial  services  improved  client 
relations.  They  chose  Xerox  color  printers  for  8500  offices 
to  quickly  highlight  investment  opportunities. 
There's  a  new  way  to  look  at  it. 


Learn  more:  www.xerox.com/learn  For  a  sales  rep:  1-800-ASK-XEROX  ext.  LEARN 

S  2003  XEROX  CORPORATION-  All  tHjtits  resetted  XEROXrThe  Document  Company"  andTheies  a  new  way  to  look  at  it  ate  trademarks  of  XEROX  CORPORATION. 


The  Document  Company 

XEROX 


DIGITAL  RULES 

By  Rich  Karlgaard,  publisher 


Cheap-Tech  Guru 


FAIL  TO  HEED  THE  CHEAP  REVOLUTION  AND  IT  WILL  KILL  YOU. 
Try  selling  a  server  for  $30,000  at  a  time  when  Dell  sells  a  pair 
for  $5,000  and  you're  toast.  Ask  Sun  Microsystems  about  it.  Sun 
has  suffered  declining  revenue  for  12  consecutive  quarters. 

Harness  the  Cheap  Revolution  and  you'll  do  just  fine.  Google 
is  the  preeminent  example.  As  reported  here  last  issue,  the  secret 
to  the  company's  deep  profitability — $394  million  revenue,  $204 
million  of  cash  flow  during  the  first  quarter  of  this  year — is  its 
tightfisted  spending.  Something  like  100,000  grungy  Linux  boxes 
run  a  search  engine  that's  become  the 
world's  favorite,  a  global  brand,  a  verb. 

The  Cheap  Revolution  is  with  us  and  will 
not  go  away.  It  is  the  primary  source  of  con  - 
fusion in  the  stock  markets  and  economies 
during  these  turbulent  2000s,  though  it 
shouldn't  be.  Depending  on  the  poll  and  the 
week,  40%  to  55%  of  Americans  now  think 
the  economy  is  in  perilous  shape.  Huh? 
Growing  at  4.5%  and  generating  300,000 
jobs  a  month,  the  economy  has  never  been  so 
misunderstood  and  disrespected. 

My  guess  is  that  these  unhappy  40%  to 
55%  sense  they're  on  the  wrong  side  of  large, 
powerful  forces.  They  may  not  attach  a  name  to  this — it's  what  I  call 
the  Cheap  Revolution.  But  there's  a  good  chance  these  nervous  folks 
work  for  companies  like  Sun  or  are  themselves  poorly  positioned  for 
the  future.  Thirty  million  American  jobs  could  disappear  over  the 
next  ten  years.  A  few  million  will  be  offshored  to  cheap  countries. 
Greater  millions  will  vanish  into  software — "exported  to  the  land  of 
productivity,"  as  U.S.  Chamber  of  Commerce  head  Tom  Donohue 
recendy  told  me.  One  must  have  faith,  of  course.  History  says  better 
and  more  creative  jobs  will  follow.  They  always  have  and  always  will. 
Most  of  the  new  jobs  will  be  found  at  younger  companies  like  Google 
that  are  positioned  on  the  right  side  of  the  Cheap  Revolution  divide. 

The  Cheap  Revolution  has  boosted  manufacturing  produc- 
tivity, remade  the  IT  business  and  is  bringing  merry  creative 
destruction  to  telecom.  It  has  yet  to  touch  some  industries, 
notably  education  and  health  care.  Therein  lies  opportunity. 

"Fred  Smith  Taught  Us  to  Scrounge" 

Recently  I  spent  an  afternoon  talking  about  cheap  tech  with  an 
expert,  Ron  Ponder,  the  CIO  of  WellPoint,  a  $16  billion  private 
health  insurer.  (This  summer  California-based  WellPoint  will  be 
acquired  by  Indiana-based  Anthem,  Inc.  The  combined  com- 
pany will  be  headquartered  in  Indiana  but  will  keep  the  Well- 
Point name.  The  deal  will  create  the  nation's  largest  for- 
profit  health  care  insurer.)  If  CIOs  had  their  own  Hall 


Well-traveled  Ron  Ponder  is  WellPoint's  CIO 


of  Fame,  Ponder  would  be  a  first-ballot  pick.  After  six  years  of 
teaching  business  processes  at  the  University  of  Memphis,  he 
jumped  into  the  private  sector,  landing  at  a  two-year-old  trans- 
portation startup  called  Federal  Express.  "We  had  growth;  we 
had  opportunity;  we  had  everything  but  money,"  he  says  in  his 
native  Arkansas  drawl.  "Fred  Smith  taught  us  to  scrounge.  We 
scrounged  for  old  planes.  We  fine-tuned  models  so  that  our  fleet 
would  fly  the  least  distance  and  burn  the  least  fuel." 

Ponder  was  FedEx's  CIO  until  1990;  then  he  moved  to  Sprint 
and  "competed  against  God:  AT&T."  When 
Ponder  arrived,  Ma  Bell  had  an  8-to- 1  speed 
advantage  over  Sprint  in  repairing  downed 
lines.  Ponder's  solution  was  to  create  a  self- 
healing  fiber-ring  network  for  Sprint:  "A 
better  and,  ultimately,  cheaper  solution." 

After  stints  at  AT&T — where  he  was  the 
country's  highest-paid  CIO — and  Cap- 
gemini,  Ponder  walked  into  an  entirely  new 
(to  him)  industry:  health  care.  He  says  it  is 
in  the  Stone  Age  of  technology.  The  average 
large  U.S.  company  spends  $7,000  per 
employee  on  IT.  The  financial  services 
industry  spends  $15,000  per  head.  Health 
care  is  dead  last,  spending  $3,000.  Ponder  says,  "We  don't  have  time 
to  catch  up.  Consumers  are  getting  way  out  ahead  of  the  health 
care  industry  in  terms  of  technical  sophistication.  They  are  angry, 
and  they  won't  wait.  They  will  look  for  alternative  solutions." 

How  does  Ponder  intend  to  catch  up?  By  fixing  health  care's 
weakest  link — doctors  who  don't  use  technology.  "Right  now 
WellPoint  spends  unbelievable  amounts  of  money  on  reenter- 
ing forms  and  prescriptions.  I  did  an  analysis  and  figured  out 
that  we  would  save  money  if  we  gave  computers  to  doctors." 
Over  Christmas  Ponder's  team  negotiated  with  Dell  and 
Microsoft  for  cheap  prices  on  laptops  and  PDAs.  Cisco  provides 
cheap  access  points,  and  Capgemini  helps  doctors  install  the 
gear.  "I  spent  $40  million  to  give  away  $80  million  worth  of 
technology  to  20,000  doctors,"  Ponder  says. 

That  still  leaves  580,000  American  doctors  to  go.  Ponder  is 
pumping  rivals  such  as  Cigna  to  get  them  to  participate.  "Having 
doctors  communicating  to  health  insurers  electronically  will  lower 
the  costs  for  all  of  us,"  he  says.  "And  it's  the  right  thing  to  do."  Pon- 
der says  that  3.5  billion  prescriptions  will  be  written  this  year  in  die 
U.S.  and  that  55  million  will  have  errors;  1.5  million  people  will  get 
sick  from  being  given  the  wrong  drugs;  and  7,000  will  die.  "It's  a 
scandal,"  Ponder  says.  "But  technology  can  fix  it."  F 


J^JTlJCS  I  Visit  Rich  Karlgaard's  home  page  at  www.forbes.com/karlgaard 
^^"Kom     or  e-mail  him  at  publisher@forbes.com. 
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!°  REAL-TIME  NIRVANA 


your  guide  to  the 

0NWIRED  ENTERPR/Sf 


Events  Trigger  Data 

A  flat  tire  shouldn't  let  the  air  out 
customer  service.  Sybase  Adaptive 
Server  Enterprise  enables  your 
business  processes  to  respond  to 
exception  events  in  real  time. 


No  more  Information  lags.  Sybase  Re; 
Time  Data  Services  proactively  pushc 
data  to  where  it's  needed,  when  it's 
needed,  in  the  form  it's  needed. 


Sybase. Inc.  Sybase  and  the  S, 


islored  <nit marks  «f  Sybase  Inc.  XPUHAnONS1"  by  Xplane.com   All  other  company  and  product  names  mentioned  may  be  trademarks  o(  the  respective  companies  with  which  they  are  associated 


Data  Goes  To  The  Edge 


Data  Gets  A  Lot  Smarter 


Your  data  gets  smarter  every  step  of  the 
way.  Sybase  Integration  Orchestrator  links 
isolated  events  with  knowledge  and  then 
correlates  those  events  into  meaningful 
business  performance  metrics. 


Sybase  Real  Time  Data  Services 

can  help  your  enterprise 
become  smarter,  faster,  and  more 

responsive.  Implementing 
a  real-time  initiative?  Start  with 
our  new  White  Paper. 

Sybase 

The  Enterprise.  Unwired. 


Free  White  Paper 
www .  Sybase .  co  m/ rts 


INFORMER 


Thaf s  One  Mean  Offense 

V 


Running  the  trap: 
Bob  L.  Whitfield  III. 


feteran  Atlanta  Falcons 
offensive  left  tackle  Bob  L. 
Whitfield  III  has  settled  a 
$152,653  Internal  Revenue  Ser- 
vice claim  against  him  for 
$44,885— less  than  30  cents  on 
the  dollar.  The  feds  had  alleged 
that  Whitfield  took  improper 
expense  deductions  in  1999  in 
connection  with  XV,  a  music 
producing  business  he  ran  on 
the  side,  and  also  failed  to  in- 
clude $25,000  of  other  income. 
Whitfield,  33,  whose  tax 
return  for  that  year  showed  taxable  income  of  $2  million, 
responded  by  filing  a  U.S.  Tax  Court  lawsuit  against  the  IRS.  His 
lawyer  insists  all  expenses  were  legitimate  but  acknowledged  that 
some  paperwork  was  lacking.  — Janet  Novack 

Call  ft  Shareholder  Appreciation  Day 

Drugmaker  Genentech  just  staged  a  lavish  employee  apprecia- 
tion day  that  featured  performances  by  Elton  John,  soul  singer 
Mary  J.  Blige  and  rock  band  Matchbox  Twenty.  A  five-story 
parking  structure  at  the  San  Francisco  headquarters  was  closed 
to  make  way  for  open  bars,  buffet  tables  and  a  view  of  the  stars 
performing  below.  Genentech  has  a  reputation  for  festivity, 
offering  employees  free  beer  and  munchies  every  Friday.  The 
stock  is  up  230%  in  a  year  to  a  recent,  split-adjusted  $61.09,  a 
rather  lofty  100  times  trailing  earnings.      — Victoria  Murphy 

This  Job  Wasn't  Posted 

Andrew  J.  McKelvey,  founder  and  longtime  boss  of  New  York  mar- 
keting company  Monster  Worldwide,  got  a  $3  million  interest-free 
personal  loan  from  a  firm  described  in  Monster's  latest  proxy  as  a 


informer@forbes.com 

"competitor."  McKelvey,  69,  "inadvertently"  failed  to  get  his 
company's  permission  for  the  loan  from  the  privately  held  Mar 
quette  Group,  the  proxy  says.  It  adds  that  he  fully  repaid  the 
loan — perhaps  using  proceeds  from  a  jet-leasing  business  he 
sold  to  Marquette  for  an  undisclosed  amount.  Shareholders  are 
the  ones  who  need  a  little  financial  assistance.  Since  mid-2000 
Monster  stock  has  fallen  67%  to  $25.35.  — Tomas  Kellner 

In  Plain  English:  Bad  Buy 

After  prodding  by  plaintiff  lawyers  who  sue  stockbrokers,  the 
National  Association  of  Securities  Dealers  has  proposed  rules 
that  for  the  first  time  would  require  sellers  of  variable  annuities 
to  provide  a  plain  English  summary  listing  the  main  features — 
including  the  sales  commission  and  a  warning  about  early- 
surrender  fees.  Sellers  also  would  have  to  ensure  that  the  cus- 
tomer has  a  long-term  investment  objective.  Variable  annuities 
essentially  are  stock  investments  with  an  insurance  wrapper  that 
generates  a  very  fat  commission.  — William  P.  Barrett 


History  for  Sale  Along  Route  66 

Forbes  400  list  billionaire  Paul  G.  Allen  is  selling  the  25,000-square- 
foot  building  in  a  seedy  part  of  Albuquerque  where  he  and  Bill  Gates 
first  officed  together  in  the  mid-1970s  after  forming  Microsoft.  The 
single-story  Cal-Linn  building  is  also  where  the  Altair,  considered  a 
historic  forerunner  of  today's  personal  computer,  was  developed. 
The  asking  price,  including  an  adjoining  shuttered  bank  building  on 
famous  Route  66:  $1.5  million.  In  2001  this  page  was  the  first  to 
report  Allen's  secret  purchase  of  the  prop- 
erties and  his  plan  to  open  a  computer 
museum  on  them.  Allen's  p.r.  man  says  the 
now  largely  vacant  Cal-Linn  proved  inap- 
propriate, but  that  Allen  still  intends  to  build 
that  museum  elsewhere  in  Albuquerque. 
Microsoft  et  at.  left  the  Duke  City  for  the 
Seattle  area  in  1978.  -W.P.B. 


,  They  Also  Could  Go  Work  for  the  Government 


A  General  Accounting  Office  report  given  Congress  said  numerous  federal  workers,  some  in  important  positions,  hold  degrees  from 
diploma  mills  or  other  unaccredited  colleges.  The  report  identified  specific  schools  as  having  required  little  from  students  except 
money.  Schools  dispute  this.  Filings  show  many  public  company  executives  list  credentials  from  these  same  institutions.  -W.P.B. 


EXECUTIVE/POSITION/COMPANY 

DEGREE 

UNIVERSITY 

EXECUTIVE'S  RESPONSE 

James  Canfield/Exec  VP/Cell  Therapeutics 

B.S. 

Kennedy-Western 

got  degree  in  1988  before  school  encountered  problems 

Hanlin  Chen/CEO/China  Automotive  Systems 

M.B.A. 

Barrington 

p.r.  man  says  Chen  attended  a  China  affiliate  "5  days  a  week" 

Michael  Gregoire/Exec  VP/PeopleSoft 

M.B.A 

California  Coast 

did  not  respond  to  requests  for  comment 

Joseph  W.  Halligan/CEO/PharmChem 

B.S. 

Columbia  Pacific 

knew  it  wasn't  a  "traditional"  college 

Jim  MacKay/VP/Ci?yXpress 

M.B.A. 

Hamilton 

"1  guess  it's  your  prerogative"  to  report  on  this  topic 

Rudy  R.  Miller/President/Creative  Vistas 

B.A.,  MBA. 

Pacific  Western 

"outstanding  faculty"  in  1970s  when  degrees  earned 

Ronald  Rudolph/VP/NctM. 

Ph.D. 

California  Coast 

"1  have  no  comment  on  the  issues  you  are  exploring" 

David  P.  Summers/founder,  ex-CEO/Endovasc 

doctorate 

Kennedy-Western 

did  not  respond  to  requests  for  comment 

Sources:  Securities  &  Exchange  Commission  filings; 

www.  1  Okwizard,  corn. 
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Tired  of  compromising? 

Here's  a  new  way  to  get  investment  advice. 

When  it  comes  to  investment  advice,  investors  have  had  few  affordable  options  between  going  with  a  full- 
commission  broker  or  doing  it  all  themselves.  Charles  Schwab  offers  choices  in  between. 

►       Advice  based  on  more  than  your  portfolio's  size. 

At  Schwab,  we  think  ongoing  personalized  investment  advice  should  be  available  to  all  investors 
who  need  it.  So  even  if  you  don't  have  a  huge  portfolio,  we've  got  options  for  you. 

Consultants  not  paid  to  sell  specific  stocks  or  funds. 

They'll  listen  to  you  and  take  your  needs  into  account.  Only  then  do  they  give  you  guidance  on 
building  and  maintaining  a  portfolio  that  works  for  you. 

All  at  a  fair  and  simple  price. 

At  Schwab,  we  think  advice  relationships  should  be  available  at  a  fair  and  reasonable  price. 
And  we'll  tell  you  up-front  what  the  fees  are  so  you'll  know  what  you're  paying  for. 


► 


Get  advice  on  your  terms. 


^  Call  1-800-653-0243 

to  talk  to  one  of  our  consultants  about  Advised  Investing 
Services  of  other  Schwab  Personal  Choice™  options. 


How  do  you  know  if  you're  getting  quality 
investment  advice?  Call  or  stop  by  today  for  our  free  guide 


chuflcS  SCHWAB 

Seeing  the  market  from  a  different  perspective.  Yours?1 


chwab  Advised  Investing  Foundational," Schwab  Advised  Investing  Signature'" and  Schwab  Private  Client  "are  available  for  a  fee.  You  must 
ave  a  Schwab  brokerage  account  to  receive  these  services.  Your  account  will  be  a  nondiscretionary  brokerage  account  and  not  an  investment 
dvisory  account  regulated  under  the  Investment  Advisers  Act  of  1940.  Investment  advice  offered  within  these  services  is  solely  incidental  to 
chwab's  broker-dealer  services.  ©2004  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE.  (0404-3395).  ADS27069FUL. 


0 N  MY  MIND  

By  James  D.  Miller,  professor  of  economics  at  smith  College;  author,  Game  theory  at  work  (McGraw-Hill). 

Endangered  Species 

Enjoy  perilous  work?  Try  being  a  conservative  on  a  college  campus  in  Massachusetts. 


This  is  a  story  of  how  i  was— almost— done  in  by  the 
politically  correct  crowd.  In  April  2000  my  career  as  an  econom- 
ics teacher  at  Smith  College  looked  bright.  Despite  my  having 
published  only  one  academic  article  in  four  years,  my  depart- 
ment liked  my  teaching  and  "strongly"  recommended  me  for 
reappointment.  I  was  extremely  productive  over  the  next  two 
and  a  half  years,  publishing  five  additional  academic  articles  and 
a  book.  In  2002,  however,  my  department  voted  to  fire  me  by 
denying  tenure.  Why?  I  believe  it 
was  because  after  April  2000  I 
started  espousing  conservative 
viewpoints  in  op-ed  articles. 

Very  few  Republicans,  let 
alone  conservatives,  teach  at 
American  colleges.  A  2001  poll  of 
1 5 1  professors  at  Ivy  League  uni- 
versities found  that  only  3%  con- 
sidered themselves  Republican, 
while  57%  said  they  were 
Democrats.  I  suspect  that  on 
many  campuses  Marxists  greatly 
outnumber  Republicans.  Leftist 
professors,  consequently,  are  sur- 
rounded by  kindred  spirits  and 
often  find  it  challenging  to  even 
conceive  of  a  sane  conservative 
intellectual.  Furthermore  (and 
fortunately  for  me),  many  profes- 
sors are  so  comfortable  in  their 
disdain  for  the  right  that  they 
don't  even  try  to  hide  their  polit- 
ical bigotry. 

Each  of  the  nine  senior  members  of  the  economics  depart- 
ment who  voted  on  my  tenure  had  to  write  a  letter  to  the  college 
president  explaining  the  reasoning  behind  his  or  her  vote.  One 
member  wrote  how  I  had  "publicly"  criticized  academia  in  my 
book,  Game  Theory  at  Work.  Another  wrote  how  she  was  "dis- 
turbed" by  some  of  the  views  I  had  expressed  in  a  "National 
Review  Online"  article  about  why  college  professors  are  so  left- 
wing.  Among  my  positions  that  some  academics  find  disturb- 
ing: that  the  U.S.  should  invade  countries  such  as  Iran,  which  I 
believe  support  ant  i- American  terrorists,  and  that  markets  are 
usually  more  effective  than  governments  at  organizing  eco- 
nomic activities. 

Smith's  five-person  Grievance  Committee  unanimously 
ruled  that  these  two  members  of  the  economics  department  had 


violated  my  academic  freedom,  and  as  a  result  I  was  allowed  to 
come  up  for  tenure  a  second  time.  On  the  second  vote  I  was 
again  voted  down. 

In  early  May  this  year  Smith's  Board  of  Trustees,  perhaps 
fearing  a  lawsuit  and  negative  publicity,  overturned  this  decision 
and  granted  me  tenure. 

To  give  you  an  idea  of  the  political  atmosphere  on  campus, 
in  October  2002  several  faculty  members  sent  a  petition  to  the 

president  objecting  to  an  invita- 
tion to  Ann  Coulter,  the  conserv- 
ative pundit,  to  speak  on  campus. 
No  one  objected,  however,  when 
a  porn  star  gave  a  how-to  talk  at 
Smith  on  anal  sex.  Once  when  I 
was  interviewing  a  job  candidate 
over  lunch  with  two  other  mem- 
bers of  the  economics  depart- 
ment, the  three  of  them  started 
criticizing,  in  very  harsh  terms, 
those  who  opposed  affirmative 
action.  They  had  just  assumed 
that  I  agreed  with  them. 

My  tenure  fight  generated  a 
large  amount  of  publicity,  which 
led  to  my  being  recruited  to  run 
for  the  Massachusetts  state  senate 
this  fall.  As  part  of  my  platform  I 
have  proposed  starting  an  insti- 
tute to  bring  intellectual  diversity 
in  academia  to  Massachusetts. 
The  University  of  Massachusetts 
at  Amherst  is  an  otherwise  excel- 
lent school  whose  humanities  and  social  science  faculty  is  almost 
exclusively  left-wing. 

To  balance  that  I  would  create  what  I  call  the  Minuteman 
Institute,  which  would  hire  faculty  to  teach  from  a  procapitalist 
viewpoint.  Its  members  would  teach  traditional  courses.  For 
example,  the  Minuteman  Institute  might  hire  a  women's  studies 
professor  who,  in  contrast  to  nearly  every  other  women's  studies 
professor  in  America,  wouldn't  start  her  class  by  assuming  that 
America  is  racist,  sexist  and  homophobic. 

The  Minuteman  Institute  I  seek  to  create  would  in  no  way 
prevent  left-wing  professors  from  criticizing  America.  Rather,  it 
would  seek  to  ensure  that  students  also  hear  arguments  as  to 
why  America,  capitalism  and  indeed  Western  civilization  have 
greatly  benefited  mankind.  F 


"Many  professors  are  so  comfortable  in  their 
disdain  for  the  right  that  they  don't  even  try  to 
hide  their  political  bigotry. " 
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Maximize  your  return. 


PeopleSoft  Customer  Relationship  Management  lets  you  capitalize  on  every  customer  interaction 
across  your  enterprise. 

Only  PeopleSoft  CRM  is  fast  to  implement,  easy  to  use,  and  delivers  smart  business  processes  for  managing 
your  customer  relationships.  It  integrates  real-time  information  across  your  organization  to  help  determine  the 
most  profitable  ways  to  manage  customers.  Simply,  PeopleSoft  CRM  turns  every  point  of  customer  contact 
into  a  profit  opportunity.  Learn  more  by  visiting  us  at  www.peoplesoft.com/realtime  or  call  1-888-773-8277. 


Customer  Relationship  Management 


FOLLOW-THROUGH 


APRIL  12.  2004 


Wheat-Free 
Monsanto 


Not  long  ago  we  wrote  that  new  Mon- 
santo Chief  Hugh  Grant's  biggest 
challenge  would  be  promoting  the 
St.  Louis  agricultural  giant's  lineup  of  ge- 
netically modified  (GM)  seeds.  Public  pol- 
icy in  much  of  the  world  regards  GM  as 
the  work  of  the  devil.  In  May  Grant 
pulled  the  plug  on  a  potential  blockbuster 
for  Monsanto — GM  wheat.  Grant  report- 


edly feared  that  opposition,  particularly 
from  Japan,  would  kill  exports  of  the 
crop.  Moving  ahead,  Grant  plans  to  focus 
Monsanto's  $500  million  research  bud- 
get on  its  already  profitable  GM  products, 
including  corn,  which  is  headed 
for  European  approval.  The  goal 
is  to  add  new  pest-  and  pesticide- 
resistant  traits  to  already  success- 
ful products.  — Mark  Tatge 

j    MARCH  15,  2004 

Plan  B's  Plan  B 

Three  months  ago  we  looked  at 
the  uphill  battle  Barr  Pharmaceu- 
ticals was  fighting  to  market  the 
controversial  morning-after  con- 
traceptive Plan  B.  In  early  May  it 
looked  as  though  Barr  had  lost  the 
war,  when  headlines  announced 
that  the  Food  &  Drug  Administra- 
tion had  denied  Barr's  request  to 
sell  Plan  B  over  the  counter.  But  Plan  B  still 
has  a  shot.  The  agency  says  that  if  Barr 
proves  that  teenagers  can  understand  the 
directions  without  a  doctor's  advice,  it  will 
permit  the  drug  to  be  sold  without  a  pre- 
scription. Alternatively,  the  drug  may  be 
labeled  for  OTC  use  for  those  16  and  over. 
Carole  Ben-Maimon,  head  of  research  at 
Barr,  says  the  company  is  pursuing  both 


provisions  and  thinks  Plan  B  could  get  FDA 
approval  to  reach  drugstore  shelves  by  the 
end  of  the  year. 

Even  if  Plan  B  proves  too  hot  a  polit- 
ical potato  for  the  FDA,  analysts  at  CIBC 
World  Markets  predict  Plan  B's  sales  will 
triple  in  the  near  term. 

— Mary  Ellen  Egan 

JANUARY  20,  2003 

The  Scots  Are 
Coming 

Our  story  last  year  on  the  276-year-old 
Royal  Bank  of  Scotland  predicted  it  would 
soon  acquire  some  U.S.  banks.  After 
launching  its  first  big  advertising  cam- 
paign here  last  winter,  featuring  the  likes  of 
sports  legends  Pete  Sampras,  Wayne  Gret- 
zky  and  Jack  Nicklaus,  it  did  just  that.  In 
April  Royal  Bank  jumped  into  the  U.S. 
credit  card  market  with  the  $360  million 
purchase  of  the  card  portfolio  of  Bridge- 
port, Conn.'s  People's  Bank.  Then  came 
news  in  May  of  Royal  Bank's  biggest  ac- 
quisition yet:  It  agreed  to  pay  $44.50  per 
share  in  cash  for  Charter  One  in  Cleve- 
land, making  the  deal  worth  $10.5  billion. 
This  broadens  Royal  Bank's  footprint 
across  the  Northeast  and  the  Midwest, 
adding  616  branches.        — Dirk  Smillie 


85  YEARS  AGO  IN  FORBES  I 

^^^^j^^^i'^lmi^^^JHm^:  Are  you  astonished 
that  any  group  of  soldiers  who  have  suffered  untold  hardships  and 


risked  their  lives  to  inake  this  and  other  coun- 
tries safe  to  live  in— can  you  blame  such  men 
for  allowing  their  indignation  to  get  the  better 
of  their  judgment?  Can  you  blame  them  so 
very  much  for  tumbling  a  loud-mouthed 
Bolshevik  off  his  soap  box?  Many  of  the 


point  them  time  and  again.  In  1964  Raytheon  succeeded  more  than 
almost  any  other  defense  company  in  redirecting  its  technology  into 
civilian  goods. 

Raytheon  recently  announced  a  35%  jump  in  first-quarter  profits, 
fueled  by  government  and  defense  work. 

15  YEARS  AGO  IN  FORBES  I 


DuisneviK  ranaTics  preacn  rorce.  aureiy 
should  not  complain  if  a  little  dose  of  t 
own  medicine  is  applied  to  them. 


Raytheon  on  the  Boi! 
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Shootout 

In  Hollywood 

Each  year  the  studios  shell  out  $2  billion  in 
residuals  to  Tinseltown's  rank  and  file,  paying 
repeatedly  for  work  that  ended  years  ago.  Now 
the  boom  in  DVDs  has  the  talent  demanding 
even  more,  by  seth  lubove 

DENNIS  WEAVER  IS  80  YEARS  OLD  NOW,  BUT  HE  STILL 
resembles  the  familiar  lanky,  mustachioed  cowboy 
cop  he  played  on  McCloud,  a  TV  series  that  ran  all  of 
seven  seasons  before  getting  canceled  by  NBC  in 
1977.  Today  Weaver  lives  in  the  House  That  Reruns 
Built — a  comfortable  beachfront  home  in  Malibu,  Calif. 

Under  Hollywood's  standard  union  contract  he  still 
collects  periodic  residual  checks  from  45  episodes  of 
McCloud.  Though  the  show  ended  decades  ago,  the  checks 
will  keep  flowing  for  the  rest  of  his  life,  thanks  to  a  con- 
tract provision  he  personally  negotiated  for  all  actors  as 
president  of  the  Screen  Actors  Guild  in  the  mid-1970s. 

Hollywood  studios  and  producers  pay  out  $2  billion  a 
year  in  residual  fees,  a  virtual  corporate  welfare  system  that 
harks  back  to  the  dawn  of  radio  in  the  1940s.  The  revenue 
flow  amounts  to  a  small  trickle  for  most  of  the  thousands 
of  actors,  writers,  directors  and  stuntmen  eligible  for  pay- 
ment, but  it  underscores  everything  that  is  upside  down  I 
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about  the  economics  of  Hollywood.  In  what 
other  business  do  you  get  paid  handsomely  for 
a  day's  work — and  then  keep  getting  paid  over 
and  over  again  for  years  to  come? 

Now  Hollywood's  unions  are  eyeing  the 
next  honey  pot:  DVDs.  Sales  of  DVDs  soared 
33%  last  year  to  $11.6  billion,  and  rentals 
increased  55%  to  $4.5  billion.  The  talent  gets 
only  a  tiny  cut,  and  it  wants  more.  The  13,000- 
member  Writers  Guild  of  America  is  already  in 
the  thick  of  negotiations  with  the  studios,  and 
negotiations  will  begin  next  year  with  the 
1 18,000-member  Screen  Actors  Guild.  (The 
unions  for  directors  and  TV  and  radio  per- 
formers are  also  slated  for  talks  next  year.) 

But  Big  Hollywood  is  drawing  a  battle  line: 
no  more.  If  the  producers  cave  in,  the  burdensome  residual  sys- 
tem could  end  up  snagging  new  delivery  systems  such  as  pay- 
per-view  and  Internet  downloads.  The  Writers  Guild  already  is 
demanding  higher  fees;  writers  now  get  only  1.5  points  of  the 
20%  slice  of  revenues  that  is  set  aside  for  talent  (the  other  80% 
goes  to  the  producers).  They  hope  to  bump  that  up. 

But  the  studios  are  balking,  arguing  that  the  DVD  windfall  is 
needed  to  offset  losses  on  the  six  flops  in  every  ten  new  movies 
they  produce.  "Paying  residuals  is  a  profit-sharing  mechanism — 
but  when  you  pay  residuals  on  losses,  it's  no  longer  profit-shar- 
ing. It's  like  paying  capital  gains  taxes  on  a  loss,"  says  J.  Nicholas 
Counter  III,  the  studios'  longtime  top  labor  negotiator. 

To  Greg  S.  Bernstein,  a  Los  Angeles  lawyer  who  represents 
smaller  producers,  it  is  the  equivalent  of  giving  some  of  a  build- 
ing's rental  income  to  the  architect  who 
designed  it.  "It's  illogical  why  writers  and  direc- 
tors should  get  a  percentage  for  the  rest  of  their 
life,"  Bernstein  complains.  One  reason  a  lot  of 
production  has  fled  to  Canada  is  that  unions 
there  allow  producers  to  buy  out  residual 
rights. 

In  some  cases,  residuals  can  kill  a  show  alto- 
gether. Mortal  Kombat:  Conquest,  based  on  the 
hyper- violent  video  game  and  movie,  was  can- 
celed after  just  one  season  of  filming  in  Florida 
in  1999,  despite  the  fact  that  it  was  one  of  the 
top-rated  syndicated  shows.  Why?  The  residu- 
als obligations  would  have  been  too  expensive 
unless  the  show  moved  out  of  the  U.S., 
away  from  the  unions'  jurisdiction. 

"An  enormous  number  of  TV 
shows  don't  get  made  in  the  U.S. 
because  of  residuals,"  says  Lawrence 
Kasanoff,  a  producer  of  Terminator  2, 
True  Lies  and  the  Mortal  Kombat 
movies  as  well  as  the  TV  version. 

The  residual  system  started  innocu- 
ously enough  in  radio  in  1941.  Actors 
had  always  done  two  live  shows  a  day, 


one  for  New  York  and  a  second  for  the  West 
Coast  three  hours  later,  and  had  always  been 
paid  for  each  performance.  When  tape 
recorders  emerged,  eliminating  the  need  for 
the  repeat  performance,  the  actors  were  mol- 
lified by  a  simple  promise  by  producers  to 
keep  paying  them  for  two. 

In  1952  actors  struck  a  mother  lode,  get- 
ting residuals  extended  to  television  reruns.  In 
1960,  with  Ronald  Reagan  at  the  helm  of  SAG, 
the  residual  system  was  extended  again,  this 
time  to  movies  aired  on  network  TV.  (Reagan 
made  a  concession  that  angered  many  actors 
at  the  time:  Movie  residuals  would  be 
paid  only  for  films  made  after  that  year; 
everything  prior  would  be  exempt.) 

But  it  was  under  Dennis  Weaver  in 
the  mid-1970s  that  the  actors'  union 
achieved  one  of  its  greatest  victories.  Pre- 
viously, residual  checks  ran  out  after  only 
a  short  time.  Weaver  says  his  residuals 
from  Gunsmoke,  where  for  nine  years  he 
was  Marshal  Matt  Dillon's  limping  side- 
kick Chester  Goode,  originally  expired 
after  just  six  repeats. 

"We  said  this  is  not  fair,"  recalls 
Weaver,  speaking  over  the  waves  crashing 
outside  his  Malibu  home.  He  wanted  to 
push  for  lifelong  residuals.  So  as  presi- 
dent of  SAG  at  the  height  of  McCloud, 
Weaver  sat  across  the  table  from  Lew 
Wasserman,  the  fearsome  head  of  Uni- 
versal Studios  who  imperiously  lorded  over 
the  industry's  labor  relations  for  much  of  his 
career.  Weaver  demanded  lifetime  residuals; 
Wasserman  agreed. 

"He  was  fair,"  says  Weaver  with  a  crafty 
smile.  "It  also  helped  that  I  was  working  on 
the  Universal  lot  during  McCloud."  The 
show  was  one  of  Universal's  big  hits  at  the 
time.  Thanks  to  Wasserman's  uncharacteris- 
tic largesse,  Weaver  still  collects  McCloud 
residuals  to  this  day,  27  years  after  cancela- 
tion. The  extra  income  has  provided  Weaver 
with  a  comfortable  enough  living  that  he 
spends  much  of  his  time — and  money — 
these  days  on  various  environmental  causes, 
including  the  Institute  of  Ecolonomics  (as  in  ecology  and  eco- 
nomics) as  well  as  a  separate  campaign  to  drive  sales  of  hydro- 
gen-fueled cars. 

Residuals  have  since  morphed  into  the  lifeblood  of  the 
unions  that  collect  and  process  the  money,  using  the  threat  of 
liens  on  production  companies  to  enforce  payment.  Much  of  the 
unions'  staff  is  devoted  to  daily  search-and-seizure  missions  to 
collect  residuals  on  behalf  of  a  colorful  menagerie  of  performers, 


Cowboys  and  hustlers: 
Weaver  in  Gunsmoke 
and  McCloud;  Shelley 
Michelle,  the  nude 
body  double.  Julia 
Roberts'  head  is  on 
top  of  Michelle's  body. 
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whether  the  show  was  profitable  or  not. 

Richard  Herd,  71,  has  made  a  nice 
living  as  a  character  actor  in  some  400 
movies  and  TV  shows.  Most  viewers 
would  recognize  him  from  Seinfeld  as 
Mr.  Wilhelm,  George  Costanza's  blus- 
tery boss  at  the  New  York  Yankees.  For 
every  Seinfeld  rerun,  he  gets  a  check. 
One  1980  episode  of  M*A*S*H  broadcast 
on  one  local  station  is  worth  $39. 
"When  I  had  a  tough  time  in  my  middle 
years,  the  residuals  were  so  good  I  could 
live  off  them  for  six  or  seven  months," 
says  Herd.  "That's  how  I  got  the  kids  through  college." 

But  the  residual  system  also  enriches  a  bizarre  range  of  lesser 
lights — like  Gary  Schwartz,  an  actor  who  rarely  appears  on 
screen.  Schwartz  is  a  "looper,"  an  elite  class  of  voice-over  actors 
who  provide  the  background  conversations  for  crowd  and  street 
scenes  as  well  as  the  grunts  and  oomphs  for  fight  scenes.  He  even 
speaks  in  Klingon  on  Star  Trek. 

Schwartz  earned  $278  to  $618  a  day  under  standard  union 
wages,  and  he  figures  each  looping  job  paid  him  an  average  of 
$2,500  in  residuals  as  well.  He  has  worked  on  some  600  com- 
mercials, TV  shows  and  movies,  including  Batman  Returns,  The 
Prince  of  Tides,  The  Fugitive,  Jurassic  Park,  The  Scorpion  King  and 
Planet  of  the  Apes.  "I'm  still  living  on  residual  money,"  he  says, 
enjoying  the  view  from  his  porch  overlooking  the  Snoqualmie 
River  near  Seattle.  "The  more  you  loop,  the  more  you  bank." 


Chimp  change:  no 
residuals  for  the 
monkey's  trainer. 


Even  puppeteers  who  never  appear 
on  screen  still  get  residuals,  a  bizarre 
inequity  protested  by  animal  trainers 
who  perform  a  similar  function  but  with 
independent-minded  creatures.  "SAG  is 
not  coming  to  our  rescue,  nor  is  the 
Teamsters  union,"  laments  Carol  Lille  of 
Goin'  Ape  animal  trainers,  who  pro- 
vided the  snowboarding  chimp  for  Dis- 
ney's MXP:  Most  Xtreme  Primate. 

But  the  residuals  monkey  business 
possibly  reaches  its  extreme  in  the  case  of 
Shelley  Michelle.  A  classically  trained  bal- 
let dancer  who  earned  an  acting  scholarship  to  the  University  of 
Southern  California,  Michelle  has  since  turned  her  buxom  assets 
into  a  full-time  career  as  a  nude  body-double  to  actresses  such  as 
Kim  Basinger,  Barbra  Streisand,  Sandra  Bullock  and  Catherine 
Oxenberg.  After  her  breakout  performance  as  Julia  Roberts'  body 
double  in  1990's  Pretty  Woman  (that's  her  torso  in  the  black 
panties  in  the  opening  scenes),  for  which  she  received  only  $750  a 
week  during  filming,  Michelle  petitioned  SAG  to  demand  residu- 
als beginning  in  1995.  Now  she  receives  residual  checks  ranging 
from  $70  to  $250  every  time  a  movie  is  shown  in  which  she 
worked  for  just  one  day  doffing  her  clothes.  For  1993's  Rising  Sun, 
starring  Sean  Connery  and  Wesley  Snipes — she  plays  a  tap  dancer 
who  lets  the  bad  guys  eat  sushi  off  her  nude  body — she  says  she's 
received  $15,000  in  residuals  so  far. 

"You  can  make  a  decent  living  out  of  it,"  she  boasts.  F 


Voodoo  Investing 

Supply-side  guru  Arthur  B.  Laffer  says  stocks  are  a  screaming  buy.  by  richard  c.  morais 


ARTHUR  B.  LAFFER,  THE  SAN  DIEGO 
economist  famous  for  drawing 
the  Laffer  Curve  and  laying  the 
intellectual  groundwork  for  the 
tax  revolution  of  20  years  ago, 
is  turning  his  attention  to  Wall 
Street.  His  contention:  Stocks 
are  dirt  cheap.  Don't,  he  says, 
pay  any  mind  to  conventional 
price/earnings  ratios,  which  are 
^  ^  on  the  high  side  historically. 

^^^1  The  slightly  manic-sound- 

^    *     v      ing  supply-sider,  now  63,  says 
■t  that  constantly  changing 

;'   :i#V;^;  accounting  rules  have  made 
current  GAAP  profits  incomparable  to  GAAP  profits  of  just  5 
years  ago,  let  alone  30  years  ago.  The  economist  instead  uses 
,  the  Commerce  Department's  National  Income  &  Product 
-   Accounts,  a  compilation  of  profits  shown  on  tax  returns  of 
some  5  million  public  arid  private  companies.  NIPA  has  kept  its 
definition  of  profits  virtually  the  same  for  decades,  which  Laf- 
fer says  sidesteps  many  GAAP  pitfalls,  like  taking  writedowns 


for  bad  mergers.  "These  are  better  numbers,"  he  says.  "And 
there's  a  presumption  companies  don't  overstate  their  profits 
on  their  tax  returns." 

Laffer  makes  connections  between  the  NIPA  figures  and 
fluctuating  interest  rates,  personal  tax  rates  and  other 
factors.  These  variables  inherently  affect  stock  valuations, 
he  says,  and  need  to  be  cleansed  in  historic  comparisons. 
"When  interest  rates  are  22%,"  he  explains,  "you  would 
expect  a  different  P/E  from  an  equity  than  when  interest 
rates  are  3.5%."  Upshot:  Laffer  says  his  NIPA  system  would 
have  sent  a  sell  signal  in  1999  but  now  indicates  stocks  are 
the  cheapest  they've  been  in  three  decades.  That  doesn't 
particularly  help  in  picking  individual  stocks,  because  NIPA 
draws  only  general  conclusions. 

Sounds  good.  But  can  you  make  money  off  Laffernomics? 
A  decade  ago  we  looked  at  his  theory  that  investors  should 
pick  companies  solely  on  the  basis  of  where  they  were 
headquartered.  Buy  shares  of  companies  in  low-tax  states 
and  sell  the  rest,  he  said.  What  happened  to  this  theory?  Did 
anyone  get  rich  off  it?  Did  someone  get  a  fund  going?  "We 
look  at  the  location  as  one  of  many  factors  that  affect  stock 
prices,"  he  says  today.  F 
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2004  THe  Northwestern  Muti 


There  are  times  in  life  when  you  could  really  use  expert 
financial  advice.  For  more  than  145  years,  Northwestern 
Mutual  and  its  products  have  quietly  earned  a  most  enviable 
reputation.  Visit  www.nmfn.com  for  more  information. 


W  Northwestern  Mutual 

FINANCIAL  NETWORK* 

Its  time  for  a  Quiet  Conversation^ 


he  Northwestern  Mutual  Financial  Network*  is  a  marketing  name  for  the  sales  and  distribution  aim  of  TT 
isurance  Company,  Milwaukee,  VVI,  and  its  affiliates.  Securities  offered  through  Northwestern  Mutual 
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No  More  Nice  Guys 

As  the  paid  search  business  explodes,  the  battle 

BY  SCOTT  WOOLLEY 

EARLIER  THIS  YEAR  THE  WEB 
site  Sliopping.com  was  regu- 
larly buying  ads  that  would 
pop  up  when  certain  search 
words  (like  "digital  camera  prices") 
were  entered  in  Yahoo's  search  box. 
Paid  search  results,  of  course,  are 
now  common  currency  on  the 
Internet. 

Then  Yahoo  screamed,  banning 
Shopping.com  from  buying  the  ads. 
What  happened?  Shopping. corn's 
ads  were  directing  users  to  its  price- 
comparison  site,  which  is  run  in 
close  partnership  with  Yahoo  rival 
Google.  Once  Yahoo  users  got  to 
Shopping.com,  they  saw  search 
results  generated  by  Google;  and  if 
they  bought  a  product,  the  money 
would  be  divided  between  Google 
and  Shopping.com.  Shopping.com 
now  gets  38%  of  its  revenues  from 
its  partnership  with  Google. 

Only  after  Shopping.com  agreed  to  begin  including  some 
Yahoo-generated  links  on  one  of  its  sites  was  the  ban  lifted. 

Yahoo  is  blunt  about  its  motives.  "We  are  not  in  the  busi- 
ness of  driving  users  to  our  competitors,"  the  company  says 
in  a  statement.  "We  have  found  that  some  advertisers  mone- 
tize the  leads  they  receive  from  us  by  offering  our  competitors' 
results  to  users  we've  directed  to  them."  Yahoo  declined  to 
discuss  Shopping.com  or  any  specific  examples.  Its  policy  was 


between  Yahoo  and  Google  turns  nasty. 

not,  until  now,  publicly  disclosed. 

Paid  search  results  are  the 
hottest  business  on  the  Web,  so  it's 
little  surprise  the  two  titans  of 
search  are  colliding.  The  ads  have 
fueled  Google's  torrid  growth,  send- 
ing revenues  to  $390  million  in  the 
first  quarter,  up  1 18%  from  a  year 
ago.  Yahoo  moved  into  the  business 
forcefully  when  it  acquired  a  paid 
search  company  called  Overture 
last  year. 

As  the  business  expands,  the 
ability  of  the  two  companies  to 
restrict  access  to  the  ads  has  turned 
into  a  potent  weapon.  While  Shop- 
ping.com  also  declines  to  talk  about 
the  negotiations,  citing  its  pending 
public  offering,  its  regulatory  filings 
admit  its  revenues  could  suffer  if 
Yahoo  and  Google  restricted  the 
flow  of  consumers. 
So  far  there's  no  evidence  that  Yahoo  has  tried  to  muscle  the 
Web's  most  powerful  players.  It  did  not  try  to  ban  Amazon.com, 
which  also  has  a  partnership  with  Google,  from  buying 
rivals'  ads. 

To  be  sure,  Yahoo  has  the  right  to  refuse  people's  business. 
But  it  runs  the  risk  of  reducing  the  relevance  of  its  search  results, 
because  paid  ads  are  often  just  the  thing  a  surfer  needs.  Google 
says  it  has  never  restricted  access  to  its  paid  ads  in  order  to  pun- 
ish rivals.  The  search  for  dominance  goes  on.  F 


MY  LITTLE  PIECE  OF  GOOGLE 


GOOGLE'S  PLANNED  PUBLIC  OFFERING— A  "DUTCH  AUCTION."  WHERE  ANY  INVESTOR  CAN  BID  FOR  THE 
company's  initial  shares  over  the  Internet— has  Wall  Street  guessing  just  what  value  the  public 
market  will  place  on  the  precious  brand  name. 

But  look  no  further  than  Ebay,  that  most  public  of  markets,  for  a  small  example  of  how 
powerful  Google  euphoria  can  be.  In  early  April  Google  sent  out  1,000  invitations  to  sign  up  for  a 
test  version  of  its  Web-based  e-mail  service,  dubbed  Gmail,  to  work  out  the  kinks  before  making 
the  free  service  available  to  everyone. 

Within  weeks  more  than  a  hundred  of  the  ostensibly  free  invitations  started  popping  up  on 
Ebay— for  sale.  On  Apr.  30  an  invitation  originally  offered  at  $10  sold  for  $262.  Why  pay  for 
something  you'll  soon  get  for  free?  Apparently  because  early  users  can  create  e-mail  addresses 
that  accurately  reflect  their  name,  not  initials  or  series  of  numbers. 

Alas,  prices  are  coming  down  as  more  invitations  go  out.  The  recent  225  invitations  listed  on 
Ebay  are  now  fetching  around  $30  each.  But  that's  still  $30  more  than  free.        —David Armstrong 
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You  and  UBS.  That's  how  we  see  the  heart  of  our  business.  Where  our  teams  are  dedicated 
to  understanding  your  needs,  delivering  the  right  kind  of  solutions,  and  helping  you  to 
succeed.  Of  course,  this  demands  top-tier  advisory  and  executional  capabilities  across 
investment  banking,  equities,  fixed  income,  rates,  and  foreign  exchange.  All  you'd  expect, 
in  fact,  from  one  of  the  world's  pre-eminent  investment  banks.  But  at  UBS  you'll  also 
have  access  to  our  premier  global  asset  management  business  and  world-leading  wealth 
management  firm.  The  result?  You  can  feel  confident  about  the  financial  decisions  you 
make.  And  the  long-term  relationship  we  build  together,  www.ubs.com 


Wealth 
Management 


Global  Asset 
Management 


Investment 
Bank 


UBS 


UBS  2004  The  key  symbol  and  UBS  are  registered  and  unregistered  trademarks  of  UBS.  All  rights  reserved. 
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It's  the  Real  Thing 

The  brainiest  board  in  the  world  can't  keep  a  great  brand  from  stumbling  by  allison  fass 


WARREN  BUFFETT      ROBERT  NARDELLI      DONALD  KEOUGH       BARRY  DILLER 


-I 

HERBERT  ALLEN        CATHLEEN  BLACK 


BERK.  HATHAWAY     HOME  DEPOT         ALLEN  &  CO. 


INTERACnVECORP     ALLEN  &  CO. 


HEARST  CORP. 


It  would  be  tough  to  assemble  a  more  for- 
midable brain  trust  than  Coca-Cola's 
board  of  directors.  Warren  Buffett,  Robert 
Nardelli,  Donald  Keough,  Barry  Diller, 
Herbert  Allen,  Cathleen  Black,  James 
Robinson  III — this  is  the  corporate  equiv- 
alent of  the  1 927  Yankees.  How  can  such  a 
smart  board  preside  over  such  stupid 
mishaps?  It  wasn't  just  the  very  public  and 
embarrassing  search  for  a  successor  to 


Chief  Douglas  Daft,  where  virtually  every- 
one in  the  world  this  side  of  Kim  Jong  II 
was  interviewed  for  the  job.  Consider: 

2004  Coke  pulls  its  Dasani  water  from 
the  U.K.  after  it  was  found  to  contain  bro- 
mate,  a  potential  carcinogen.  SEC  probes 
allegations  of  channel  stuffing. 

2003  Agrees  to  pay  up  to  $21  million 
over  charges  of  deceptively  marketing 
Frozen  Coke  to  Burger  King. 


2002  Board  promotes  Steven  Heyer  to 
president,  seemingly  as  an  heir  to  Daft. 

2001  Coke  launches,  then  nixes,  mar- 
keting deal  with  Procter  &  Gamble  to 
strengthen  Minute  Maid  orange  juice. 

2000  Settles  discrimination  case  for 
$192.5  million,  including  $43.5  million  in 
salaries  to  minority  employees.  Bids  on 
Gatorade,  but  Buffett  reportedly  quashes 
deal;  Pepsi  nabs  the  classy  power  drink.  F 


Getting  a  Grip 

If  the  glove  doesn't  aid,  you  must  upgrade  by  nicole  ridgway 


THEY  SAY  CLOTHES  MAKE  THE 
man.  Gloves,  though,  unmake 
the  wearer.  A  normal  leather 
glove  can  reduce  hand  strength 
by  as  much  as  24%.  It  tugs  back 
when  you  want  to  make  a  fist. 

Now  there's  hope.  Hillerich  & 
Bradsby,  the  revered  maker  of  Louisville 
Slugger  bats,  has  just  begun  selling 
nationally  a  sheepskin  gardening  glove 
that  claims  to  reduce  loss  of  grip  strength 
to  a  mere  8%.  A  plausible  claim,  but  the 
next  one,  backed  by  an  Arthritis  Founda- 
tion study,  might  be  a  stretch:  that  for 
arthritic  people  the  Bionic  glove  improves 
grip  strength  16%  over  the  use  of  bare 
hands  and  improves  the  ability  to  twist 
things  like  metal  knobs  by  47%.  No,  there 
are  no  motors  or  springs  inside.  It's  all 
done  through  artful  design  of  the  glove's 
frictional  surfaces. 

Hillerich  &  Bradsby  released  its  first 
Bionic  glove,  for  hockey  players,  in  1999. 
A  batter's  version  followed  in  2000.  "But 


the  gardening  gloves  are  about  to  blow  its 
doors  off,"  says  marketing  director  Vickie 
Boisseau.  Since  2002  the  company  has 
sold  10,000  pairs  of  the  gardening  glove  at 
$40  apiece.  H&B  is  now  spending  up  to  a 
million  dollars  on  marketing  the  product, 
more  than  it  ever  has  spent  on  a  white- 
ash  bat  launch.  "This  is  like  buying  a 
mink  coat,"  says  Bruce  Butterfield, 


Relief  pads  lessen 


research  director  at  the  National  Garden- 
ing Association. 

The  glove's  inventor,  49-year-old 
Louisville  hand  surgeon  James  Kleinert, 
spent  five  years  and  $1  million  ripping 
apart  a  ramshackle  assortment  of  gloves 
and  restitching  them  into  what  he  calls 
"Jimmy-Joe-Bob  prototypes."  The  out- 
come combines  strategically  placed 
padding  with  materials  cut  to  improve 
motion  and  flexibility.  Next  up:  a  heavy- 
duty  work  glove,  and  then  gloves  for 
golfers,  racecar  drivers  and  equestrians.  F 


Neoprene  "motion 
zones"  improve 
knuckle  flexibility. 


fatigue  and  calluses 
and  boost  comfort. 


Orthopedic  palm 
pad  enhances  grip 
on  hoes  and  rakes. 


Lycra  webbing 
between  fingers 
keeps  the  air 
flowing 


Neoprene  supports 
wrist;  Velcro  closure 
keeps  out  dirt  and 
red  ants. 
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WHEN  SHE 


DESCRIBES  THIS 


ANNIVERSARY 


TO  HER  FRIENDS, 


SHE'LL  START  WITH 


"ONCE  UPON  A  TIME." 


/.At*,; 


A  DIAMOND  IS  FOREVER 


fiiitfrnnt 

STER  CRAZY 

Are  we  tired  yet  of  self-styled  cool  Web  sites 
adding  the  suffix  "ster"  to  their  names?  A  half- 
dozen  or  so  ventures,  all  related  to  online  social 
networking,  have  adopted  the  moniker,  apparently 
assuming  that  bad  boy  Napster  gave  "ster"  an 
allure.  We  wonder  if  the  folks  running  these  sites 
know  "ster"  used  to  be  a  sexist  suffix  (as  in  "spin- 
ster," an  old  maid  useful  for  textile  work).  Napster 
was  named  after  its  creator,  Shawn  Fanning,  who 
earned  the  nickname  when  his  basketball  buddies 
mocked  his  nappy  hair.  We  trace  the  modern  path 
of  this  ancient  syllable: 

^Napster 

The  original  riff  on  "ster"  was  an  underground 
site  known  for  illegal  file-swapping,  but  now  it's 
a  licensed  music-downloading  site  relaunched 
by  Roxio  in  October  2003. 


Monster 

Predating  Napster,  this  40-million-member  job  site  has 
just  launched  a  paid  networking  site  for  job  seekers. 

*  Friendster 

Social-networking  behemoth  launched  in  March  2003, 
now  boasts  7  million  members,  with  not  a 
dollar  spent  on  marketing.  John  Kerry  has  2,800 
friends  on  the  site. 


►Eurekster 

Search  engine  combines  with  sociai-networking  sites 
to  tell  you  which  searches  your  friends  found  useful. 

►Frumster 

A  singles  site  for  frum,  or  Orthodox,  Jews,  screens 
applicants  with  the  help  of  a  rabbi.  Claims  220 
successful  matches  since  December  2001. 


^Christianster 

See  above,  but  for  religious  Christians.  The  idea  is 
to  meet  digital  friends,  but  "the  focus  here  is  only 
the  popularity  of  one  person— Jesus  Christ,"  the 
site  reads. 

^Dogster 

Yes.  there  is  a  social-networking  site— ahem— "canine 
sharing  application"— for  dogs.  Each  mutt  gets  its  own 
profile  page. 

—Chana  R.  Schoenberger 


ONE  MORNING  IN  JANUARY  SAFEWAY  CHIEF  STEVEN  BURD'S 
northern  California  neighborhood  woke  up  to  250  protesters 
marching  on  his  home,  where  ministers  led  a  prayer  meeting, 
on  behalf  of  60,000  striking  grocery  workers  in  the  state. 
You  can  forgive  Burd  if  he's  feeling  put  upon  these  days.  He's  the 
punching  bag  of  three  formidable,  interlinked  adversaries.  One  is  the 
1.4-million-member  United  Food  &  Commercial  Workers  union,  upset 
by  Burd's  tough  stance  during  contract  time.  Another  is  the  California 
Public  Employees  Retirement  System  (Calpers),  which  happens  to  be 
headed  by  the  same  fellow,  Sean  Harrigan,  who  heads  the  food  workers 
union  on  the  West  Coast.  And  then  there's  billionaire  supermarket  mogul 
Ronald  Burkle,  famous  for  merging  Fred  Meyer  and  Kroger.  Burkle,  who's 
known  Harrigan  for  more  dian  a  decade,  has  been  stymied  by  Burd  in 
bming  a  chain  owned  by  Safeway. 

During  the  strike  Calpers,  and  some  of  its  board  members  individu- 
ally, called  on  Safeway  to  cave  in  to  worker  demands.  Harrigan  says  he  did 
not  participate  in  Calpers'  anti-Safeway  campaign.  But  the  rest  of  Calpers. 
including  other  labor  leaders,  picked  up  the  slack.  "Just  because  you  carry 
a  union  card  doesn't  mean  you  have  to  recuse  yourself,"  Harrigan  says. 

Burd  got  the  contract  he  wanted  in  February,  requiring  workers  to 
agree  to  wage  and  health  care  cuts.  But  soon  after  that  the  pension  fund 
snitched  to  a  corporate  governance  complaint,  saying  ( a )  Burd  has  mis- 
managed the  1,800-store,  S35  billion  company,  and  (b)  there  is  too  much 
incestuousness  on  the  board.  Interesting  charge,  given  Safeway's  perfor- 
mance in  the  stock  market  (up  13.7%  a  year  from  when  Burd  took  over 
through  May  13,  compared  to  9.2%  for  the  S&P  500  index).  Safeway  stock 
recendy  has  been  weak — the  strike  is  hurting. 

Now  let's  switch  to  Ron  Burkle,  a  Democratic  fundraiser  and  con- 
tributor, Friend  of  Bill  and  head  of  Yucaipa,  an  investment  buyout  firm. 
He  met  Harrigan  in  1991  when  the  two  were  sitting  across  a  bargaining 
table  hammering  out  grocery  worker  contracts. 
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T  CAN  BROWN  DO  FOR  YOU? 


Me  don't  just  synchronize  deliveries. 
We  synchronize  companies. 


Traditionally,  supply  chains 
have  been  viewed  as  a  necessary 
evil.  A  cost  to  be  contained. 
Which  is  why  so.  many  logistics 
managers  have  been  given  . 
orders  to  just  make  them  leaner 
and  cheaper. 

But  the  truth  is,  supply  chains 
do  not  exist  in  a  vacuum. 

They  are  the  one  thing  that 
integrates  every  single  part  of 
your  company.  Connecting  your 
suppliers  and,  most  importantly, 
your  customers. 

At  UPS  Supply  Chain  Solutions4; 
we're  working  with  customers 
to  synchronize  the  movement  of 
goods,  information,  and  funds. 
We  have  expertise  in  .everything 
from  freight  and  customs  handling 
to  inventory  management  and 
service  parts  logistics. 

We  know  how  to  design  the 
ideal  supply  chain.  And  we  have 
the  technology  to  give  you 
visibility  and  control  all  along 
the  way. 

At  UPS  we  see  this  as 
synchronizing  commerce. 

Our  customers  usually  see  it 
as  the  competitive  edge  they 
were  looking  for. 


UPS-SCS.com  1-866-822-5336 
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In  1999  Burkle  wrote  to  then-governor  Gray 
Davis,  who  had  by  that  time  received  $300,(XX)  in 
Burkle  campaign  largesse,  to  recommend  Har- 
rigan  for  a  spot  on  the  California  State  Person- 
nel Board.  Six  months  later  Harrigan  parlayed 
that  position  into  a  spot  on  the  board  of  Calpers, 
the  $166  billion  pension  fund  for  state  workers. 
( Both  men  at  first  confirmed  the  letter  but  later 
said  it  may  never  have  been  mailed.) 

Over  the  next  two  years,  in  2000  and  2001,  Calpers  pledged  to 
invest  $760  million  in  Burkle's  Yucaipa  funds — one  of  its  largest 
investments  (FORBES,  May  10).  Burkle  says  Yucaipa  was  picked  by 
independent  advisers.  Harrigan,  who  voted  to  approve  the  invest- 
ments, became  Calpers'  president  last  year. 

Recently  Burkle  has  been  interested  in  buying  one  of  Safeway's 
chains.  He  sold  Chicago-based  Dominick's  to  Safeway  for  $1.8  bil- 
lion in  1998,  a  nice  flip  after  buying  it  for  $700  million  in  1995.  Just 
four  years  later,  though,  Safeway  wanted  to  sell  the  chain,  in  part  be- 


cause of  bad  relations  with  the  union.  In  a  suit 
filed  last  August,  Safeway  alleged  that  Burkle  in- 
terfered with  a  sale  to  another  company  by  ne- 
gotiating with  the  unions.  Burkle  has  admitted  to 
having  contact  with  the  unions,  but  claims  in  a 
suit  his  firm  was  unfairly  shut  out,  a  charge  oblig- 
ingly echoed  by  a  grievance  the  union  filed 
against  Safeway.  The  kerfuffle  drove  away  buyers, 
and  Safeway  was  left  with  the  troubled  chain. 
Burkle,  who  insists  that  he  is  not  involved  with  Calpers'  anti- 
Safeway  campaign,  nonetheless  thinks  Burd  mishandles  labor  rela- 
tions. "I  think  [Burd]  would  admit  that  he  mismanaged  Do- 
minicks,"  Burkle  says. 

Calpers  is  continuing  its  campaign  to  have  Burd  fired — an  event 
that  could  see  a  more  union-friendly  chief  and  someone  maybe 
willing  to  sell  the  1 13-store  Dominick's  back  to  Ron  Burkle  for  his 
offer  of  $350  million.  And  that,  to  complete  the  circle,  could  ben- 
efit Calpers'  investment  in  Ron  Burkle's  Yucaipa  fund.  F 


Do  the  White  Thing 

The  hottest  fashion  item  today:  pearls.  And  they're  not  just  for  wearing,  by  lea  gold  man 

PEARLS— once  limited  to  Audrey  Hepburn's  neck  and  your  mother's  underwear  drawer— are  making  a  big  comeback.  They're 
showing  up  everywhere,  on  fashion  runways  and  in  magazine  ads.  And  in  some  unusual  places:  in  makeup  kits,  foods  and 
alcoholic  beverages.  While  not  quite  as  ubiquitous  as,  say,  plastic,  pearls— even  high-quality  ones— are  being  overproduced 
to  the  point  that  they're  more  affordable  than  ever.  (Two  exceptions:  Tahitian  black  pearls,  tightly  controlled  by  the  govern- 
ment, and  the  Japanese  Akoya,  made  rare  by  an  apparent  seaborne  virus.)  China,  which  produced  an  estimated  1,500  tons 
of  the  natty  nacre  last  year,  has  cut  back  on  the  cheapie  "Rice  Krispie"  freshwater  variety  in  favor  of  larger,  premium  beads; 
the  Philippines  and  Indonesia  are  also  getting  in  on  the  act— enough,  apparently,  to  seed  some  pretty  silly  stuff. 
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OLD  WORLD  SHEDS  SOME  TAX  WEIGHT 

Led  by  France— again— "Old  Europe"  continues  to  lean  heavily  on  companies  and  individuals,  as  seen  in  our  annual 
ranking  of  tax  burdens  in  50  countries.  Good  news:  Many  of  those  same  nations,  including  France  and  Germany,  are 
making  efforts  at  tax  reduction.  Overall  our  Tax  Misery  Index  dropped  this  year  in  22  of  the  countries  (including  the 
U.S.),  rose  in  13  and  stood  pat  in  15.  The  low-tax  leader:  United  Arab  Emirates,  displacing  longtime  winner  Hong  Kong. 
We've  listed  23  regions  here;  you  can  find  all  50  and  other  tax  rankings  at  forbes.com/extra.  —Jack  Anderson 
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The  Other  Cable  Guys 

DVER  THE  PAST  TEN  YEARS  CABLE 
TV  prices  have  risen  53%,  twice 
as  much  as  the  Consumer  Price 
Index,  and  the  average  viewer 
now  pays  $50  a  month.  Yet  in 
some  towns,  like  Waco,  Tex.  and  St.  Cloud, 
Minn.,  competition  has  brought  lower 
cable  rates.  According  to  a  recent  report  from  the  General 
Accounting  Office,  cable  prices  are  as  much  as  41%  lower  where 
companies  known  as  overbuilders  have  laid  fiber-optic  net- 
works on  top  of  existing  cable  lines  to  sell  broadband,  video 
and  phone  service  as  one  bundle. 

Too  bad,  then,  that  these  overbuilders  are  a  dying  breed. 
RCN,  the  biggest  cable  overbuilder,  is  inches  away  from  a  bank- 


Employer  Social  Securit 


Employee  Social  Securif 


VAT/sales 


The  total  score  is  based  on  the  top 
marginal  (bracket)  rate  in  the  various 
categories  of  taxation  shown.  The  ind 
also  shows  the  change  in  taxation  sin 
we  started  this  ranking  in  2000.  Tota 
may  not  add  up  because  of  rounding. 


ruptcy  petition.  The  company's  stock,  which  peaked 
at  $67  in  March  2000,  was  delisted  last  month.  Even 
early  investor  Paul  Allen  has  given  up  on  RCN,  selling 
his  shares  in  December  for  a  $1.6  billion  loss. 

Other  overbuilders  aren't  doing  much  better. 
Knology,  which  competes  with  Comcast  in  cities  like 
Huntsville,  Ala.  and  Augusta,  Ga.,  lost  $88  million  in 
2003  and  recendy  canceled  a  $280  million  debt  offer- 
ing. Overbuilders  generally  underestimated  the  diffi- 
culty of  building  new  networks  and  overestimated  Wall  Street's 
enthusiasm  for  their  business  plans. 

The  cable  companies  never  felt  particularly  threatened  by  the 
overbuilders.  Their  more  threatening  competition  are  satellite 
companies  DirecTV7  and  EchoStar,  which  stole  1.8  million  cus- 
tomers from  cable  last  year.  But  that  competition  has  yet  to  scare 
the  cable  guys  into  lowering  rates.  — Dorothy  Pomerantz 
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YOUR  FINANCIAL  CONSULTANT 

s 

MAY  SHARE  YOUR  GOALS,  BUT  DOES  HE 
SHARE  YOUR  WORK  ETHIC? 


lly  1  in  7  people  who  apply  to  be  a  Financial  Consultant  at  Smith  Barney  makes  the  cut.  It  took  a  lot  of  hard  work  to  earn 
ur  money.  You  should  expect  your  Financial  Consultant  to  work  just  as  hard  with  it.  Smith  Barney  Financial  Consultants  know 
at  managing  money  requires  constant  attention,  which  means  they  must  always  be  ready.  Seeking  opportunities  and  acting 
a  way  that  best  suits  their  clients'  needs.  Because  while  having  the  same  goals  as  your  client  is  admirable,  having  the  same 
>rk  ethic  is  a  necessity.  Visit  us  at  smithbarney.com. 

THIS  IS  WHO  WE  ARE.  THIS  IS  HOW  WE  EARN  IT."   §J^[ITH BARNEY 

citigrouf>T 


)04  Citigroup  Global  Markets  Inc  Member  SIPC  Smith  Barney  is  a  division  and  service  mark  ot  Citigroup  Global  Markets  Inc  and  its  atliliates  and  is  used  and  registered  throughout  the  world  CITIGROUP  and  the  Umbrella 
ce  are  trademarks  and  service  marks  ol  Citicorp  or  its  alliliates  and  are  used  and  registered  throughout  the  world  THIS  IS  WHO  Wt  ARE  THIS  IS  HOW  WE  EARN  IT  is  a  service  mark  ol  Citigroup  Global  Markets  Inc 


I  DON'T  GET  IN  MUCH.' 


"4- 


The  265-hp  Acura  MDX  with  electronic  4-wheel  drive.  Take  on  more  than  the  occasional  pothole.  It's  a  breeze  w. 

you've  got  a  city-escaping,  adrenaline-piimping  V-6  VTEC  engine.  As  well  as  the  smooth  response  of  an  electronically  contrc 


^DX  with  Touring  Package  si 


d  Drive-by-Wire  Throttle  System  are  trademarks  of  Honda  Motor  Co.,  Ltd  Make  an  intelligent  decision.  Fasten  your  seat  L- f- i 


ve-by-Wire  Throttle  System.'  Three  rows  of  seating  that  can  accommodate  up  to  seven  city  slickers.  And  side  curtain  airbags 
it  are  prepared  for  almost  anything.  The  adventure  begins  at  acura.com  or  call  1-800-To-Acura.  G5ACURA 


Exploiting  Illegals 


How  long  will  they  be  able  to  stay?  Victor  Zavala  Jr.,  with  his  wife, 
Eunice;  kids,  Miguel,  Erick  and  Vanessa;  and  a  friend,  Carlos  Tello. 

middlemen,  sometimes  illegals  themselves,  who  entice  foreign- 
ers to  come  to  America,  hook  them  up  with  menial  jobs  and  take 
a  substantial  cut  of  their  livelihoods,  often  for  years,  as  the  immi- 
grants work  off  their  debts.  Companies  like  Wal-Mart  rarely  deal 
directly  with  such  illegals — or  with  the  shadowy  contractors 
who  hook  them  up  with  service  companies  that  offer  cheap 
labor  to  corporate  America.  (Wal-Mart  says  that  these  decisions 
were  made  by  individual  store  managers  and  that  it  has  now 
given  up  outsourcing  its  cleaning  crews.) 

In  the  U.S.  diere  are  an  estimated  9  million  to  1 1  million 
illegal  immigrants  from  all  over  the  world,  according  to  a  Cen- 
tral Intelligence  Agency  analysis  of  the  2000  Census.  Many 
arrived  on  tourist  visas  and  simply  stayed;  others  came  smug- 


gled in  boats  or  hustled  across  the  border  with  Mexico.  They're 
the  very  people  President  Bush  had  in  mind  when,  back  in  Jan- 
uary, he  outlined  a  plan  to  give  this  population  legal  status  as 
temporary  workers,  but  not  full  citizenship — a  plan  quieth 
shelved  after  noisy  opposition  from  members  of  his  own  party 

Most  undocumented  laborers  melt  into  society.  They  gen- 
erally lead  anonymous  lives,  doing  faceless  jobs — janitoria 
work  during  the  midnight-to-8  a.m.  shift  at,  say,  a  Target  store 
or  a  Dunkin'  Donuts;  making  beds  at  a  Best  Western  or  Clarior 
hotel;  washing  dishes  in  a  Chinese  restaurant.  They  are  prey  foi 
the  middlemen  who  sometimes  arrange  their  passage,  fine 
them  cramped  living  quarters  and  low-paying  jobs  and  feed  ofl 
their  wages,  siphoning  off  a  large  fraction  for  themselves. 

The  system  thrives  partly  because  traffickers  in  humar 
cargo  are  highly  mobile,  relying  on  little  more  than  a  phone 
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and  an  occasional  office  front.  They  can  set  up  shop  one  day, 
disappear  the  next  and  reappear  in  an  entirely  new  incarnation 
days  later.  They  leave  few  traces  or  paperwork,  and  deal  mostly 
in  cash.  Many  of  them  emerged  during  the  economic  boom 
years  of  the  1990s,  thanks  to  the  plethora  of  low-wage  jobs,  says 
David  Kyle,  a  sociology  professor  at  the  University  of  California 
at  Davis  and  editor  of  the  book  Global  Human  Smuggling. 

These  underground  entrepreneurs  rarely  come  under  fed- 
eral scrutiny.  Authorities  were  seldom  interested  before  Sept. 
1 1.  These  days,  the  Immigration  &  Naturalization  Service  (now 
known  as  Immigration  &  Customs  Enforcement)  and  the  Fed- 
eral Bureau  of  Investigation 
are  focusing  on  smoking  out 
terrorists.  There  are  excep- 
tions. A  federal  indictment 
for  trafficking  in  illegal  aliens 
still  stands  against  Petr 
Pospisil,  a  Czech-born  illegal 
immigrant  who  ran  a  job- 
placement  ring  for  mostly 
other  eastern  Europeans, 
and  showed  monthly  profits 
of  $100,000.  Then  there  is 
Cheng  Chui  Ping,  known  as 
Sister  Ping,  who  is  cooling 
her  heels  in  a  cell  in  Brook- 
lyn, N.Y.  and  facing  charges 
of  smuggling  illegal  aliens 
into  the  U.S.  Sister  Ping  is 
believed  to  have  earned 
more  than  $30  million  over 
15  years  of  shuttling  thou- 
sands of  people  from  her  native  Fujian  province  in  southern 
China  to  the  promised  land,  where  she  exacted  extraordinary 
payments  through  a  series  of  New  York  gangs.  (Ping  has 
pleaded  not  guilty  to  all  charges. )  Extradited  from  Hong  Kong 
last  summer,  she  is  due  to  appear  in  court  this  summer. 

The  exploitation  of  illegal  immigrants  is  a  racket  that  takes 
on  myriad  forms,  according  to  region  and  tradition.  The  China 
connection  relies  on  human  smugglers,  who  have  feet  in  both 
continents  and  maintain  control  of  their  clients  through  agents 
in  the  U.S.  Hispanics  have  a  well-worn  path  into  the  U.S. — so- 
called  coyotes  conduct  them  across  the  border,  a  $500  million- 
a-year  business — and  rely  on  other  intermediaries  once  they're 
in  the  States  to  find  housing  and  jobs.  The  situation  for  eastern 
Europeans  is  something  of  a  combination  of  the  two:  Agents 
there  frequently  place  ads  in  the  dailies  of  Prague,  Budapest  and 
Sofia,  say,  and  hook  up  illegals — who  must  find  their  own  way 
to  America — with  situations  after  they  arrive. 


MEXICO  /  LATIN  AMERICA 


Much  of  the  Zavala  family  came  to  the  U.S.  from  Sonora,  Mexico 

after  hiring  a  coyote  who  led  them  on  a  daylong  hike  through 
the  Arizona  desert  in  October  2000.  Once  they  arrived  at  a 


Phoenix  safe  house  the  Zavalas  phoned  a  cousin  in  Red  Bank, 
N.J.,  whom  they  identify  only  as  El  Caballito  ("The  Rocking 
Horse"),  who  wired  $4,000  to  their  coyote.  The  two  younger 
Zavalas,  Victor  Jr.,  28,  and  Julio,  24,  flew  to  Red  Bank  and  set  to 
work  as  part  of  a  cleaning  crew  at  a  Wal-Mart  in  Manahawkin, 
50  miles  to  the  south. 

Rocking  Horse  hadn't  told  the  Zavalas  everything  about  the 
Wal-Mart  job.  At  the  Manahawkin  store,  the  younger  Zavala  met 
a  Colombian  national  named  Roberto  who  told  him  he  worked 
for  Facilities  Solutions,  a  janitorial  contracting  firm  run  by  Ken- 
neth Clancy,  53,  and  his  wife,  Bonita,  5 1 .  Get  together  with  the 


MM 


MM 


Unlucky  in  flight  Three  migrants,  seen  here  in  Mexico,  were  captured 
by  the  Border  Patrol  hours  after  they  arrived  in  southern  California 

Clancys,  Roberto  suggested,  and  you  can  become  the  head  of  a 
cleaning  crew  at  a  different  store,  making  a  lot  more  money.  The 
Zavalas  met  with  Clancy  and  struck  a  deal.  "No  applications,  no 
Social  Security  numbers — it  was  great,"  the  elder  Zavala  recalls. 

Crew  chiefs  make  $500  a  week,  compared  with  $350  for 
most  crew  members.  That  wasn't  the  only  advantage.  Under 
Clancy's  system,  crew  chiefs  could  pick  their  own  crews,  so  the 
entire  Zavala  family  could  soon  be  put  to  work.  Soon  Zavala 
padre  y  hijos  were  running  separate  cleaning  squads  at  Wal- 
Mart  stores  in  Old  Bridge,  Piscataway  and  Toms  River.  Victor 
Jr.  hired  his  wife  and  his  brother  Arturo  to  work  on  his  crew. 

And  what  were  the  Clancys  making?  They  aren't  talking.  Ac- 
cording to  a  government  forfeiture  complaint  against  a  different 
contractor  who  hired  illegal  workers  for  Wal-Mart  Stores  in 
Pennsylvania  back  in  2000,  cleaning  contracts  are  worth  about 
$100,000  a  year,  suggesting  that  Clancy's  five  operations  gener- 
ated revenues  of  $500,000  annually.  Based  on  average  salaries, 
wages  for  a  four-person  cleaning  crew  handling  one  store  come 
to  $83,000  a  year,  leaving  Clancy  with  an  estimated  profit  of 
$84,000  a  year  from  his  Wal-Mart  contracts  after  paying  wages. 
Clancy's  profits  might  have  been  higher — Wal-Mart  says  that  it 
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paid  $260,000  a  year  for  such  services  at  some  of  its  stores.  Ac- 
cording to  the  elder  Zavala,  Clancy  usually  paid  with  checks, 
but  didn't  scruple  about  workers'  compensation  insurance,  pay- 
roll taxes  or  overtime.  Clancy  certainly  had  deals  with  firms 
other  than  Wal-Mart.  In  2002  he  held  a  maintenance  contract 
for  the  municipal  building  of  Millstone  Township,  N.J.,  where  he 
also  served  as  chairman  of  the  town  planning  board. 

Clancy  apparently  had  advance  warning  of  the  raid  On  Wal- 
Mart.  According  to  the  first  complaint  in  a  lawsuit  filed  against 
the  chain  by  its  illegal  workers,  Clancy  received  word  in  August 
2003  from  a  Wal-Mart  manager  that  the  government  might 
soon  inquire  about  the  immigration  status  of  its  janitors. 
Clancy,  the  suit  alleges,  then  distanced  himself  from  the  poten- 

BY  THE  NUMBERS 

$7  billion  What  human 

smugglers  around  the  world  pull  in 

every  year. 

1 0>000  The  annual  number  of 
people  from  China's  Fujian  province 

who  move  to  New  York  City  illegally. 

$1  million  The  per-month 

take  in  bribes  by  a  border  patrol 
agent  at  the  San  Ysidro  port  in 
San  Diego,  for  helping  1,000  illegals 
sneak  into  the  United  States. 

4%  The  fraction  of  illegal 
aliens  apprehended 
crossing  into  Texas 
and  prosecuted. 

$9,000  What  a 
coyote  can  earn  in 
2  days  leading  ^ 
15  people. 


The  Golden  Venture  grounded:  200  people  died  swimming  to  shore. 


tial  problem  by  hiring  Felipe  Soto's  IWM  Commercial  Cleaning 
to  manage  the  Zavalas  and  then  Raul  Tijerino's  RT  Cleaning  tc 
manage  Soto  and  handle  weekly  payments  to  the  laborers. 

Zavala  the  elder  says  he  grew  nervous  after  Soto  and  Tijerinc 
told  the  family  they  needed  to  buy  fake  identification  documents 
in  New  York.  Clancy,  Zavala  alleges,  even  offered  to  drive  him  to 
the  city  in  order  to  procure  papers,  but  Victor  Sr.  refused,  fearing 
that  he'd  compound  any  trouble  he  might  get  into. 

After  the  raids,  Zavala  had  what  he  thought  was  his  lasl 
contact  with  Clancy,  who  at  one  time  made  weekly  visits  to  hi; 
rented  home.  He  gathered  a  new  crew,  as  Clancy  asked,  after  hi; 
family  members  had  been  arrested  (Zavala  escaped  detention 
because  he'd  taken  the  night  off).  A  few  days  later,  Zavala  says 
he  met  with  Felipe  Soto  to  pick  up  the  family's  final  paychecks 
He  called  Clancy  numerous  times  after  that,  asking  his  old  bos; 
for  legal  help  in  order  to  keep  his  family  members  from  bein^ 
deported.  Clancy,  he  says,  never  returned  the  calls.  Zavala's  rel- 
atives are  out  of  jail,  and  their  deportations  have  been  stayec 
for  a  year.  Meantime  the  family  has  supported  itself  by  finding 
day  labor — raking  leaves,  cutting  grass  and  the  like.  Victor  Jr.  i; 
the  lead  plaintiff  in  a  class  action  that  holds  Wal-Mart  respon- 
sible for  conspiring  to  hire  illegal  immigrants,  denying  then- 
benefits  and  overtime  and  creating  hazardous  working  condi- 
tions. Desperate  for  work  earlier  this  year,  Victor  Sr.  called  £ 
number  for  a  cleaning  job  with  ShopRite.  Who  answered  tht 
phone?  Zavala  says  it  was  Ken  Clancy. 


The  Yeung  Sun  restaurant  at  47  East  Broadway,  in  New  Yort 

City's  Chinatown,  is  indistinguishable  from  thousands  of  sucr 
eateries.  That's  just  as  Sister  Ping,  54,  wanted  it:  Anything  mon 
high-profile,  and  it's  doubtful  the  grandmotherly  woman  coulc 
have  carried  out  her  businesses  for  so  long.  A  federal  indict 
ment  alleges  that  she  ran  a  restaurant  and  travel  agency,  smug- 
gled workers  from  China  and  operated  a  money  transfer  ser- 
vice. The  "mother  of  all  snakeheads,"  as  she  is  known,  got  ver) 
rich  as  the  organizer  of  trips  in  which  hundreds  of  undocu- 
mented Chinese  immigrants  entered  this  country,  according  tc 
court  documents.  Some  25,000  people  make  the  trip  by  boat  tc 
the  U.S.  from  Fujian  province  every  year,  each  illegal  paying  ar 
average  $60,000  for  the  illicit  transit,  says  Ko-Lin  Chin,  a  crim- 
inal justice  professor  at  Rutgers  University.  But  the  job  coulc 
not  have  been  done  without  the  help  of  subcontractors — offer 
gang  members — on  the  ground  in  New  York  and  other  citie; 
in  America. 

The  subs  act  as  protectors  of  the  snakehead's  newly  landec 
human  cargo,  doubling  as  guides  and  debt  collectors.  Often  the\ 
are  thugs — the  Vietnamese  Born  to  Kill  gang  has  frequently  beer 
tapped,  says  Peter  Kwong,  professor  of  Asian-American  studies  ai 
Hunter  College  in  New  York  City.  Typically,  "they  only  have  tc 
work  a  few  times  a  month,"  earning  $2,000  to  $3,000  per  immi- 
grant, reports  Steven  Wong,  head  of  Lin  Ze  Xu  Foundation  USA 
a  Chinatown-based  immigrant  advocacy  group. 

Newly  arrived  illegals  are  herded  into  what  veterans  cal 
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"hell  houses."  They're  not  allowed  to  leave  until  they  pay  off  the 
snakehead.  For  those  who  haven't  brought  the  cash  with  them, 
it  means  a  phone  call  or  two  to  relatives  back  in  China  who 
must  raise  the  money  and  send  it  immediately.  Toughs  do 
everything  they  can  to  get  paid — threatening  the  relatives  of  ille- 
gals back  home  and  subjecting  the  migrants  to  torture  and 
interest  rates  of  up  to  5%  a  month.  Immigrant  rights  activist 


U1  Some  people  had 
bloody  bruises  on  their 
heads  from  hammer  blows. 


Wong,  a  former  investigator  with  the  U.S.  Coast  Guard  who 
participated  in  raids,  recalls  seeing  people  with  burns  from  cig- 
arettes. Some  had  bloody  bruises  on  their  heads,  apparently 
from  hammer  blows.  But  Wong  says  these  are  extreme  cases; 
85%  of  illegals  in  these  circumstances  pay  up  within  three 
weeks,  then  spend  years  at  below-minimum-wage  jobs  as  dish- 
washers and  sweatshop  workers  to  reimburse  their  relatives. 

Chinese  gangs  sometimes  participate  in  a  cat-and-mouse 
game  of  transporting  illegals  once  they  get  to  this  country.  One 
notorious  group,  called  the  Fuk  Ching,  has  admitted  to  the  FBI 
that  it  has  taken  part  in  extortion,  robbery,  gambling  and  the 
smuggling  of  undocumented  aliens.  According  to  a  complaint 
filed  in  support  of  a  warrant  for  her  arrest,  Sister  Ping,  in  a 
$3.8  million  smuggling  deal,  paid  20  or  so  members  of  the  Fuk 
Ching  as  much  as  $450,000  to  carry  human  cargo  from  Boston 
to  New  York.  The  deal  was  arranged  in  a  ramshackle  apartment 
building  on  the  edge  of  New  York  City's  Chinatown  and  the 


The  Yeung  Sun  restaurant  in  New  York's 
Chinatown  was  at  the  heart  of  Sister 
Ping's  alleged  smuggling  operation. 

Lower  East  Side,  when  a  high-rank- 
ing member  of  the  Fuk  Ching,  who 
cooperated  with  the  FBI,  met  with 
Wang  Kong  Fu,  a  smuggling  accom- 
plice of  Sister  Ping. 

Here,  according  to  the  complaint, 
is  how  it  went  down.  A  fellow  gang 
member  traveled  to  Pensacola,  Fla., 
and  helped  two  Vietnamese  co-con- 
spirators buy  an  80-foot-long  boat. 
On  a  16-hour  journey,  they  sailed 
from  Florida  to  Massachusetts,  where 
they  met  another  boat  that  was  car- 
rying 130  or  so  illegal  aliens.  The 
immigrants  had  each  agreed  to  pay 
$29,500  upon  arrival  in  the  U.S.  The 
gang  member  and  the  Vietnamese 
conspirators  ordered  the  aliens  to 
jump  from  one  boat  into  the  other. 
But  when  too  many  began  jumping 
at  once,  the  Fuk  Ching  member 
brandished  a  .38-caliber  handgun  and  fired  into  the  air  to  settle 
them  down.  When  he  ordered  them  to  go  below  and  hide  in  the 
hull,  some  resisted — until  he  threatened  to  kill  them.  Once 
onshore  near  Boston,  several  Fuk  Ching  members  waited  with 
three  U-Haul  trucks.  Gang  members  drove  the  immigrant- 
loaded  trucks  to  the  Yoan  Wah  warehouse,  at  365  Ten  Eyck 
Street,  in  Brooklyn.  Also  as  part  of  the  deal,  the  Fuk  Ching  mem- 
bers guarded  the  immigrants,  whom  they  later 
divided  up,  delivering  some  by  van  in  front  of 
the  Sun  Sing  theater  at  87  East  Broadway  in  Chi- 
natown. Fifteen  who  were  supposed  to  be  deliv- 
ered to  an  apartment  in  Woodside,  Queens 
couldn't  be  packed  in  there,  so  they  were  held 
hostage  for  four  days  in  an  undisclosed  location. 
As  Sister  Ping  sits  in  jail  the  Fuk  Ching  and  other  gangs  are 
still  active  in  Chinatown.  Often  illegals  themselves,  these  young 
men  in  their  late  20s  and  30s  have  become  slightly  lower-profile 
these  days.  "They're  into  big  money,"  says  Detective  David  Yat 
from  New  York  City's  5th  precinct  in  lower  Manhattan.  "So 
they  stay  more  hidden." 


EASTERN  EUROPE 


Petr  Pospisil  built  up  a  tidy  business  as  a  middleman,  according 

to  the  federal  indictment  against  him.  But  his  real  business  was  in 
recruiting  people  from  his  native  Czech  Republic  on  the  promise 
of  great  jobs  in  America,  which  he  himself  would  provide.  He  cut 
the  paychecks,  but  neglected  to  tell  his  recruits  that  he  took  as 
much  as  $2  an  hour  from  every  worker  he  placed. 

How  the  undocumented  illegals  got  here  was  their  busi- 
ness. Many  were  lured  by  ads  placed  by  "travel  agents"  in 
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newspapers  like  Annonce,  which  promised  contacts  and 
employment  in  the  U.S.  Such  agents  helped  them  get  tourist 
visas.  Some  legitimate  Czech  agencies  work  as  freelancers  for 
employment  firms  in  the  U.S.,  taking  a  flat  fee  of  about  $1,000 
a  head,  says  Richard  Krpac,  the  Czech  Republic's  chief  consul 
in  Washington,  D.C. 

But  many  workers  were  met  by  Pospisil's  partners  after  they 
landed  in  the  States.  According  to  the  indictment  against  him, 
when  Monika  Zbrankova  arrived  in  Miami  in  October  1999 
she  called  Pospisil,  who  told  her  to  take  a  bus  to  St.  Augustine, 
Fla.  where,  within  days  of  her  arrival,  she  began  work  as  a  maid 
at  the  Clarion  Hotel.  Between  October  1999  and  June  2000  she 
did  jobs  at  six  companies,  including  a  Best  Western  motel  and 
Dunkin'  Donuts.  (All  three  companies  insist  con- 
tracting decisions  are  made  by  individual  fran- 
chisees.) While  these  companies  contracted  to  pay 
$5  to  $8  an  hour,  Pospisil  handled  her  wages,  typ- 
ically keeping  $1.50  to  $2  an  hour  for  himself. 

That  didn't  include  the  deductions  he  made  for 
rent  and  utilities  for  the  cramped  quarters  he  pro- 
vided. "You  might  find  yourself  sharing  a  two-bed- 
room apartment  with  16  people,"  says  Krpac  of  the 
Czech  consulate.  Pospisil  operated  under  a  variety  of 
names — Gulf  Coast  Cleaning,  South  Proffi  Cleaning 
and  Emerald  Coast  Cleaning  among  them.  He  kept 
overhead  low:  He  didn't  need  to  own  or  maintain 
equipment  (supplied  by  the  businesses  who  bought 
his  labor)  and,  according  to  the  indictment,  he  fal- 
sified documents  that  supported  his  contention  that 

"You  might  end  up  sharing 

a  tWO-bedrOOm  apartment 
with  16  people." 

he  offered  liability  and  workers'  compensation  insurance  for  his 
employees.  None  of  the  restaurants  or  hotel  chains  he  contracted 
with  inquired  further.  Nor,  apparendy,  did  they  bat  an  eye  at  the 
typo-ridden,  ungrammatical  bids  he  offered.  His  prices  were 
right,  and  his  workers  earned  a  reputation  for  reliability.  Some 
were  so  fluent  in  English,  says  FBI  agent  Terry  M.  Wetmore,  that 
they  were  assigned  to  the  front  desks  of  various  hotels. 

That  the  FBI  got  wind  of  Pospisil's  operations  was  a  total 
fluke.  In  1999  a  bank  manager  in  Jacksonville  Beach,  Fla.  called 
the  agency  to  complain  about  large  numbers  of  Czech  workers 
showing  up  to  cash  their  paychecks.  Complaints  from  other 
banks  kept  rolling  in  through  the  fall  of  2000.  By  the  time 
Pospisil  was  indicted  a  year  later  he  had  apparently  disap- 
peared, and  couldn't  be  arrested.  One  bank  manager  fingered 
an  American,  Matthew  McKinney,  who  had  asked  that  the 
business'  $120,000  account  be  frozen. 

Wetmore  started  grilling  McKinney,  who  had  allowed  his 
name  to  be  used  on  some  of  Pospisil's  checking  and  cell  phone 
accounts  and  rental  agreements.  After  months  of  interrogation 
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McKinney  revealed  that  Pospisil  had  been  murdered  around 
July  30,  2000  by  his  business  partner,  a  man  named  Vladimir 
Janko,  who  also  went  under  the  alias  Larry  Young  and  had 
been  indicted  alongside  Pospisil.  McKinney,  who  says  he  was 
with  Janko  when  the  murder  occurred,  brought  the  FBI  to 
Pospisil's  body,  buried  in  Seminole,  Ala.  near  the  trailer  of 
McKinney's  brother.  McKinney  ended  up  charged  with  the 
murder.  Maintaining  his  innocence  throughout  the  trial,  McK- 
inney was  convicted  in  February  and  is  serving  21  years  in  a 
Florida  prison.  As  for  Janko  and  two  other  partners,  they  dis- 
appeared after  the  indictments  with  $1  million.  They're  all 

Vladimir  Janko  fled  to  the  Czech  Republic  with  $1  million  after 
partner  Petr  Pospisil,  who  found  work  for  illegals,  was  murdered. 


back  in  the  Czech  Republic,  where  the 
U.S.  government  says  it  is  pursuing  their 
extradition. 

Still,  most  middlemen  don't  have  to 
pay  much  for  their  crimes.  Miriam 
Klackova  Facemyer  was  originally 
recruited  from  the  Slovak  Republic  in  1997  and  worked  as  a 
low-wage  janitor  cleaning  Wal-Mart  and  Target  stores  in  the 
Richmond,  Va.  region.  But  her  recruiters  quickly  saw  better 
uses  for  the  multilingual,  quick-witted  and  ambitious  worker. 
First  they  put  her  in  charge  of  the  work  crews.  Then,  thanks  to 
her  family  connections  in  the  U.S.,  she  was  asked  to  provide 
temporary  housing  to  new  illegals.  Finally  she  took  charge  of 
cleaning  crews  and  four  stores  and  began  recruiting  her  own 
workers  to  fuel  a  growing  cleaning  business.  At  one  point,  her 
contracts  were  worth  as  much  as  $180,000  a  year,  involving  110 
undocumented  workers.  She  also  extracted  $300  from  each 
worker  for  phony  driver's  licenses  and  Social  Security  cards. 
Pleading  guilty  to  recruiting,  harboring  and  employing  illegals, 
Facemyer  served  just  three  months  in  prison.  Her  attorney, 
John  B.  Gately,  says  she  was  allowed  to  keep  her  six-figure  earn- 
ings and  to  remain  in  the  country.  She  currently  resides  in 
Florida. 

The  middleman  business  is  going  to  be  hard  to  stop — or 
even  to  slow  down.  F 


Karen  Scott 

Co-owner  of 
Chelsea  &  Scott  Ltd. 

Creator  of  One  Step  Ahead 
and  Leaps  and  Bounds 


Trust  Northern. 

To  help  you  manage  the  growth  spurts. 

Bringing  home  baby  can  mean  sorting  through  a  bounty  of 
baby  products.  And  just  as  Karen's  catalog  customers  trust  her 
to  pick  out  the  best  and  brightest  of  the  bunch  for  their  children, 
Karen  trusts  Northern  for  the  best  financial  solutions  for  her 
business.  From  lines  of  credit  to  treasury  management,  our 
clients  know  the  financial  professionals  at  Northern  Trust  will 
craft  a  quality  plan  for  their  specific  situation.  And  give  them 
the  personal  attention  they  need  to  raise  their  company  from 
infancy  to  adulthood. 

To  ensure  your  financial  life  is  handled  with  kid  gloves, 
call  William  Morrison,  President  —  Personal  Financial  Services, 
at  800-468-2352. 


Northern  Trust 


Private  Banking  I  Investment  Management  I  Financial  Planning  I  Trust  Services  I  Estate  Planning  Services  I  Business  Banking 

www.northerntrust.com 


Northern  Trust  Corporation       Member  FDIC 


Linux 


Linux  represents  the  biggest  threat  that  Microsoft 
has  ever  raced.  No  wonder  IBM  is  spending 
billions  to  promote  it.  By  Daniel  Lyons 

HOW  IS  IT  THAT  FOR  EIGHT  MONTHS  A  TEAM  OF  UP  TO  A  DOZEN  IBM  CONSULTANTS  HAS 
been  toiling  in  the  data  centers  and  computer  rooms  of  the  Munich  city  government — free 
of  charge?  Having  goaded  Munich  into  embracing  open-source  software,  IBM  is  helping  it 
plan  a  migration  of  14,000  computers  off  Microsoft  Windows  and  onto  the  operating  sys- 
tem known  as  Linux.  Never  mind  that  IBM  doesn't  sell  Linux,  which  is  distributed  free. 
And  never  mind  that  Munich  officials  say  they're  not  committed  to  buying  IBM  hardware 
or  consulting  services,  despite  all  IBM's  free  help. 

Though  IBM  did  not  invent  Linux,  does  not  distribute  it  and  earns  nary  a  penny  on  it,  the  computer  giant 
(2003  sales:  $89  billion)  is  spending  billions  in  a  crusade  to  make  Linux  the  world's  most  popular  operating 
system.  All  told,  more  than  12,000  IBMers  today  devote  at  least  part  of  their  time  to  Linux.  IBM  has  invested 
millions  in  two  leading  Linux  distributors,  Red  Hat  and  SuSe.  It  has  spent  millions  more  to  cofound  and 
fund  the  nonprofit  organization  that  oversees  Linux  development.  In  developing  nations  IBM  has  opened  20 
Linux  training  centers,  where  it  schmoozes  government  ministers  and  explains  how  Linux  can  create  jobs  for 
the  young. 

Back  home  Armonk,  N.Y.-based  IBM  blasts  Linux  commercials  on  television;  one  spot  likens  Linux  to  an 
omniscient  cluid  prodigy  who  resembles  Eminem.  The  maker  has  devoted  200  programmers  to  writing  Linux 
code,  only  to  share  it  free  with  the  world.  It  conducts  Linux  feasibility  studies  for  customers  and  even  helps 
software  makers  rewrite  their  programs  to  run  on  Linux. 

To  heai  tell  it,  all  this  effort  is  a  matter  of  giving  more  choices  to  customers  tired  of  the  Microsoft 

monopoly.  "No  <        •  nts  to  be  monopolized  and  controlled.  Customers  have  been  dominated  by  a  single 
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Linux 


vendor.  Linux  gives  you  a  chance  to  unlock  that,"  says  James 
Stallings,  general  manager  of  IBM's  Linux  business.  "We've  got 
50  more  deals  like  Munich  going  right  now." 

But  IBM  has  a  broader  agenda — undermining  Bill  Gates' 
company.  Here  lies  the  next  big  battle  in  tech,  pitting  two  erst- 
while allies  against  each  other  in  a  fight  to  rule  the  computer 
industry  in  the  years  ahead.  As  big  corporate  customers  seek  to 
lash  together  worldwide  networks  and  imbue  them  with  more 
online  commerce,  a  new  $21  billion  market  for  Web-linked  soft- 
ware has  emerged. 

Microsoft  wants  to  dominate  this  business  and  make  it  a 
Windows  world.  IBM  has  embraced  Linux  and  in  doing  so  has 
stoked  the  biggest  threat  ever  to  confront  the  Microsoft  monop- 
oly. While  IBM's  products  run  on  Windows,  it  wants  its  cus- 
tomers to  see  how  nicely  they  would  run  on  Linux  as  well,  using 
the  free  operating  system  as  a  lure.  "Like  getting  free  bread  in  a 
restaurant,"  says  Irving  Wladawsky-Berger,  vice  president  of 


ized  too  late  that  Microsoft's  endorsement  of  OS/2  was  hollow 
and  that  Windows  would  send  OS/2  to  the  junk  heap. 

Some  IBMers  still  view  this  as  a  betrayal.  Recalls  one  ex-' 
IBMer  from  the  Linux  group:  "We  had  a  saying  at  IBM  that  the 
ghost  of  OS/2  still  haunts  the  halls." 

Cut  to  today:  Microsoft's  market  cap  has  roared  past  IBM's 
(see  chart,  p.  90)  to  $280  billion,  making  Chairman  Bill  Gates  the 
richest  man  in  the  world.  IBM's  market  value  is  $146  billion. 
These  days  IBM  probably  makes  no  money  from  selling  PCs — 
while  Microsoft  hauls  in  nearly  $90  per  machine  just  on  the  oper- 
ating system,  up  from  $10  in  the  pre- Windows  days  of  DOS. 

You  couldn't  blame  some  IBMers  for  seeing  Linux  as  fitting 
retribution.  "Today,  because  of  Linux,  people  are  buying  IBM 
with  Linux  who  would  have  bought  Sun,  or  HP  with  Windows," 
says  Wladawsky-Berger.  "Is  there  schadenfreude?  Of  course. 
How  can  there  not  be?  There  are  wounds  from  the  past."  Then 
he  adds:  "But  it  would  be  silly  to  gloat  if  we  weren't  getting  rev- 

"Is  there 
schaden- 
freude? 
Of  course. 
How  can 
there  not 
be?  There 
are  wounds 
from  the 
past." 

Irving  Wladawsky-Berger 


technology  and  strategy  at  IBM  and  a  pivotal  proselytizer  of 
Linux  inside  the  company.  Ultimately,  customers  may  not  need 
Windows  at  all. 

In  the  previous  big  batde  in  the  computer  industry,  for  con- 
trol of  the  PC  revolution  and  the  Internet  craze  it  spawned,  IBM 
lost  badly  to  Microsoft.  It  had  anointed  Microsoft  as  a  future 
titan  by  picking  it  to  provide  the  operating  system  software  for 
the  first  IBM  Personal  Computer,  which  debuted  in  1981.  Back  in 
1986,  when  Microsoft  went  public,  it  was  worth  less  than  $1  bil- 
lion, compared  with  $93  billion  for  IBM. 

In  the  ensuing  years  IBM  struggled  in  PCs,  lost  a  few  billion 
dollars  and  watched  a  huge  portion  of  the  industry's  profits 
flow  to  Microsoft.  By  the  early  1990s  IBM  had  spent  more  than 
$1  billion  to  develop  its  own  PC  operating  system,  OS/2.  It  real- 


enues.  Linux  is  helping  us  win  business." 

IBM's  embrace  of  Linux  attacks  Microsoft  at  its  very  founda- 
tion. Windows  provides  40%  of  sales  and  65%  of  operating 
income  for  the  software  powerhouse.  "IBM  is  trying  to  drive  the 
value  out  of  the  operating  system,"  says  Martin  Taylor,  a  general 
manager  at  Microsoft.  "I  don't  think  it's  a  direct  attack  on 
Microsoft — but  we  are  definitely  a  fairly  big  casualty." 

Last  year  828,000  servers  were  sold  with  Linux  instead  of 
Windows,  denying  Microsoft  up  to  $1.7  billion  in  potential  sales. 
The  pain  has  just  begun.  Sales  of  Linux  servers  grew  48%  last 
year  to  $3.3  billion,  while  Windows  servers  grew  11%  to  $15.5 
billion.  By  2008,  predicts  IDC,  Linux  server  sales  will  reach  $9.6 
billion,  versus  $21.7  for  Windows  servers.  Worse  yet,  while  so  far 
Linux  has  been  confined  to  servers,  now  developers  are  pushing 
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ARE  YOU  HUNTING  FOR  DATA  INSTEAD  OF  IDENTIFYING  OPPORTUNITIES? 

The  hunt  is  on.  Once  again,  you're  looking  for  clues  as  to  how,  why  and  where 
your  dollars  are  flowing.  Can  you  spot  your  next  sourcing  opportunity  in  the 
accounting  reports?  If  not,  you've  spotted  the  need  for  Spend  Management.  And 
also  Ariba.  We  can  pull  together  data  from  disparate  (and  often  incompatible) 
sources,  help  identify  savings  and  transform  your  business.  To  learn  about  Ariba 
Analysis  Solutions,  please  call  1-866-772-7422.  Or  visit  www.ariba.com/analyze 
for  your  free  Spend  Management  Opportunity  Assessment. 
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IT'S  PAYBACK  TIME 

Twenty  years  ago  iBM  ruled  the  computer  industry.  But  today  Microsoft  runs  the  show.  It  earns  30%  more  profit 
than  IBM  on  one  third  of  IBM's  revenue  and  has  almost  double  its  market  value.  With  Linux,  IBM  hopes  to  get  even. 
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Linux  is  gaining  on  Windows  . 
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but  Microsoft  still  dominates  . . .  while  IBM  lags  its  rivals. 
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the  free  operating  system  as  a  way  to  run  PCs,  too. 

Officially,  IBMers  insist  that  hurting  Microsoft  isn't  the  point. 
Wary  of  worrying  customers  who  want  to  stick  with  Windows, 
IBM  says  it  continues  to  support  that  platform  and  that  its  rela- 
tionship with  Microsoft  is  in  fine  shape.  It's  just  that  the  Linux 
tsunami  is  overwhelming  the  globe,  and  IBM  has  no  choice  but 
to  surf  it.  "If  you  become  convinced  that  something  is  going  to 
happen  whether  you  like  it  or  not,  you  are  far  better  off  embrac- 
ing it,"  says  Wladawksy-Berger. 

But  in  fact  IBM  isn't  simply  riding  this  wave — it  is  adding  to 
its  momentum.  And  that  has  indeed  strained  IBM's  relations 
with  Microsoft,  some  Microsofties  say.  (Microsoft  itself  refuses 
to  write  Linux  versions  of  its  myriad  applications  programs.) 
Microsoft  now  claims  stronger  ties  to  hardware  makers  Dell  and 
Hewlett-Packard,  with  whom  it  meets  regularly. 

"I  don't  think  we've  had  those  meetings  with  IBM  in  a 
while.  We  don't  have  the  same  level  of  partnership  with  IBM," 
says  Microsoft's  Taylor.  Microsoft  makes  joint  sales  calls  with 
Dell  and  HP  "all  the  time,  every  day,"  but  it  "rarely"  makes 
sales  calls  with  IBM,  says  Kevin  Johnson,  a  group  vice  presi- 


dent at  Microsoft  in  Redmond,  Wash. 

That  IBM  is  involved  with  Linux  at  all  owes  to  Wladawsky- 
Berger,  a  wiry  Ph.D.  physicist  who  joined  IBM  in  1970.  In  the 
1990s  he  put  together  IBM's  successful  Internet  strategy.  In  1999 
his  spider  sense  began  to  tingle  again:  He  kept  hearing  about  this 
thing  called  Linux. 

Created  in  1991  by  a  Finnish  college  student  named  Linus 
Torvalds,  Linux  was  a  rather  primitive  operating  system  popular 
among  computer  hobbyists.  Wladawsky-Berger  saw  a  key 
strength  in  Linux:  its  ability  to  run  on  any  kind  of  hardware, 
unlike  Windows,  which  runs  only  on  machines  that  use  x86  chips 
made  by  Intel  or  Advanced  Micro  Devices. 

For  IBM,  which  previously  had  to  write  software  programs  for 
four  different  operating  systems  inside  IBM  plus  multiple  versions 
of  Windows  as  well  as  others,  Linux  could  be  a  one-size-fits-all 
solution  running  on  PCs,  midrange  servers  or  even  mainframes. 
Customers,  too,  would  gain  from  having  software  that  runs  on  a 
unified  operating  system. 

Another  part  of  Linux's  appeal  was  its  unfinished  nature. 
Over  the  years  Microsoft  has  added  layers  on  top  of  Windows, 
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Pat  Summerall  Productions 

Special  Advertising  Feature 

Pat  Summerall  Productions  offers  exposure  and  recognition  to  outstanding  companies 
by  promoting  their,  accomplishments  on  television,  in  magazines  and  on  the  internet. 
Pat  Summerall  Productions  has  a  history  of  providing  national  recognition  for  our 
nation's  outstanding  companies  and  organizations. 

The  Champions  of  Industry  Award  recognizes  the  exceptional  achievements  and 
contributions  made  to  America  by  Transportation  Systems,  Corporations,  and 
Municipalities.  These  award  winners  are  selected  for  the  positive  difference  they 
make  within  their  industry  and  their  community. 


Summerall  Success  Stories  acknowledge  the  American  entrepreneurial  spirit  within  the  many  growing 
businesses  and  organizations  that  thrive  in  today's  economy.  These  Success  Stories  honor  the  accomplish- 
ments and  contributions  made  by  a  company  and  its  employees.  All  companies  and  organizations  awarded 
by  Pat  Summerall  Productions  pursue  their  mission  with  vision,  integrity,  and  ingenuity. 
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CHAMPIONS  OF  INDUSTRY 

Award  Winners,  TRANSPORTATION 

Bi-State  Development  Agency  ("Metro ") 

707  North  First  Street  •  St.  Louis,  MO  63102 

(314)  982-1400  |  "Metro  is  St.  Louis'  Primary  Public 

Transportation  Provider."  |  www.metrostlouis.org 

Capitol  Corridor  Joint  Powers  Authority 

1000  Broadway,  Suite  604  •  Oakland,  CA  94607 
(510)  464-6995  |  "Northern  California's  Inter-city 
Passenger  Rail  Service."  |  www.capitolcorridor.org 

Connecticut  Department  of  Transportation 

2800  Berlin  Turnpike  •  Newington,  CT  06131 
(860)  594-2800  |  "An  innovative,  multi-modal 
transportation  agency"  |  www.ct.gov/dot 

King  County  Metro  Transit 

King  Street  Center,  M.S.  KSC-TR  0415,  201  S.  Jackson 
Street  •  Seattle,  WA  98104-3856  •  (206)  553-3000 
"Public  Transit  System  -  Servicing  1.7  Million  people  in 
the  Seattle  Area  utilizing  a  fleet  of  1,300  vehicles  within  a 
2,134  sq.  mile  area."  |  http://transit.metrokc.gov/ 

Pace 

550  W.  Algonquin  Road  •  Arlington  Heights,  IL  60005- 
4412  •  (847)  364-8130  |  "Pace,  the  Premier  Suburban 
Transit  Provider  in  the  Chicago  Region." 
www.pacebus.com 

Metrolink 

700  S.  Flower  Street,  Suite  2600  •  Los  Angeles,  CA  90017 
(213)  452-0200  |  "Commuter  Rail  System  for  Southern 
California;  Covers  6  Counties,  512  Miles." 
www.metrolinktrains.com 

Toledo  Area  Regional  Transit  Authority  (TARTA) 

1127  W.  Central  Avenue  •  Toledo,  OH  43610 

(419)  243-7433  |  "Public  Transit  Provider  for  Toledo  and 

Area  Suburban  Communities."  I  www.TARTA.com 


SUMMERALL  SUCCESS  STORIES 

Award  Winners 

12  Street  Belt  &  Accessories 

967  E.  12th  Street  •  Los  Angeles,  CA  90021 
(213)  622-8351  |  "Mfr./  Importer  of  Children's,  Women's 
and  Men's  Belts." 

Atlantic  Coast  Embroidery  &  Screenprinting 

172  Mariner  Drive  •  Southampton,  NY  11968 

(800)  966-7573  |  "Specializing  in  Personalized  Services 

in  a  Friendly  Atmosphere."  |  E-mail:  aces@peconic.net 

Dennis  K.  Burke,  Inc. 

284  Eastern  Avenue  •  Chelsea,  MA  02150 

(800)  289-2875  |  "Delivering  Premium  Diesel,  Motor  Oil, 

and  Gasoline  for  Over  40  Years."  |  www.burkeoil.com 

Douglas  J 

331  East  Grand  River  •  East  Lansing,  MI  48823 

(517)  333-9656  |  "Two  Salons,  Two  Schools;  Exceptional 

Client  Services  and  Education."  |  www.douglasj.com 

National  Barn  Company 

1869  Highway  52  E.  •  Portland,  TN  37148 

(888)  427-2276  or  1737  E.  Highwav  62  •  Ft.  Gibson,  OK 

74434  •  (800)  582-2276  |  "They  Build  all  Types  of 

Buildings  and  have  Many  Options  to  Choose  from.  Visit 

their  Website  to  view  Pictures  or  Request  a  Quote." 

www.nationalbam.com 

Who's  Who  Salon  &  Spa 

3414  Peachtree  Road,  N.E.,  Suite  116  •  Atlanta,  GA  30326 
(404)  261-4732  |  "Serving  the  Ritz-Carlton  Buckhead  and 
Atlanta  for  over  18  Years."  |  www.whoswhosalon.com 

Wilson  In  Home,  Inc. 

1131  Kapiolani  Blvd.,  #404  •  Honolulu,  HI  96814 
(808)  596-4486  |  "Established  in  1996,  now  has  over  100 
Employees  and  is  Growing.  They  Provide  Private  Duty  Ii 
Home  Care  Services."  I  www.wilsoninhome.com 


For  more  information  please  visit 
www.patsummer  a  ll.com 
or  call  (972)  907-25: 
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City  of  Alpharetta,  Georgia 

2  South  Main  Street  •  Alpharetta,  GA  30004  •  (678)  297-6000 
"Alpharetta  is  a  Well  Run  City  Providing  an  Excellent  Quality  of 
Life."  |  www.alpharetta.ga.us 

City  of  Brandon,  Mississippi 

201  N.  College  Street  •  Brandon,  MS  39042  •  (601)  824-4578 
"Setting  a  Tone  of  Positive  Growth  with  Professional 
Management."  |  www.cityofbrandon.net 

City  of  Covington,  Washington 

16720  S.E.  271st  Street  •  Covington,  WA  98042  •  (253)  638-1110 
"A  Thriving  City  that  Enjoys  a  Vibrant  Sense  of  Community." 
www.ci.covington.wa.us 

City  of  Florence,  South  Carolina 

180  N.  Irby  Street  •  Florence,  SC  29501  •  (843)  665-3113 
"Mid-sized  Commercial  Hub  of  North  Eastern  South  Carolina." 
www.cityofflorence.com 

City  of  Haines  City,  Florida 

502  E.  Hinson  Avenue  •  Haines  City,  FL  33844  •  (863)  421-3600 
"A  Progressive  City  that  is  a  Great  Place  to  Live,  Work  and  Play." 
www.ci.haines-city.fl.us 

City  of  Harrisonburg,  Virginia 

345  S.  Main  Street  •  Harrisonburg,  VA  22801  •  (540)  432-7701 
"The  City  with  the  Planned  Future  in  Virginia's  Shenandoah 
Valley."  |  www.ci.harrisonburg.va.us 

City  of  Highland  Village,  Texas 

1000  Highland  Village  Road  •  Highland  Village,  TX  75077 
(972)  899-5131  |  "An  Upscale  Lakeside  City  of  Rolling  Hills  and 
Wooded  Landscapes."  |  www.highlandvillage.org 

City  of  La  Mirada,  California 

13700  La  Mirada  Blvd.  •  La  Mirada,  CA  90638  •  (562)  943-0131 
"Invest  in  the  Best!  Join  a  Winning  Team!  Discover  La  Mirada, 
CA."  |  www.cityoflamirada.org 

City  of  Linden,  New  Jersey 

301  N.  Wood  Avenue  •  Linden,  NJ  07036  •  (908)  474-8493 
"A  Residential,  Commercial  and  Industrial  City  co-existing  in 
Harmony."  |  www.linden-nj.org 

City  of  Lompoc,  California 

100  Civic  Center  Plaza  •  Lompoc,  CA  93438-8001 

(805)  875-8232  |  "The  Best  kept  Business  Secret  on  California's 

Central  Coast!"  |  www.cityofiompoc.com 

City  of  Marysville,  Washington 

1049  State  Avenue  •  Marysville,  WA  98270  •  (360)  651-5000 
"City  of  Marysville,  WA  -  The  Family-Friendly,  Business-Sawy 
City  in  the  Great  Northwest."  |  www.ci.marysville.wa.us 

City  of  Millville,  New  Jersey 

12  South  High  Street  •  Millville,  NJ  08332  •  (856)  825-7000 
"Millville  is  a  historic  manufacturing  town  undergoing  revital- 
ization  with  a  downtown  arts  district,  waterfront  development, 
and  industrial  growth  at  its  airport.  Volunteerism,  community 
pride,  and  urban  and  rural  landscapes  are  the  cornerstones  cf 
Millville's  renaissance."  |  www.ci.millville.nj.us 

City  of  Norco,  California 

2870  Clark  Avenue  •  Norco,  CA  92860  •  (909)  270-5623 
"Norco  Holds  True  to  its  Motto  -  City  Living  in  a  Rural 
Atmosphere."  |  www.ci.norco.ca.us 

City  of  Temple  City,  California 

9701  Las  Tunas  Drive  •  Temple  City,  CA  91780  •  (626)  285-2171 
"Tradition  and  Opportunity  Abound  in  Temple  City,  California!" 
www.templecity.us 


"Champions  of  Industry" 
spotlights  small  cities  across 
the  nation.  Each  is  recognized  for 
high  community  involvement, 
population  growth,  exemplary 
schools,  economic  development 
and  a  vision  for  the  future. 

-  Pat  Summerall 


City  of  Terrell,  Texas 

201  E.  Nash  Street  •  Terrell,  TX  75160  •  (972)  551-6600 
"City  of  Terrell  -  Building  a  Better  Community." 
www.cityofterrell.org 

City  of  Tullahoma,  Tennessee  •  Stephen  T.  Cope,  Mayor 
201  W.  Grundy  Street  •  Tullahoma,  TN  37388  •  (931)  455-2648 
"An  Aerospace  Community  Where  the  Sky  is  Not  the  Limit." 
www.tullahoma-tn.com 

City  of  Weatherford,  Texas 

303  Palo  Pinto  Street  •  Weatherford,  TX  76086  •  (817)  598-4200 
"Superb  Living,  Progressive  Business  Environment  in  North  TX." 
www.ci.weatherford.tx.us  and  www.weatherford-chamber.com 

City  of  Zion,  Illinois 

2828  Sheridan  Road  •  Zion,  IL  60099  •  (847)  746-4015 
"Since  1901  this  city  was  envisioned  as  a  Utopian  community. 
Using  a  $5  million  grant  to  revitalize  their  main  shopping  district 
and  to  attract  national  developers,  they  are  receiving  acclaim  for 
their  innovative  economic  development  projects." 
www.cityofzion.com 

Ocean  Springs  Chamber  of  Commerce,  Mississippi 

Main  Street  Visitor's  Center,  1000  Washington  Avenue 

Ocean  Springs,  MS  39564  •  (228)  875-4424  |  "An  Agency  Working 

to  Improve  Business  and  Build  a  Better  Community." 

www.oceanspringschamber.com 

Town  of  Lexington,  South  Carolina 

111  Maiden  Lane  •  Lexington,  SC  29072  •  (803)  951-4649 
"Lexington,  SC  -  the  Best  Little  Town  by  a  Dam  Site!  Come  see 
Why."  |  www.lexsc.com 

Village  of  Glendale  Heights,  Illinois 

300  Civic  Center  Plaza  •  Glendale  Heights,  IL  60139 

(630)  260-6000  |  "We  Are  a  Proud  &  Progressive  Village  for  All 

People."  www.glendaleheights.org 

Village  of  Grayslake,  Illinois 

10  South  Seymor  Street  •  Grayslake,  IL  60030  •  (847)  223-8515 
"Grayslake,  Illinois  -  Taking  on  Challenges  and  Succeeding." 
www.villageofgrayslake.com 


Learn  more  about  these  "Best  Managed 
SmallCities"  by  visiting  their  websites 
or  contacting  them  directly. 


Made  possible  by: 

Pat  Summerall  Productions 

Richardson,  Texas  •  (972)  907-2525 
industryview.com 


Linux 


things  like  its  SQL  Server  database,  crowding  out  rivals.  Now  it 
hawks  its  .NET  ("dot-net")  Web  programs  atop  Windows. 
Because  Linux  lacked  those  pieces,  Wladawsky-Berger  reckoned 
it  gave  IBM  a  better  chance  to  sell  its  alternative,  Websphere,  as 
well  as  its  DB2  database.  And  IBM  could  generate  hefty  consult- 
ing fees  installing  and  customizing  Linux-based  hardware  and 
software  for  clients. 

Wladawsky-Berger  pitched  Linux  to  Samuel  Falmisano,  then 
chief  of  IBM's  server  group.  (Now  IBM's  chief  executive,  he  de- 
clined to  be  interviewed  for  this  story.  An  IBM  spokeswoman  also 
refused  to  double-check  many  of  the  facts  in  this  story.)  IBM 
granted  $1  billion  in  2001  for  W  ladawsky-Berger  to  build  a  Linux 
business.  Inside  IBM,  programmers  began  racing  to  rewrite  vir- 
tually  every  IBM  application  to  run  on 
Linux.  On  the  hardware  front  IBM  created 
teams  to  optimize  its  computers,  including 
mainframes,  to  run  Linux. 

IBM  Global  Services  trained  3,000  peo- 
ple in  Linux  and  launched  a  practice  to  help 
customers  migrate  to  Linux.  IBM  also  began 
using  Linux  in  its  own  data  centers.  Linux 
now  powers  more  than  3,400  servers  inside 
IBM,  including  machines  that  run  IBM's 
state-of-the-art  300-millimeter  semicon- 
ductor factory  in  East  Fishkill,  N.Y.  Now  IBM 
is  considering  erasing  Windows  from  its 
desktops  and  moving  them  to  Linux,  too. 

IBM  also  began  working  to  improve 
Linux  itself,  joining  the  "Linux  commu- 
nity" and  submitting  suggested  improve- 
ments to  Linux's  progenitor,  Linus  Tor- 
valds.  In  2000  IBM  helped  found  the  Open 
Source  Development  Lab,  a  nonprofit 
organization  that  employs  Torvalds  and  serves  as  ground  zero 
for  Linux  development.  OSDL's  chief  executive,  Stuart  Cohen,  is 
a  former  IBMer.  The  chairman  of  OSDL's  board,  Ross  Mauri,  is 
an  IBM  executive. 

Back  then  Linux  lacked  features  that  corporate  customers 
need,  like  strong  security  and  support  for  computers  with  mul- 
tiple microprocessors.  So  IBM  has  created  45  Linux  tech  centers 
in  12  countries,  where  programmers  crank  out  Linux  code. 
These  are  not  the  hippie  hackers  who  created  the  early  versions 
of  Linux.  They  are  experienced  engineers  with  backgrounds 
designing  IBM's  own  operating  systems,  including  AIX,  its  ver- 
sion of  the  Unix  operating  system. 

IBM  also  has  built  close  ties  to  the  two  leading  Linux  distrib- 
utors, Red  Hat  and  SuSe.  IBM  was  an  early  investor  in  Red  Hat,  and 
last  year  it  invested  $50  million  in  Novell,  which  acquired  SuSe, 
Red  Hat's  chief  rival.  Smart  move:  By  supporting  two  distribu- 
tors, IBM  can  keep  either  one  from  becoming  the  next  Microsoft. 

Next  came  application  software  developers.  Linux  cannot 
succeed  unless  a  sea  of  applications  can  run  on  it.  Toward  that 
end  IBM  has  been  helping  companies  move  their  applications  to 
Linux.  Software  maker  PeopleSoft  rewrote  1 70  applications  to 
run  on  Linux  and  bundles  them  with  IBM  software  and  hard- 


ware— after  receiving  assistance  from  IBM.  Consulting  firm 
Sapient  accepted  marketing  dollars  and  discounted  machine 
from  IBM  to  rewrite  a  set  of  its  applications  for  Linux  and  sel 
them  on  IBM  servers  instead  of  on  machines  made  by  Sui 
Microsystems.  "IBM  put  an  attractive  deal  on  the  table  for  us  t< 
switch,"  says  Benoit  Gaucherin,  chief  technology  officer  at  Sapi 
ent  in  Cambridge,  Mass. 

IBM  dangles  similar  incentives  before  hundreds  of  tiny  sys 
terns  integrators  who  tailor  their  software  to  accounting,  healtl 
care,  insurance,  retail  and  other  industries.  These  little  guys  ge 
extra  bonuses  from  IBM  if  they  push  solutions  on  Linux  instea< 
of  other  platforms. 

Next  stop:  developing  nations  like  Brazil,  China,  India  an< 

"IBM  is  trying 
to  drive  the 
value  out  of  the 
operating  system. 
I  don't  think  it's 
a  direct  attack  on 
Microsoft — but 
we  are  definitely  a 
fairly  big  casualty." 

Martin  Taylor,  Microsoft 


Russia.  Visiting  Russia  in  February,  IBM's  Stallings,  the  Linu 
czar,  met  government  ministers  who  want  to  put  Linux  system 
into  50,000  schools.  In  China  officials  want  to  use  Linux  i 
12,000  post  offices.  Says  Stallings,  "Customers  want  an  alterm: 
tive  to  Windows.  This  movement  is  unstoppable.  There  is  unbr 
died  enthusiasm." 

IBM  seems  to  go  to  any  length  to  push  Linux  into  customs 
sites.  Last  year  at  the  U.S.  National  Weather  Service,  IBM  offere 
a  free  demo  machine  and  a  guarantee  to  keep  its  systems  up-tc 
date,  even  writing  software  drivers  for  components  IBM  doesn 
build,  such  as  video  cards.  The  result?  The  NWS  spent  $3  millio 
to  buy  a  thousand  IBM  desktop  machines  running  Linux,  replai 
ing  900  HP  Unix  workstations. 

For  online  brokerage  E-Trade,  IBM  offered  access  to  scientis 
in  its  prestigious  research  labs,  including  Paul  Horn,  the  senic 
vice  president  who  runs  all  of  IBM  Research.  "IBM  opened  up  tr 
whole  company  to  us,"  says  Joshua  Levine,  chief  technolog 
officer  at  E-Trade.  This,  even  though  E-Trade  buys  Linux  servei 
from  Dell  and  HP,  not  just  from  IBM. 

IBM  says  the  Linux  crusade  is  boosting  business.  Last  ye£ 
IBM's  Linux-related  revenues  grew  50%  to  more  than  $2  billioi 
Even  IBM's  supposedly  moribund  mainframe  hardware  busine: 
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IE  NEW,  MORE  POWERFUL  ROAD  STAR. 

ny  acts  come  and  go.  But  few  have  the  classic  looks  and  endless  drive  to  capture  the  hearts  of  so  many.  And  now  with  over 
)  refinements,  including  a  bigger,  102  cubic-inch  air-cooled  V-twin,  all-new  16"  cast  wheels  and  new  high  performance  brakes, 
star  has  never  shined  brighter. 


YAMAHA 


:ial  thanks  to  Star  touring  and  Riding  (1-800-422-1041).  Dress  properly  for  your  ride  with  a  helmet,  eye  protection,  long-  sleeved  shirt,  long  trousers,  gloves  and  boots/Yamaha  and  the 
ircycle  Safety  Foundation  encourage  you  to  ride  safely  and  respect  the  environment.  For  further  information  regarding  the  MSF  rider  course,  please  call  1  -800-446-9227.  Do  not  drink  and 
It  is  illegal  and  dangerous.  ©2003  Yamaha  Motor  Corp.,  U.S.A.  Cypress,  CA  90630.  For  the  Yamaha  dealer  nearest  you  call  1-800-88-YAMAHA.  '  yamaha-moto'.com 
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grew  7%  to  just  over  $3  billion,  thanks  to  Linux,  which  shipped 
on  20%  of  the  mainframe  horsepower  IBM  delivered  last  year. 

Customers  like  Boscov's  Department  Store,  a  41 -outlet  chain 
based  in  Reading,  Pa.,  and  Mobil  Travel  Guide  have  moved 
applications  off  Windows  servers  and  onto  IBM  mainframes 
running  Linux.  Though  mainframe  hardware  is  expensive,  rent- 
ing the  use  of  these  big  machines  with  free  Linux  software  can  be 
cheaper  than  buying  a  network  of  Windows  servers— 25%  to 
30%  cheaper,  in  the  experience  of  Paul  Mercurio,  chief  informa- 
tion officer  at  Mobil  Travel  Guide  in  Park  Pudge,  111. 

Linux  is  also  speedier  and  more  reliable  than  Windows,  say 
the  techies  at  St.  Jude  Children's  Research  Hospital  in  Memphis, 
Tenn.,  an  IBM  customer,  which  last  year  switched  some  servers 
from  Windows  to  Linux.  In  addition  the  hospital's  center  for 
biotech  research  last  year  yoked  together  140  IBM  servers,  each 
with  two  Intel  chips,  to  create  a  Linux  iiber-machine  that  ranks 
as  one  of  the  500  most  powerful  computers  in  the  world,  though 
it  cost  less  than  $1  million  to  build.  The  biotech  center  also 
wiped  Windows  off  some  old  servers,  switching  to  Linux. 

"IBM  has  taken  a 
religious  view. 
Their  message  is 
Linux,  Linux, 
Linux.  Microsoft 
understands  that 
HP  is  not  running 
a  religious  jihad . 

Martin  Fink,  HP 


Undermine  Bill  Gates?  Who,  me?  Says  Wladawsky-Berger, 
"All  we're  saying  is  let's  create  a  more  competitive  environment 
and  see  what  happens.'" 

To  Microsoft,  IBM's  championing  of  open-source  operating 
systems  may  seem  a  bit  hypocritical.  If  Microsoft  is  to  be  por- 
trayed as  an  evil  empire  plotting  to  lock  customers  into  propri- 
etary software,  it  should  be  remembered  that  IBM's  mainframe 
monopoly  wrote  the  book  on  how  to  do  that;  it's  why  the  federal 
government  spent  a  decade  prosecuting  an  antitrust  case  against 
IBM  (dropped  in  1982). 

And  there  is  nothing  to  prevent  IBM  from  turning  its  Linux 
installations  into  a  lock-'em-in  business  for  other 
software.  "Companies  are  getting  bamboozled  into  this  IBM 
story,"  says  William  F.  Zachmann,  a  longtime  IBM-watcher  and 
the  president  of  Canopus  Research  in  Duxbury,  Mass.  "IBM 
snookers  them  in  by  giving  them  a  free  operating  system,  then 
they  pay  IBM  for  overpriced  hardware  and  consulting  services." 


[f  free  software  is  so  great,  Zachmann  asks,  why  is  IBM  stil 
charging  money  for  its  Websphere  software  and  DB2  database) 
Why  did  IBM  take  in  $14.3  billion  selling  software  last  year: 
"IBM's  Linux  pitch  is  either  stupid  or  insincere.  I  think  it's  a  lit- 
tle bit  of  both.  It's  not  a  sensible  strategy  for  IBM  in  the  lon£ 
run,"  Zachmann  says. 

Indeed,  all  the  billions  IBM  has  pumped  into  Linux  so  fai 
haven't  bought  it  a  dominant  market  position.  IBM  ranks  thirc 
among  sellers  of  x86-based  Linux  computers,  with  a  20%  share 
versus  28%  for  HP  and  22%  for  Dell,  says  market  researcher  IDC 
Rivals  gloat  that  IBM's  snazzy  Linux  ads  are  driving  business  tc 
them,  not  IBM.  HP  claims  it  did  $2.5  billion  in  Linux-related  sale; 
last  year  (25%  more  than  IBM)  and  has  done  it  without  alienat- 
ing Microsoft.  "IBM  has  taken  a  religious  view.  Their  message  i: 
Linux,  Linux,  Linux.  Microsoft  understands  HP  is  not  running  i 
religious  jihad,"  says  Martin  Fink,  vice  president  of  Linux  at  HP 
HP  even  uses  Linux  to  steal  away  IBM  customers.  Charle: 
Schwab  &  Co.,  a  big  IBM  customer  that  runs  IBM  mainframe: 
and  an  IBM  "grid"  computing  system,  last  year  replaced  hun 
dreds  of  IBM  Unix  servers  with  Linu) 
machines  from  HP.  "IBM  was  not  exactly 
thrilled,"  admits  David  Dibble,  an  execu- 
tive vice  president  at  the  brokerage. 

Nor  has  IBM's  Linux  crusade  put  mud 
of  a  dent  in  Microsoft.  Windows  still  ship: 
in  70%  of  x86  servers  versus  17%  for  Linux 
The  December  2003  quarter  wa; 
Microsoft's  best  ever,  with  revenue  topping 
$10  billion,  up  19%  from  the  year  before 
And  Microsoft  has  $56  billion  in  cash. 

Worse  yet,  by  blowing  on  the  ember 
of  the  open-source  movement,  IBM  i 
helping  create  a  wildfire  that  could  bun 
down  its  own  software  business.  Mimick 
ing  Linux,  new  companies  are  sproutinj 
up  to  install  low-cost,  open-source  alterna 
tives  to  IBM's  programs.  There's  MySQL 
which  creates  databases,  and  JBoss,  whicl 
makes  Web  server  software. 

"IBM  only  supports  open  source  when  it  helps  them  stea 
market  share  from  Microsoft,"  says  Marc  Fleury,  founder  anc 
chief  executive  of  Atlanta-based  JBoss. 

Wladawsky-Berger  is  betting  that  IBM  can  make  money  sell 
ing  software  and  hardware  around  those  free  layers.  "Mor 
money  will  be  made  in  services  and  less  in  acquiring  the  soft 
ware  itself,"  he  says.  "Make  no  mistake:  This  is  a  business. 
Could  Linux  shift  the  balance  of  power  in  the  computer  indus 
try  to  IBM's  favor?  Wladawsky-Berger  suggests  Microsoft  ha 
made  a  blunder  by  fighting  Linux  instead  of  embracing  it.  "Fo 
five  or  ten  years  Microsoft  will  continue  to  do  very  well,"  h 
says.  "But  perhaps  they  will  become  more  of  a  legacy  business 
like  our  mainframes." 

For  20  years  Microsoft  has  out-earned,  out-smarted  am 
out-maneuvered  IBM.  At  long  last  IBM  may  have  found  a  way  t< 
get  even.  I 
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U.S.  companies  complain  they  can't  get  a  fair  shake  from  America's  plaintiff- 
friendly  juries.  Try  resolving  a  dispute  in  Russia,  Indonesia  or  Ukraine. 


BY  MICHAEL  FREEDMAN 

ARK  GETTY  MAY  HAVE  JUST  KISSED    Game  of  Chicken    and  unstable  legal  frameworks  in  places  like  Russia, 

$ 1 75  million  good-bye.  Four  years  ago'an   'Kiev:  Antonov  had    Turkey  and  even  India  for  scaring  away  investors, 

investment  vehicle  owned  by  the  famous   'ts  wm^5  c'»PPea"  >n        Yet  it  seems  some  foreign  companies,  with  help  from 
i  j  i    •  i     j    Canada  in  dispute     .  .  .  .,,  ,   .       .  .  . 

clan  acquired  a  62%  stake  m  an  oil  and    over  energy  deal     meir  home  countries,  will  do  just  about  anything  to 

gas  company  owned  by  a  subsidiary  of  avoid  paying  an  award.  Litigators  estimate  losers  in  these 
Russian  giant  Gazprom.  But  when  the  family  tried  to  sell  the  markets  resist  paying  judgments  in  10%  to  50%  of  cases,  partic- 
stake  last  year,  Getty  claims,  these  powerful  Russian  companies  ularly  in  countries  where  power  is  consolidated  in  the  hands  of  a 
interfered  .with  the  deal  and  cast  doubt  on  the  validity  of  the  few  wealthy  families  or  government  officials.  The  result:  ugly  cross- 
licenses  to  produce  oil.  In  March  he  filed  legal  complaints  in  Lon-  border  legal  battles  fought  with  nasty  legal  filings,  court  appear- 
don  and  New  York.  But  win  or  lose, }.  Paul's  grandson  is  savvy  ances  in  jurisdictions  thousands  of  miles  from  one  another,  asset 
enough  to  know  he  may  never  see  his  money  again.  "If  you  ever  seizures  and  even  an  alleged  threat  of  abduction, 
do  win  a  lawsuit  with  claims  on  Russian  assets,  collection  is  a  Typically,  investors  in  these  markets  settle  disputes  through 
really  big  issue,"  he  says  from  the  London  office  of  his  graphics  .  arbitration.  A  small  number  of  complaints  against  governments 
firm,  Getty  Images.  "You  may  gel  your  money.  But  you  have  to  go  are  heard  through  the  International  Centre  for  Settlement  of 
through  a  thousand  hoops  to  get  there."  Investment  Disputes.  The  body  is  closely  linked  to  the  World 
Getty's  concerns  are  emblematic  of  a  sad  tact  of  international  Bank,  and  lawyers  say  governments  risk  .getting  cut  off  from  bank 
investment:  The  globe  may  be  shrinking  as  a  place  to  do  business,-  funds  for  failing  to  honor  legal  debts.  But  most  arbitration  is 
but  standards  for  adjudication  and  recourse  are  still  worlds  apart,  governed  by  the  New  York  Convention,  a  mechanism  set  up  46 
While  American  companies  complain  about  the  domestic  prac-  years  ago  that  allows  pat  ties  to  choose  their  own  mediators  and 
tice  of  "hometowning" — dragging  a  corporate  defendant  to  resolve  disputes  on  neutral  ground.  The  international  accord  lim- 
some  small-town  courthouse  with  plaintiff-friendly  juries — -  its  appeal  options  to  very  narrow  circumstances,  which  at  least  in 
that's  nothing  compared  with  what,  investors  face  in  emerging  theory  means  decisions  are  binding.  Last  year  the  International 
markets  with  ill-formed  legal  systems  and  rampant  corruption.  Chamber  of  Commerce,  the  largest  administrator  of  interna- 
Eyen  after  winning  a  trial,  settlement  or  arbitration  hearing,  tional  arbitration,  rendered  369  awards — up  37%  since  1999. 
investors  in  the  toughest  corners  of  the  world  spend  small  for-  But  the  processes  set  up  by  the  chamber  and  others  do  not 
tunes  paying  lawyers  and  investigators  to  hunt  down  assets  aifd  always  go  smoothly.  In  one  of  the  most  egregious  cases,  in  1999, 


corral  governments  and  companies  into  pav  ing  their  debts.  », 
Lmerging  markets,  at  the  century's  end,  received  $164  bil 


the  Indonesian  government  selected  lawyer  Priyatna  Abdur- 
vasyid  to  judge  a  $572  million  arbitration  regarding  a  tailed 


lion  of  overseas  capital  in  the  form  of  direct  investment,  up  power'  plant  venture  involving  California  1'in.ergy  (now 

from  $20  billion  a  decade  earlier.  But  new  investment  has  MidAmerican  Energy').  Biit  according  to  Abdurrasyid's  accoutit 

tapered  off,  and  for  good  reason.  A  recent  study  by  the  Infer-  published  last  year  in  Mmkys  International  Arbitration  RcpQrl,'A 

national  Monetary  fund  and  the  World  Bank,  blames  the  unfair  group  of  Indonesians  told  hiin  if  he  did  not  skip  the  hearing 
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they  would  "be  forced  to  carry  out  a  kid- 
nap." Abdurrasyid  objected  and  the  thugs 
carted  him  off,  apparently  assuming  the 
hearing  could  not  go  on  without  him.  He 
returned  to  Indonesia  unscathed;  the 
other  arbitrators  carried  on,  finding  in 
California  Energy's  favor. 

Attempts  to  avoid  paying  open  up 
new  fronts  in  these  legal  battles.  A  $261 
million  dispute  that  began  in  1998 


lect  payment  from  Uzan  assets,  including 
apartments,  airplanes  and  bank  accounts. 

Stumbling  blocks  to  this  kind  of  activ- 
ity abound.  Investors  going  after  govern- 
ment assets  abroad  often  run  into  sover- 
eign immunity — the  doctrine  that  protects 
government  assets  not  only  at  home  but 
also  overseas  if  they  involve  embassies  or 
ambassadorial  bank  accounts.  Then  there 
are  concerns  about  international  diplo- 


between  investors  like  Florida-based  FPL 
Energy  and  a  state-owned  Indonesian 
company  brought  both  parties  from 
Jakarta  to  Geneva  and  from  Hong  Kong 
to  Houston,  but  was  still  unfinished  six 
years  later.  Finally,  in  March  a  U.S.  federal 
court  ruled  the  investors  could  legally  col- 
lect from  the  defendants'  assets  in  the  U.S. 
The  Indonesian  company  now  plans  to 
seek  review  at  the  US.  Supreme  Court. 
Similarly,  Motorola  took  a  bath  on  a  tele- 
com deal  in  Turkey  and  is  now  trying  to 
collect  a  $4.2  billion  judgment  owed  by 
the  billionaire  Uzan  family.  The  Illinois 
company  has  dozens  of  lawyers  in  ten 
countries  filing  legal  papers,  trying  to  col- 


macy.  In  1 998  the  Russian  airliner  Aeroflot, 
run  by  Boris  Yeltsin's  son-in-law,  resisted 
paying  a  $5.8  million  judgment  to  the 
Canadian  I.M.P.  Group.  When  I.M.P.  sent 
the  Mounties  to  Montreal's  Dorval  Airport 
to  seize  a  Moscow-bound  Aeroflot  plane, 
Russia  barred  Canadian  airlines  from  fly- 
ing through  its  airspace,  in  what  looked 
like  retaliation,  and  protested  to  Ottawa's 
envoy  to  Moscow.  Canada  stood  firm, 
though,  and  Aeroflot  soon  paid  up. 

In  cases  like  this,  international  law  is 
enforced  by  guys  like  Kevin  Lamond,  a 
51 -year-old  deputy  sheriff  of  tiny  Happy 
Valley-Goose  Bay,  Canada.  The  remote 
Labrador  town  is  best  known  for  its  air 


base,  where  NATO  forces  spend  the  warme 
months  conducting  low-altitude  flyin 
exercises.  But  one  clear  day  last  June  Lam 
ond  received  word  that  he  was  to  seize 
225-foot-long  Antonov  aircraft,  one  of  th 
largest  planes  in  the  world,  touching  dowi 
in  Goose  Bay  to  deliver  cargo. 

The  plane  was  just  one  casualty  of 
$40  million  legal  fight  between  a  holdin 
company  for  two  European  energy  an« 
— I  commodities  businesses  and  th 
Ukraine  State  Property  Fund.  Ii 
2002  the  holding  company  won  ai 
arbitration  award.  But  Ukraine  re 
sisted  paying,  and  lawyers  attempte< 
to  seize  Ukraine-owned  asset 
abroad,  including  shares  of  compa 
nies  registered  in  Israel,  a  cargo  shi| 
at  the  port  of  Honfleur  in  France  an< 
the  plane,  according  to  the  holdin; 
company's  lawyer,  Sarah  Francois 
Poncet.  She  also  wrote  letters  to  in 
vestment  banks  like  Dresdner  Klein 
wort  Wasserstein,  in  the  midst  of . 
$600  million  Ukraine  eurobond  of 
fering,  warning  the  banks  that  ther 
was  evidently  false  information  ii 
the  offering  circular  about  Ukraine' 
commitment  to  the  rule  of  law. 

In  Ukraine,  meanwhile,  diplo 
mats  urged  Canada  to  return  th. 
plane,  while  protesters  picketed  th' 
embassy  in  Kiev,  shouting  "Canada 
hands  off  Ukrainian  property. 
Mark  Bravin,  the  state  propert; 
fund's  Washington,  D.C.  lawyer 
says  there  were  serious  flaws  in  th< 
original  arbitration.  He  argues  tha 
the  energy  companies  are  nov 
going  after  assets  that  have  nothing  to  dc 
with  the  underlying  dispute  or  the  stat< 
property  fund,  forcing  the  fund  to  figh 
back.  And  last  summer  the  two  partie 
prepared  for  an  Ottawa  hearing  regardinj 
the  plane,  conducting  interviews  in  Pari 
and  Kiev  and  putting  together  thousand 
of  pages  of  evidence  on  Ukrainian  law. 

Finally,  in  December  the  magistral 
ruled  in  the  energy  business'  favor.  Ye 
Ukraine  found  still  more  legal  avenues  t( 
pursue.  So  for  the  entire  brutal  Canadiai 
winter  the  enormous  $10  million  plam 
sat  on  the  tarmac  at  Goose  Bay,  collectinj 
ice  and  curious  onlookers — and  awaiting 
the  outcome  of  yet  another  appeal.  I 
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Electric  cars  won't  happen 
overnight. There's  got  to  be  a 
way  of  making  fuels  cleaner. 


Reducing  sulfur  is  one  way.  We  voluntarily  introduced 
cleaner  burning  low-sulfur  gasoline,  six  years  before 
E.RA.  mandates. Today  it's  available  in  over  40  U.S. 
cities.  We've  introduced  low-sulfur  diesel  fuel  for  bus 
fleets  in  major  U.S.  cities.  When  used  with  new  filter 
technology,  this  fuel  helps  reduce  air  pollution  and  can 
cut  emissions  by  up  to  90  percent. 

It's  a  start. 


beyond  petroleum 
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Rarksadt  Driver  |  By  Jer 


Broken  Lights 


MATE.  IT  WILL  TAKE  MORE  THAN  A  FEW  GOOD  CARS  TO 
erase  the  hate  out  there  toward  Detroit  cars.  It  might 
require  a  new  generation  of  buyers.  One  of  my  sons 
owns  a  '98  Chevy  Venture  minivan,  55,000  miles,  well 
maintained.  Here  is  his  story. 
"We  were  having  a  nagging  problem  with  the  driver-side 
front  turn  signal.  The  bulb  was  out  of  stock  at  my  local  auto 
parts  store,  so  I  figured  I  should  take  the  working  bulb  out  of 
the  passenger-side  front  assembly,  since  it's  more  important  to 
have  a  working  left  turn  signal.  I  opened  it  up  and  found  water 
and  evidence  of  arcing  and  burn  damage.  The  light  was  stuck  in 
the  socket  so  I  let  it  be,  and 
when  I  took  it  into  the  dealer 
for  transmission  service,  I  asked 
them  to  change  both  bulbs. 

"About  two  hours  later  the 
phone  rang,  but  it  wasn't  what 
I'd  expected."  The  dealer  was 
finding  all  kinds  of  problems 
that  my  son  didn't  think  existed, 
such  as  problems  with  intake 
manifold  leaks  and  brake  fluid. 
But  what  really  angered  him  was 
when  they  got  to  the  lights. 

"They  said  my  headlight 
assemblies  were  also  no  good — 
in  fact  one  had  come  apart 
when  the  mechanic  tapped  it. 
Water  damage  and  evidence  of 
arcing  and  shorting  also  were 
evident  in  the  headlights.  These  two  would  need  to  be  replaced. 

"The  assemblies  are  GM  factory  parts.  The  headlight  assem- 
blies were  $250  each.  Obviously  they  haven't  outsourced  that 
work  to  China.  The  turn  signal  assemblies  were  $90  each.  Total 
to  fix  the  lights:  $780,  including  labor.  Add  in  the  transmission 
service  and  I  was  up  to  nearly  $1,000  with  taxes  and  that  'haz- 
ardous waste  disposal  charge.'  But  to  fix  the  other  problems 
they  said  they  found,  they  wanted  another  $1 ,000." 

"1  left  the  dealer  firmly  resolved  that  I  would  never  bring 
this  vehicle  back  to  him  unless  insurance  was  paying  and  that  I 
would  never  buy  another  GM  product  on  my  own." 

That's  his  story.  But  this  isn't  only  about  General  Motors.  I 
get  e-mail  after  e-mail  from  people  filled  with  hate  toward  GM, 
Ford  and  Chrysler.  They  feel  betrayed,  by  their  cars,  by  their 
dealers,  by  the  big  companies  that  failed  to  help  them. 

Yes,  I  get  mail  as  well  from  people  who  love  American  cars. 
I  have  a  friend  who  worshipped  his  Buick  Roadmaster — he  put 
1 00,000  miles  on  it  with  only  small  problems — and  is 
angry  with  GM  only  for  discontinuing  this  vehicle. 


I  have  no  doubt 
Detroit  vehicles 
are  getting  better 
but  winning 
buyers  back 
takes  a  long  time. 
The  Big  Three 
are  going  to 
be  wandering 
in  the  desert 
for  a  while. 


My  point  is  not  that  everyom 
hates  the  cars  from  Detroit,  onl) 
that  a  significant  portion  of  cai 
buyers  do.  But  anyone  with  ; 
bad  experience  will  bear  ; 
grudge  for  a  long  time.  These 
grudges  turn  into  declining 
market  share  that  is  very  hard  t( 
win  back. 

1  have  no  doubt  tha 
Detroit  vehicles  are  getting 
better,  that  quality  is  up  anc 
dealers  are  being  nicer.  But  winning  buyers  back  takes  a  while 
You  don't  overcome  that  hate  by  saying  your  cars  are  better 
All  the  J.D.  Power  surveys  don't  make  any  difference.  In  fact 
GM  is  working  on  8  million  recalls  already  this  year,  com 
pared  with  7.4  million  in  all  of  last  year.  That  tells  me  some 
one  still  is  more  interested  in  doing  it  the  cheap  way  rathe 
than  the  right  way. 

Another  of  my  four  sons,  a  mechanic,  loves  Chrysler.  Hi 
owns  a  Chrysler  convertible,  a  Dodge  minivan  and  a  Jeej 
Grand  Wagoneer.  Another  son  drives  a  Jeep  Cherokee.  A  carles: 
son,  in  Manhattan,  rented  a  Ford  Mustang  convertible  on  th< 
West  Coast  and  loved  it.  But  are  there  enough  of  these  Detroi 
fans  out  there? 

GM  people  dream  of  getting  back  to  30%  of  the  marke 
soon.  But  my  son  with  the  Chevy  problems  isn't  going  t( 
change  his  mind,  nor  are  the  others  who  feel  betrayed.  So  GM  i 
going  to  have  to  work  hard  just  to  keep  its  share,  27.3%  so  fa 
this  year,  from  falling  further. 

Ford  talks  about  willingly  giving  up  market  share  if  it  isn' 
profitable.  Funny,  that  was  the  General  Motors  position  just ; 
few  years  ago.  This  strategy  works  only  as  long  as  the  tota 
auto  market  keeps  climbing.  If  the  total  market  flips  whili 
you  give  up  market  share,  you  have  a  problem.  You  have  t( 
shut  factories,  which  means  paying  people  not  to  work  rathe 
than  paying  them  to  work.  And  while  Chrysler  is  building 
some  very  fine  products  now,  how  many  thousands  are  stil 
bitter  because  of  the  transmission  failures  on  th< 
'91-'92  minivans? 

The  trick  in  the  auto  business  is  not  to  cut  back  your  busi 
ness  and  shut  factories  but  to  make  cars  and  trucks  so  desirabli 
that  customers  will  pay  top  dollar  for  them. 

The  Israelites  needed  to  wander  in  the  desert  40  years  so  ; 
new  generation  could  be  born,  people  who  would  be  deser 
warriors  rather  than  slaves.  That's  the  time  line  for  a  new  gen 
eration  of  buyers  that  I  mean.  t 


F01"bCS  *'errv  ^''n*'  a  former  Forbes  Senior  Editor,  has  covered  the  automobili 
oaaaaaa..  om   |  industry  since  1958.  Visit  his  home  page  at  www.forbes.com/flint. 
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Outsourcing 

for  Competitive 

^dvantaee 


rhere  has  been  a  lot  of 
debate  in  the  U.S.  presi- 
dential campaign  about 
the  impact  of  outsourcing 
joblessness.  Much  of  it  is  nonsense, 
lile  it's  true  that  companies  now 
/e  the  ability  to  take  advantage  of 
i  wage  differential  in  such  locations 
Canada,  Eastern  Europe,  India, 
naica,  the  Philippines  —  and  even 
braska  —  only  a  small  piece  of  out- 
jrcing  involves  going  offshore, 
'hose  who  brand  outsourcing  as 
i  are  misinformed.  Outsourcing 
lates  tremendous  value  and  gives 
npanies  the  ability  to  be  more  pro- 
;tive  and  create  significant  busi- 
ss  impact.  It  is  part  of  a  natural  phe- 
nenon,  grounded  in  Adam  Smith's 
icept  of  improving  productivity  and 
reasing  the  wealth  of  nations 
ough  division  of  labor;  shifting  to 
'e  competence  theories  and  un- 
ndling  as  the  focus  of  organizational 
;ources;  and,  finally,  moving  to  the 
rent  view  of  unbundling  and  then 
>undling  to  achieve  success. 
Outsourcing  is  thus  a  structural 
Dnomic  trend,  descending  from 
icess  specialization  and  unbundling, 
mpanies  gain  competitive  advan- 
je  by  exploiting  an  outsourcing 
'vice  provider's  advantages  (such 
economies  of  scale,  best-in-class 
)cess  execution,  better  and  cheaper 
or,  and  capital  at  more  competitive 


rates)  in  order  to  customize  offerings 
more  effectively  and  efficiently.  In 
doing  so,  they  generate  tremendous 
value  for  customers  and  wealth  for 
shareholders. 

As  new  ways  of  doing  business 
keep  emerging,  competitive  pressures 
squeeze  tighter.  Today's  reality  is  that, 
unless  companies  leverage  outsourc- 
ing partners'  specialty  resources,  they 
are  unlikely  to  maintain  the  ability  to 
capture  new  business.  Whether  com- 
petitive advantage  is  rooted  in  cost  — 
providing  products  or  services  as  well 
as  competitors,  but  at  a  lower  cost  — 
or  in  differentiation,  it  is  determined  by 
access  to  resources.  Once  a  company 
has  access  to  necessary  resources 
through  outsourcing,  it  can  approach 
its  overarching  goals  of  growing  rev- 
enue and  expanding  market  share  from 
more  and  different  angles  than  were 
possible  with  in-house  constraints. 
Outsourcing  manifests  itself  in  every 


aspect  of  business  today. 

Strategic  competitive  advantage  ini- 
tiatives are  at  an  all-time  high  in  the 
100  nominations  for  the  Outsourcing 
Center's  annual  Outsourcing  Excel- 
lence Awards,  sponsored  this  year  by 
Everest  Group,  Forbes  and  Wharton 
Executive  Education.  As  shown  in 
Figure  1,  32%  of  the  2004  nomina- 
tions represent  relationships  where 
objectives  are  highly  strategic  to  posi- 
tioning the  buyers  for  competitive 
advantage. 

Among  the  10%  turning  to  out- 
sourcing to  facilitate  new  market 
entry,  Blue  Cross  Blue  Shield  of 
Florida  tapped  Connextions  to  devel- 
op and  manage  its  Internet  sales 
channel  and  call  center.  Outsourcing 
not  only  allowed  them  to  gear  up 
quickly  and  handle  fluctuations  in 
business  volume,  but  the  provider's 
expertise  spilled  over  to  impact  the 
company's  offline  sales  channels. 
QualxServ,  a  Getronics  spinout  in  the 
OEM  arena,  competes  with  compa- 
nies 10  times  its  size.  Its  outsourcing 
alliance  partner,  ICG  Commerce,  took 
over  the  procurement  of  goods  and 
services  on  a  risk-reward  basis,  giving 
QualxServ  a  variable  cost  basis  while 
growing  its  new  business  to  profit. 

Unity  Life  of  Canada,  a  small  com- 
pany barely  surviving  three  years  ago 
in  a  rapidly  changing  marketplace, 
transformed  its  business  by  outsourc- 
ing its  claims  administration  process- 
es to  GeniSys.  Two  years  after  shifting 
to  its  virtual  model  and  concentrating 


Figure  1 

Types  of  Strategic  Competitive  Advantage  Initiatives  in  2004  Outsourcing  Excellence  Awards 


10%  -  enter  a  new  market 
10%  -  use  savings  from  cost  reduction  in 
outsourcing  function  to  invest  in  new 
strategic  initiatives 

5%  -  facilitate  new  products  or  services  to 
increase  market  share  in  existing  market 

4%  -  facilitate  agility  for  deregulating 
industry  or  company  undergoing  IPO 

3%  -  facilitate  a  new  type  of 
business  process 
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on  product  development  and  distribu- 
tion, Unity  Life  enjoyed  an  89% 
increase  in  market  share  in  2003  in  an 
industry  with  negative  growth  on  the 
whole. 

As  the  graph  indicates,  some  enter- 
prises facilitate  new  types  of  business 
processes  through  outsourcing  part- 
nerships. Central  Michigan  University 
Charter  Schools  Office  selected 
Corporate  Computer,  Inc.  to  develop 
the  information  system  that  monitors 
all  the  regulatory  red  tape  surrounding 
the  state's  charter  schools.  The  two 
entities'  collaboration  has  since  result- 
ed in  the  development  of  a  value-added 
educational  assessment  system.  When 
U.S.  government  mandates  forced 
states  to  automate  their  food  stamp 
functions  (EBT  Programs),  the  State  of 
Maine  Department  of  Human  Services 
outsourced  development  and  manage- 
ment of  the  new  process  to  ACS. 

Not  all  companies  are  partnering 
with  service  providers  to  achieve 
such  transformational  goals.  Sixty- 
eight  percent  use  outsourcing  to 
adjust,  rather  than  change,  their  oper- 
ations. Without  this  course  correc- 
tion, they  would  fall  behind  because 
of  doing  things  the  same  way  they 
always  have.  This  version  of  outsourc- 
ing for  a  competitive  advantage  allows 
a  company  to  survive  and  keep  its 
place  in  line  among  competitors  while 
planning  to  implement  strategic 
growth  initiatives  in  the  future. 

The  prime  indicator  of  a  company's 
viability  for  long-term  success  is  its 
ability  to  sustain  a  competitive  advan- 
tage. Outsourcing  is  a  valuable  tool 


that  facilitates  pursuit  of  larger  mar- 
kets, mitigates  risks  in  that  pursuit, 
and  sustains  the  competitive  advan- 
tages it  builds. 

Peter  Bendor-Samuel  is  CEO  and 
founder  of  Everest  Group,  a  strategic 
business  advisory  firm  and  global 
leader  in  outsourcing  innovation,  and 
author  of  Turning  Lead  Into  Gold: 
The  Demystification  of  Outsourcing. 


The  technology  staffing 
industry  is  a  highly  com- 
petitive market  with  few 
barriers  to  entry.  Most 
early  attempts  to  create  eBusiness 
staffing  solutions  were  pure  Web 
applications  at  best  and  were  not  inte- 
grated with  the  provider  company's 
business  model  or  back-office  opera- 
tions. Yoh,  a  Day  &  Zimmermann  com- 
pany that  supplies  long-  and  short-term 
temporary  and  direct  placement  of 
technology  and  specialty  personnel, 
as  well  as  managed  staffing  services, 
for  the  information  technology,  scien- 
tific, engineering,  clinical,  telecom- 
munications and  industrial  industries, 
made  the  strategic  decision  to  over- 
come that  common  pitfall  by  relaunch- 
ing the  Yoh  Exchange,  a  fully  integrated 
eBusiness  portal  for  the  temporary 
labor  market. 

For  the  technology  and  services  to 
fulfill  its  vision,  Yoh  and  its  parent  com- 
pany, Day  &  Zimmermann,  one  of  the 
largest  private  companies  in  America, 
turned  to  SAR  the  world's  leading 
enterprise  software  company.  Built  on 
the  mySAP  platform,  the  Yoh  Exchange 
delivers  a  unique  blend  of  on-site  ser- 
vices with  state-of-the-art  Internet 
technology,  offering  customers  a  con- 
tent, commerce  and  community  plat- 
form that  facilitates  business  process- 
es such  as  time  entry/approval,  order 
management  and  distribution.  The  Yoh 


Exchange  had  more  than  4,500  us 
in  2003  and  accounted  for  $98  mill 
in  online  sales. 

The  Yoh  Exchange  has  been  awa 
ed  the  2004  Americas'  SAP  Use 
Group  (ASUG)  Impact  Award,  wh 
honors  companies  that  have  achie\ 
significant  business  advances  throi 
the  integration  and  implementation 
SAP  products  and  services.  The  vs 


ner  is  recognized  for  magnitude 
innovation,  service  improvement  a 
return  on  investment. 

Before  the  Yoh  Exchange  proj' 
could  be  launched,  however,  seve 
enterprise  technology  initiatives  ne 
ed  to  be  completed  within  Day 
Zimmermann  in  a  12-month  proj 
plan.  In  October  2002,  the  comp< 
began  its  enterprise  upgrade  fr 
SAP  R/3  to  mySAPcom  and  comp 
ed  the  technical  upgrade  within  f 
months.  In  January  2003,  it  moved 
central  SAP  environment  and  ot 
critical  systems  to  a  hardened  d 
facility  outsourced  to  SAP  Host 
under  a  multiyear  contract. 

"Outsourcing  management  of 
application  infrastructure  to  SAP  fra 
up  our  internal  IT  resources  to  focus 
activities  that  can  produce  greater  va 
for  the  company,"  says  Anthony  Bos 
CIO  at  Day  &  Zimmermann.  "W 
global  resources  and  proven  experier 
in  serving  the  world's  leading  busine 
es,  SAP  Hosting  provided  us  with 
effective  upgrade  route  to  mySAPc 
while  ensuring  that  our  business  rJ 
smoothly  around  the  clock." 

Yoh's  use  of  SAP  software  ensure 
robust  managed  services  offering  t 
effectively  integrates  solutions  fr 
mySAP  Business  Suite,  includ 
mySAP  Enterprise  Portal,  myS 
Customer  Relationship  Manageme 
key  business  processes  from  myS 
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Product  Lifecycle  Management  and 
mySAP  Human  Resources.  Customer 
information  and  industry  knowledge 
are  supplied  and  maintained  by  Yoh, 
its  customers  and  select  content 
providers. 

The  Yoh  Exchange  has  greatly 
improved  Yoh's  managed  staffing  ser- 
vices through  faster  delivery  of  candi- 
dates to  its  customers,  improved  qual- 
ity of  resources,  consistent  employee 
program  compliance,  customer  man- 
agement reporting  and  measurable 
cost  reduction  through  the  elimination 
of  paper-based  processes.  Through 
the  use  of  the  Yoh  Exchange  and  other 
SAP  applications,  Day  &  Zimmermann 
has  added  millions  of  dollars  annually 
to  its  bottom  line  through  reduced 
operating  costs,  additional  revenue 
and  increased  asset  turns. 


in  tools  and  technology,  and  a  facility 
with  enough  space  to  scale  up  as  the 
business  demands  it.  And,  of  course, 
we  needed  someone  who  had  knowl- 
edge and  experience  in  testing  games." 

Hebenthal  and  the  Xbox  team  began 
looking  for  an  outsourcing  partner 
who  was  willing  to  take  a  chance  on  a 
new  business  and  could  deliver  the 
resources  Xbox  needed  to  be  suc- 
cessful. An  RFP  was  sent  to  30  to  40 
companies  in  the  U.S.  and  in  Europe 
and  got  24  responses.  From  the 
beginning,  Hebenthal  says,  VMC 
showed  they  would  do  whatever  it 
took  to  get  the  job  done,  never  asking 
why,  just  when.  Founded  in  1999  and 
based  in  Redmond,  Washington,  VMC 
is  a  wholly  owned  subsidiary  of  Volt 
Information  Sciences  (NYSE  VOL).  In 
addition  to  Microsoft,  VMC  provides 


How  VMC  Helped  Microsoft 

Turn  Xbox  Into  a  Runaway  Success 


When  Microsoft  launched 
its  Xbox  video  game 
console  program  in 
2001,  program  man- 
ager Douglas  Hebenthal,  a  13-year 
Microsoft  veteran,  needed  to  assem- 
ble a  large  team  of  skilled,  multilingual 
game  testers  in  a  hurry.  As  a  key  driv- 
er of  Xbox,  Hebenthal  started  focus- 
ing on  tests  in  April  and  needed  to  get 
the  function  up  and  running  quickly  to 
support  the  Xbox  launch. 

"We  were  building  something  new 
to  us  from  scratch,  and  we  did  not 
want  to  build  it  all  ourselves,"  says 
Hebenthal,  director,  Xbox  Platform. 
"First  and  foremost,  we  needed  a 
partner  who  could  provide  people  and 
space.  Gaming  is  a  very  cyclical  busi- 
ness; I  didn't  want  to  manage  the 
logistics  of  the  workforce.  I  needed  to 
partner  with  people,  the  right  setup 


project-based  outsourcing  solutions 
for  Global  1000  companies  like 
Hewlett-Packard,  Nordstrom,  AT&T 
Caterpillar,  Expedia  and  3M.  With  a 
pool  of  25,000  IT  professionals  and 
nearly  3,000  consultants  currently 
deployed  to  projects  in  30  states  and 
seven  countries,  VMC  offers  project- 
based  outsource  solutions  in  the 
areas  of  product  development,  IT 
infrastructure  management  and  cus- 
tomer contact. 

"They  were  really  interested  in 
understanding,  what  we  wanted  from 
the  business  and  in  collaborating  with 
us  to  make  it  happen,"  Hebenthal 
says.  "They  practically  had  the  busi- 
ness up  and  running  by  the  time  they 
won  the  bid.  We  figured  it  would  take 
a  partner  six  to  eight  weeks  to  get  us 
started;  VMC  was  ready  in  two  weeks 
once  the  contract  was  executed." 


Although  neither  VMC  nor  Microsc 
realized  in  the  beginning  how  dynar 
ic  the  testing  process  for  Xbox  wou 
become  as  the  product  grew  rapid 
and  became  a  major  hit,  the  partne 
worked  together  to  build  a  flexibl 
scalable  program  that  could  hand 
Microsoft's  ever-changing  need 
This  included  adding  game  testing 
the  U.K.,  providing  additional  servi 
es  such  as  IT  services  to  support  tr 
launch  of  XboxTM  Live,  and  localiz 
tion  testing  for  various  language-sp 
cific  game  titles. 

"VMC  has  established  a  relationsh 
with  Microsoft  that  epitomizes  ever 
thing  that  is  great  about  outsourcing 
says  VMC's  Chief  Operating  Off  ic 
Glenn  Hoogerwerf.  "We  have  helps 
them  reduce  the  operating  costs 
the  Xbox  program,  improved  the  foci 
for  their  internal  programs,  provide 
access  to  game-testing  expertise  ar 
abilities,  and  reduced  Microsoft's  ri: 
for.  the  overall  program.  Our  relatio 
ship  is  a  shining  example  of  what  oi 
sourcing  should  be  for  everyone  - 
two  organizations  excelling  at  wh 
they  both  do  best,  to  produce  a  sup 
rior  product." 

The  VMC-Microsoft  relationship  w; 
a  finalist  for  the  Outsourcing  Centei 
2004  Outsourcing  Excellence  Award 
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ADP  introduces  one  really  smart  investment  - 
Comprehensive  Outsourcing  Services  (COS) 


COS  is  ADP's  total  back-office-to-front-office  BPO  solution;  designed  to  give 
large  businesses  such  as  yours  a  competitive  edge.  With  ADP's  domain  expertise  and 
a  proven  track  record  spanning  50  years,  you  can  count  on  us  to  be  there  for  your 
business  today,  tomorrow  and  well  into  the  future.  Plus,  no  one  else  offers  as  wide  a 
range  of  services  as  ADP  -  payroll,  benefits,  human  resource  management,  time  & 
labor  management,  tax  filing  and  much  more.  That's  why  businesses  across  26 
countries  choose  ADP  for  their  HR  outsourcing  needs.  When  it  comes  to  cost 
savings,  financial  stability  and  a  company  you  can  rely  on,  it  all  adds  up  to  ADP. 


1-800- CALL- ADP  www.adp.com 


HR  Information  Management  •  Benefit  Administration  •  Smalt  Business  Services  •  Payroll  Services 
Fax  &  Compliance  Management  •  Tirrie  &  Labor  Management  •  Professional  Employer  Organization 


The  ADP  Logo  is  a  registered  trademark  of  ADP  of  North  America,  Inc. 
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^priternational  and 
Corporation  International 
sis  Based  on  Partner  Model 


Service  Corporation  International 
(SCI),  the  largest  provider  of 
funeral,  cremation  and  ceme- 
tery services  in  North  America, 
began  outsourcing  its  finance  and 
accounting  services  for  funeral  and 
cemetery  trusts  in  2001.  Although  the 
company  saw  the  advantages  of  out- 
sourcing from  the  beginning,  the 
dynamics  of  its  first  vendor  relation- 
ship were  such  that  SCI  saw  the  need 
for  a  change. 

"In  our  initial  outsourcing  relation- 
ship, it  was  difficult  to  get  beyond  the 
'client-vendor'  mode  to  develop  a  feel- 
ing of  partnership,"  says  Sara  Beaves, 
managing  director,  Trust  Administration 
Department,  SCI.  "Establishing  a  real 
partnering  relationship  with  the  new 
outsource  provider  was  of  paramount 
importance." 

SCI  continued  to  outsource,  despite 
its  initial  experience,  based  on  a  num- 
ber of  factors,  including  a  cost  savings 
of  35%  over  maintaining  the  service 
in-house.  There  were  also  significant 
staffing  challenges.  SCI  recognized 
that  attracting  and  retaining  a  core  staff 
of  quality,  motivated  professionals 
would  be  critical  to  maintaining  trust 
administration.  At  the  same  time,  there 
was  limited  upward  career  mobility  for 
those  professionals  within  the  compa- 
ny. By  turning  to  an  outsource  provider 
that  specialized  in  finance  and  account- 
ing, SCI  could  avail  itself  of  the  other's 
expertise  and  offer  a  challenging  career 
path  to  SCI  staff  hired  by  the  outsourc- 
ing provider. 

Outsource  Partners  International 
(OPI)  provides  services  with  approxi- 
mately 220  people,  160  in  the  U.S.  and 
60  in  Bangalore,  India.  These  include 
filing  more  than  1,200  state  annual 
reports,  maintaining  compliance  in 


more  than  40  states,  monthly  deposits 
and  withdrawals  between  more  than 
1,300  trust  accounts,  and  more  than 
3,000  monthly  account  reconciliations 
for  more  than  1.4  million  contracts  and 
$2.4  billion  in  trust  assets. 

"The  success  of  the  relationship  is 
based  upon  a  level  of  trust  and  cooper- 
ation, rather  than  simply  a  customer- 
supplier  dynamic,"  Beaves  says.  "Early 
in  the  engagement,  OPI  realized  that 
its  original  plan  for  the  first  year  of  the 
contract  would  negatively  impact 
SCI's  implementation  of  a  new  soft- 
ware package.  OPI  raised  its  concerns 


with  us,  and  we  worked  together  on 
an  alternative  solution.  Although  the 
alternative  plan  was  not  economically 
beneficial  to  OPI,  OPI  realized  that  it 
was  the  most  prudent  course  of 
action  for  both  companies." 

Beaves  says  technology  innovation 
has  also  played  an  important  role  in 
the  outsourcing  partnership.  OPI  cus- 
tomized process  solutions  for  SCI,  uti- 
lizing technology  solutions  such  as 
document  imaging  and  Web-enabled 
workflows  to  improve  SCI's  process- 
es. A  key  consideration  for  SCI  was 
the  fact  that  OPI's  facility  in  India  is 
ISO  9001 :2000  certified,  supported  by 
state-of-the-art  redundancy  and  secu- 
rity. OPI's  model,  which  is  platform 
independent,  also  allowed  SCI  the 
ability  to  leverage  its  existing  systems 
and  investment  in  technology,  further 
contributing  to  cost  savings. 

"We    maintain    open  dialogue 


between  the  two  companies,  reinfo 
ing  the  concept  of  partnership,"  sa 
Clarence  T.  Schmitz,  chairman  a 
chief  executive  officer  of  OPI.  "In  ad 
tion  to  weekly  operating  committ 
meetings,  we  also  convene  a  montl1 
management  committee  to  discu 
the  progress  of  the  relationship,  OF 
performance  against  contracti 
requirements,  and  to  plan  the  stra 
gic  direction  of  the  trust  departmei 
The  recognition  that  neither  party  c 
be  successful  without  the  cooperati 
of  the  other  is  pivotal  —  a  relations!" 
style  that  establishes  a  partnership 
address  challenges  together." 

As  a  tribute  to  the  success  of  th 
outsourcing  relationship,  OPI  and  S 
have  been  selected  as  finalisi 
out  of  100  nominations,  for  the  20' 
Outsourcing  Excellence  Awards  in  t 
Best  First  Steps  category. 


Before  IKON  Office  Solutio 
became  one  of  the  giar 
of  the  document  manac 
ment  systems  and  servic 
industry,  it  was  part  of  a  sprawlii 
holding  company  with  roots  datii 
back  to  the  1960s.  After  a  nan 
change  in  1997,  IKON  began  tl 
process  of  operational  and  cultu 
change  required  to  transform  its* 
from  a  largely  decentralized  holdn 
company  of  more  than  450  acqui 
tions  into  an  integrated  operatii 
company.  It  is  now  the  work 
largest  independent  channel  for  dc 
ument  management  systems  ai 
services,  with  fiscal  2003  revenu> 
of  $4.7  billion  and  approximately  60 
locations  throughout  North  Ameri 
and  Europe. 

"As  a  holding  company,  IKON  proce 
sed  payroll  in  over  140  differe 
locations,  most  of  them  operating  « 


ADP  Provides  IKON  With 

"Best  in  Class"  Payroll  Servic 


•  Customized  solutions  designed  to  meet  specific  client  needs 

•  Standards  and  processes  that  are  fully  compliant  with 
Sarbanes-Oxley 

•  A  U.S. -based  firm  that  owns  and  operates  its  own  offshore 
service  center 

•  Onsite/off shore  delivery  model  mitigates  concerns  about 
loss  of  control 

•  A  proven  track  record  of  success 

•  Highest  standards  of  data  security,  redundancy  and 
disaster  recovery 

•  ISO  9001:2000  certified  processes 

•  Customized,  web-enabled  dashboard  to  monitor  service 
levels  in  real  time 

•  Facilities  in  both  U.S.  and  India,  shortening  the  delivery 
time  of  data  to  the  client 


Having  the 
right  partner 
will  provide  the 
winning  edge. 


Outsource  Partners  International  is 
the  largest  professional  services  firm 
dedicated  solely  to  providing  finance 
&  accounting  outsourcing  services. 
OPI  is  the  successor  to  the  Business 
Process  Outsourcing  Division  of  a 
Big  Four  accounting  firm.  Our  heritage 
continues  to  attract  experienced, 
highly  competent  professionals, 
typically  veterans  of  the  Big  Four. 

Clients  outsource  to  OPI  in  order 
to  substantially  reduce  costs  and 
improve  the  timeliness  and  reliability 
of  information.  Working  with  our 
team  of  professionals,  clients  on 
average  realize  a  cost  savings  of  25  to 
50  percent  through  outsourcing  versus 
their  own  internal  labor  costs-even 
more  when  internal  infrastructure  cost 
savings  are  considered. 


Transforming  Finance 
&  Accounting  Operations 


A  fee  Outsource 
f    yj\  Partners 
^Zf/  International 

Los  Angeles 
New  York 
Bangalore 

Chicago 

Dallas 

Houston 

Washington,  O.C. 
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independent  ADP  systems,"  says  Donna 
Y.  Wood,  director  of  the  IKON  Shared 
Service  Center  in  Macon,  Ga.  "Because 
ADP  was  already  our  largest  payroll 
provider,  it  was  the  best-suited  outsourc- 
ing company  to  assist  IKON  in  the  trans- 
formation from  a  holding  company  to  an 
operating  company.  They  partnered  with 
us  in  the  centralization  of  payroll,  as  well 
as  in  standardizing  those  140  different 
payrolls  to  a  common  payroll  platform 
and  to  a  standard  pay  frequency." 

ADP  handles  payroll  processing, 
payroll  tax  and  garnishment  administra- 
tion for  IKON's  approximately  27000 
U.S.  employees  in  49  states  and  is 
implementing  the  ADP  Time  &  Labor 
Management  system,  a  suite  of  auto- 
mated time  and  labor  management  solu- 
tions that  saves  payroll  preparation  time, 
increases  payroll  accuracy  and  provides 
valuable  reports  that  keep  operations 
efficient  and  streamlined. 

"Given  the  complexity  of  our  payroll 
—  the  requirements  for  compliance 
with  federal  and  state  tax  codes  and 
regulations  and  for  business  continuity 
planning  —  it  would  be  extremely  diffi- 
cult and  costly  to  handle  our  payroll 
internally,"  Wood  says.  "By  partnering 
with  ADP  instead  of  devoting  IKON 
resources  to  payroll,  we  can  focus  on 
our  core  business  while  reducing  costs 
and  improving  our  control  and  compli- 
ance." Indeed,  she  adds,  forming  an 
outsourcing  relationship  with  ADP  has 
allowed  IKON  to  achieve  a  "Best  in 
Class"  payroll  operation. 

"In  the  post  9/11  world,  we  have  all 
been  reminded  of  just  how  critical  busi- 
ness continuity  and  disaster  recovery 


planning  are,"  Wood  says.  "Outsourcing 
our  payroll  to  ADP  provides  a  comfort 
level  that  would  be  costly  to  replicate  in- 
house."  ADP  hosting  provides  protection 
against  downtime,  total  data  recovery, 
data  backup  and  redundant  storage  to 
secure  the  critical  payroll  function. 

ADP's  traditional  and  Internet-based 
integrated  HR,  payroll  and  benefits 
administration  outsourcing  solutions 
help  some  500,000  employers  world- 
wide to  staff,  manage,  pay  and  retain 
their  employees.  ADP  is  one  of  the  few 
providers  in  the  market  to  offer  superior 
solutions  that  utilize  the  most  current 
technologies,  from  online  records  man- 
agement to  complete  outsourcing  of  the 
payroll  function. 

"We've  had  a  great  long-term  relation- 
ship with  IKON,"  says  Greg  Secord,  vice 
president,  Marketing  and  Business 
Development,  ADP  National  Account 
Services  "We  have  ADP  employees 
who  have  worked  on  the  account  for 
more  than  five  years  now,  and  there  is  a 
real  sense  that  they  are  part  of  the  IKON 
family.  When  you  talk  about  outsourcing, 
having  that  kind  of  relationship  —  con- 
sistency, in-depth  knowledge,  service 
delivery  —  is  critical  to  partnering.  It 
takes  the  relationship  to  the  next  level." 
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promote  outsourcing  —  a  single  v€ 
dor  could  strengthen  the  IT  infrastn 
ture  and  reduce  the  cost  of  doi 
business,  which,  in  the  case 
Minneapolis,  was  by  as  much  as  $ 
million  over  seven  years. 

"It  really  was  a  very  drastic  culti 
change  involved  in  turning  the  orga 
zation  away  from  a  strictly  technolo 
focus  to  become  more  of  a  busine 
consultancy  or  IS  service  provider  tr 
leverages  technology,"  Kaiser  sa< 
"There  were  also  the  matters 
changing  the  way  government  do 
business  and  seeking  the  cooperati 
of  our  labor  unions." 

Getting  buy-in  process  from  all  t 
stakeholders  took  nearly  a  year  anc 


Unisys  Delivers  $20  Million  in  Cost 

Reductions  to  City  of  Minneapolis 


When  Karl  Kaiser,  CIO  of 
the  city  of  Minneapolis, 
arrived  on  the  job 
three  years  ago,  he 
discovered  that  60%  of  the  city's  IT 
budget  was  devoted  to  keeping  the 
city's  desktops,  networks  and  help 
desks  up  and  running.  Kaiser  decided 
to  refocus  the  IT  department  to 
become  an  information  services 
provider  rather  than  a  maintenance 
organization  for  multiple  city  agencies. 

Kaiser  had  the  same  compelling 
argument  that  many  other  state  and 
municipal  governments  have  used  to 


half,  but  following  a  competiti 
process  that  included  IBM  Glol 
Services,  the  city  awarded  the  contr; 
to  Unisys  Corporation  in  January  20( 
Under  the  contract,  Unisys  is  prov 
ing  multiple  agencies  with  netwo 
systems,  database  and  data  cen 
administration,  monitoring  and  mi 
agement,  along  with  disaster  recov« 
services.  Unisys  agreed  to  hire  ms 
of  the  affected  employees.  Unis 
took  ownership  of  the  city's  existi 
servers  and  PCs  and  moved  t 
servers  to  one  of  Unisys'  state-of-tk 
art  outsourcing  facilities,  providing 
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added  level  of  security  and  reliability  to 
the  city's  mission-critical  operations. 

"Our  decision  to  outsource  the  main- 
tenance of  our  technology  infrastruc- 
ture is  just  one  of  the  ways  Minneapolis 
is  working  to  deliver  more  streamlined, 
efficient  and  cost-effective  services 
to  our  citizens,"  says  City  Council 
President  Paul  Ostrow.  "It  enables 
us  to  contain  costs,  use  our  tax  dollars 
more  efficiently,  increase  service  levels 
to  city  employees  and  constituents, 
leverage  economies  of  scale  and 
gain  access  to  additional  skills  and 
resources.  Unisys  stood  out  as  the  part- 
ner best  able  to  provide  the  city,  its 
employees  and  our  citizens  with  a 
secure,  reliable,  state-of-the-art  solution 


that  furthers  our  vision  of  making 
Minneapolis  a  world-class  virtual  city, 
serving  the  public  24  hours  a  day,  seven 
days  a  week,  365  days  a  year." 

Unisys  manages  and  supports'  approx- 
imately 2,700  desktops,  in  addition  to 
more  than  100  servers,  providing  serv- 
ices that  include  service  desk,  software 
support  and  remedial  maintenance  for 
desktop  and  laptop  systems,  personal 
digital  assistants  and  peripherals.  A 
dedicated  Unisys  program  manage- 
ment office,  providing  an  on-site  single 
point  of  contact  and  responsibility  for 
client  service  requirements,  coordi- 
nates delivery  of  the  services. 

"Unisys  shares  the  city  of  Minneapolis' 
commitment  to  provide  its  citizens  and 


employees  with  high-quality,  eas 
accessible  services,"  says  Everett  Dy« 
vice  president,  Infrastructure  Manage 
Services,  Unisys  Global  Infrastructu 
Services.  "By  delivering  value-added 
outsourcing  services  based  on  innovath 
best  practices,  we  can  help  the  city 
Minneapolis  become  a  model  for  oth 
cities  in  leveraging  IT  infrastructure  f 
operational  efficiency  and  public  service 
The  partnership  between  the  city 
Minneapolis  and  Unisys  recently  r 
ceived  the  Outsourcing  Center's  20( 
Outsourcing  Excellence  Award  in  tr 
"Best  First  Steps"  category,  recognizir 
outstanding  fundamental  steps  in  stru 
turing  an  outsourcing  relationship  f 
highly  effective  business  outcomes. 


2004  Outsourcing  Excellence  Awards 


Best  First  Steps 

Buyer:  City  of  Minneapolis 

Provider:  Unisys  Corporation 

This  relationship  is  a  trendsetter  in 
the  U.S.  public  sector.  The  city  has 
divested  itself  of  its  entire  IT  element 
of  business,  giving  ownership  of 
equipment  and  processes  to  Unisys. 
Outsourcing  freed  the  city  from  the 
burden  of  managing  IT  with  frequent 
extended  outages  and  achieved  a 
multimillion-dollar  cost  avoidance  for 
necessary  technology.  Now  leverag- 
ing Unisys'  resources  to  increase 
eGovernment  benefits  to  its  citizens, 
Minneapolis  is  on  the  way  to  becom- 
ing a  world-class  virtual  city. 

Best  Refreshed  Relationship 
Buyer:  Entergy  Services  Inc. 
Provider  SAIC 

Driven  by  a  need  to  gain  flexibility  in 
positioning  the  company  to  respond 
to  changing  market  conditions 
because  of  deregulation  in  the  U.S. 
electric  power  industry,  Entergy  out- 
sourced a  wide  array  of  IT  infrastruc- 
ture and  processes.  In  SAIC.  it 
gained  a  partner  with  the  expertise 
to  transition  the  company  to  a  com- 
petitive marketplace.  Together,  they 
have  been  able  to  address  IT  cost- 
management  targets  while  achieving 


world-class  performance  and  consis- 
tent top-ranking  customer  satisfac- 
tion levels. 

Most  Collaborative  Relationship 
Buyer:  AAA 
Provider:  EDS 

Two  companies  with  strengths  in  cus- 
tomer service  have  partnered  to  pro- 
vide world-class  call-center  services 
in  connection  with  AAA's  roadside 
assistance  programs  for  commercial 
accounts.  This  win-win-win  outsourc- 
ing arrangement  delivers  top  cus- 
tomer satisfaction  scores  through  JD 
Power  and  Maritz  every  year,  and 
EDS  and  AAA  continue  to  routinely 
work  together  to  create  value-added 
services  for  AAA's  customers.  This 
strategic  outsourcing  relationship  has 
allowed  also  AAA  to  take  advantage 
of  additional  market  opportunities. 

Best  Process  Improvement 
Buyer  E&J  Gallo  Winery 
Provider:  CompuCom  Systems, 
Inc. 

Gallo  outsourced  a  large  portion  of  its 
IT  services  so  it  could  focus  on  wine- 
making  and  distribution.  CompuCom's 
best  practices  and  methodology 
reduced  the  winery's  total  cost  of 
ownership  by  45%,  mean  time  to 


repair  improved  by  95%,  and  end-      strategic  impact  that  a  manufacturer 


user  satisfaction  rates  rose  dramati- 
cally. This  partnership  is  the  model  at 
CompuCom  as  the  ideal  to  strive  for 
in  client  relationships.  Gallo  invests 
the  cost  savings  in  projects  that 
increase  its  market  share  and  distri- 
bution capabilities. 

Most  Innovative  Value  Creation 
Buyer:  University  of  Florida 
Provider:  Follett  Higher 
Education  Group 

Seeking  a  partner  to  take  them  to  the 
next  level  of  retailing,  the  university 
outsourced  its  bookstore  operations 
to  Follett.  The  parties'  risk/reward 
approach  to  outsourcing  achieved 
significant  cost  avoidance  for  the  uni- 
versity in  construction  of  several 
world-class  facilities.  With  contractu- 
al incentives  for  innovative  ideas, 
they  have  together  created  value- 
added  bookstore  services  and  online 
resources  for  students,  faculty  and 
alumni. 

Most  Transformational 
Relationship 

Buyer  Michelin  North  America 
Provider  TNT  Logistics  North 
America 

This  outsourcing  relationship,  says 
Michelin,  approaches  the  most  ideai 


could  hope  for.  Prominent  among 
Michelin's  benefits  from  outsourcing 
its  warehousing  and  distribution 
processes  to  TNT  are  long-term  liabi 
ity  reduction,  improved  return-on- 
assets,  dramatically  increased  cash 
flow  and  capital  avoidance  for  a  sup 
ply  chain/logistics  network  redesign 
As  a  result  of  operational  cost-down 
and  increased  cash  flow,  the  tire 
manufacturer  was  able  to  expand 
and  invest  in  new  areas  and  achieve 
increased  cost-competitiveness. 

Best  Partnership 
Buyer  Owens  &  Minor,  Inc. 
Provider:  Perot  Systems 
Corporation 

Owens  &  Minor's  ieading  position  in 
its  marketplace  is  defined  in  large 
part  by  innovative  technology 
enhancing  its  distribution  of  medical 
supplies.  With  its  IT  organization 
slowly  imploding,  O&M  outsourced 
to  Perot  in  1998.  Since  then,  its 
stock  price  has  doubled,  and  in  2002 
the  company  was  ranked  number  1 
in  InformationWeek  500,  a  list  of 
the  most  innovative  users  of  IT  in 
the  U.S.  Perot  Systems  is  O&M's 
partner  in  developing  and  implemen 
ing  the  technology. 


COMPANIES  THAT 
THOUGHT  THEY 
COULDN'T  AFFORD  SAP 


You  don't  have  to  be  big  to  think  big.  Or  to  run  SAP.'  With  a  variety  of  solutions  for  small  and  midsize  businesses, 
SAP  is  an  affordable  choice  for  growing  companies.  Working  with  partners  experienced  in  your  industry,  SAP  can 
deliver  scalable  solutions  to  make  your  business  run  more  efficiently.  And  do  it  faster  than  you  ever  thought 
possible.  Visit  sap.com/value  or  call  800  880  1727  to  see  big  ideas  for  your  company. 


And  the  Winners  are 


Outsouro^  . 
Excellence 

Perot  ^  , 

-^S£S  ^etVca 

Best*101-  finery 

cervices, 

Unisys  i-OTV 


.  Congratulations  to  these  seven  elite  winners  of  thfj 
Outsourcing  Excellence  Awards,  the  industrys  most  pres| 
recognition.  Outsourcing  Center,  along  with  Everest  ( 
Forbes  and  Wharton  Executive  Education,  is  proud  to 
these  leading  organizations  that  demonstrate  the  outst; 
value  achievable  through  strategic  outsourcing. 

relationship  recognized  as  the  best  of  the  best, 

nominations  for  the  2005  Outsourcing  Excellence  Awards. 


Longevity 


Why  the  Rich  Live  Longer 

There's  a  stunning  new  explanation  for  upscale  longevity,  and  it's  quite 
contrary  to  what  the  world's  health  bureaucrats  have  been  telling  us. 


BY  DAN  SELIGMAN 


DNE  OF  THE  GREAT  MYSTERIES 
of  modern  medicine:  Why  do 
rich  people  live  longer  than 
poor  people?  Why  is  it  that,  all 
around  the  world,  those  with 
more  income,  education  and  high-status 
iobs  score  higher  on  various  measures  of 
health?  As  stated  in  a  World  Health 
Organization  pamphlet:  "People  further 
down  the  social  ladder  usually  run  at  least 
twice  the  risk  of  serious  illness  and  prema- 
ture death  of  those  near  the  top." 

The  traditional  answer  to  these  ques- 
tions has  been  that  greater  wealth  and 
social  status  mean  greater  access  to  med- 
ial care.  But  even  ten  years  ago,  when  this 
magazine  last  delved  into  the  topic 
^FORBES,  Jan.  31,  1994),  the  available 
answers  seemed  inadequate.  If  access  was 
the  key,  then  one  would  have 
expected  the  health  gap 
between  upper  and  lower 
:lasses  to  shrink  or  disappear 
with  the  advent  of  programs 
ike  Britain's  National  Health 
Service  and  America's 
Vledicare  and  Medicaid,  not 
to  mention  employer- 
sponsored  health  insurance, 
[n  fact,  the  gap  widened  in 
30th  Britain  and  America  as 
:hese  programs  took  effect, 
rhe  1994  article  cited  a  study 
of  British  civil  servants — all 
(with  equal  access  to  medical 
care  and  other  social  services, 
and  all  working  in  similar 
physical  environments — 
Showing  that  even  within 
idiis  homogeneous  group  the 
higher-status  employees 
(were  healthier:  "Each  civil 
[service  rank  oudived  the  one 
immediately  below."  How 
:ould  this  be? 

Today    the  standard 


answer — or,  at  least,  the  answer  you  are 
guaranteed  to  get  from  the  WHO  and 
other  large  health  bureaucracies — is  that 
inequality  itself  is  the  killer.  The  argument 
is  that  low  status  translates  into  insecurity, 
stress  and  anxiety,  all  of  which  increases 
susceptibility  to  disease.  This  psychosocial 
case  is  lengthily  elaborated  in  Social  Deter- 
minants of  Health,  a  1999  publication  col- 
lectively created  by  22  medical  specialists 
and  endorsed  by  the  WHO.  "Is  it  plausi- 
ble," the  book  asks  at  one  point,  "that  the 
organization  of  work,  degree  of  social  iso- 
lation and  sense  of  control  over  life  could 
affect  the  likelihood  of  developing  and 
dying  from  chronic  diseases  such  as  dia- 
betes and  cardiovascular  disease?"  The 
authors'  answer  is  a  resounding  yes.  Push- 
ing their  case  to  the  outer  limits,  the 


authors  supply  data  indicating  that  in  the 
world  of  African  wild  baboons,  those  who 
are  socially  dominant  tend  to  be  most 
healthy  (as  mainly  evidenced  in  their 
higher  levels  of  good  cholesterol). 

This  revised  standard  answer  has  some 
plausibility,  but  also  some  serious  weak- 
nesses. One  of  its  problems  is  that  we  lack 
serious  comparative  data  on  tension  and 
anxiety  levels  in  low-  and  high-status  jobs. 
It  is  far  from  clear  that  barbers,  elevator  op- 
erators and  lower-level  civil  servants  suffer 
more  tension  than  do  surgeons,  executive 
vice  presidents  and  higher-level  civil  ser- 
vants. Another  problem  is  that  psychosocial 
explanations  don't  tell  us  why  the  health 
gap  would  widen  when  employers  and 
governments  provide  more  health  care. 
Nor  do  they  explain  one  well-known 
source  of  the  health  gap:  the 
notoriously  high  rate  of 
smoking  in  the  low-status 
population. 

An  explanation  not  pre- 
senting these  problems  has 
recently  been  proposed  in 
several  papers  by  two  schol- 
ars long  associated  with  IQ 
studies:  Linda  Gottfredson, 
a  sociologist  based  at  the 
University  of  Delaware,  and 
psychologist  Ian  Deary  of 
the  University  of  Edin- 
burgh. Their  solution  to  the 
age-old  mystery  of  health 
and  status  is  at  once  utterly 
original  and  supremely 
obvious.  The  rich  live 
longer,  they  write,  mainly 
because  the  rich  are  smarter. 
The  argument  rests  on  sev- 
eral different  propositions, 
all  well  documented.  The 
crucial  points  are  that 
(a)  social  status  correlates 
strongly  and  positively  with 
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IQ  and  other  measures  of  intelligence; 
(b)  intelligence  correlates  strongly  with 
"health  literacy,"  the  ability  to  understand 
and  follow  a  prescription  for  disease  pre- 
vention and  treatment;  and  (c)  intelli- 
gence is  also  correlated  with  forward 
planning — which  means  avoidance  of 
health  risks  (including  smoking)  as  they 
are  identified. 

The  first  leg  of  that  argument  has  been 
established  for  many  decades.  In  modern 
developed  countries  IQ  correlates  about 
0.5  with  measures  of  income  and  social 
status — a  figure  telling  us  that  IQ  is  not 
everything  but  also  making  plain  that  it 
powerfully  influences  where  people  end 
up  in  life.  The  mean  IQ  of  Americans  in 
the  Census  Bureau's  "professional  and 
technical"  category  is  111.  The  mean  for 
unskilled  laborers  is  89.  An  American 
whose  IQ  is  in  the  range  between  76  and 
90  (i.e.,  well  below  average)  is  eight  times 
as  likely  to  be  living  in  poverty  as  someone 
whose  IQ  is  over  125. 

Second  leg:  Intelligent  people  tend  to 
be  the  most  knowledgeable  about  health- 
related  issues.  Health  literacy  matters  more 
than  it  used  to.  In  the  past  big  gains  in 
health  and  longevity  were  associated  with 
improvements  in  public  sanitation,  immu- 
nization and  other  initiatives  not  requiring 
decisions  by  ordinary  citizens.  But  today 
the  major  threats  to  health  are  chronic  dis- 
eases^— which,  inescapably,  require  patients 
to  participate  in  the  treatment,  which 
means  in  turn  that  they  need  to  understand 
what's  going  on.  Memorable  sentence  in 


smmsmmm 

Americans  whose  activities  are  "limited"  by 
chronic  disease  are  less  educated  and  poorer 


Education  of  persons 

Did  not  graduate  high  school 
High  school  graduate 
Some  college 

Bachelor's  degree  or  better 

Family  income  of  persons 

Less  than  $20,000 
$20.000-$34,999 
$35,000-$54.999 
$55.000-$74,999 
$75,000  or  more 

Source:  National  Center  for  Health  Statistics. 

hood  IQs  in  Scotland  were  related  to  adult 
health  outcomes.  A  central  finding:  Mor- 
tality rates  were  17%  higher  for  each 
15-point  falloff  in  IQ.  One  reason  for  the 
failure  of  broad-based  access  to  reduce  the 
health  gap  is  that  low-lQ  patients  use  their 
access  inefficiently.  A  Gottfredson  paper  in 
the  January  2004  issue  of  the  Journal  of  Per- 
sonality &  Social  Psychology  cites  a  1993 
study  indicating  that  more  than  half  of  the 
1.8  billion  prescriptions  issued  annually  in 


lem  in  a  mere  22  minutes, 
measures  comprehension  of  th 
labels  on  prescription  vials,  o 
appointment  slips,  of  what  th' 
patient  is  expected  to  do  befor. 
diagnostic  tests,  etc.  The  result 
turn  out  to  be  somewhat  horrify 
ing.  In  a  sample  of  2,659  clini' 
patients  in  two  urban  hospitals 
42%  did  not  understand  th< 
instructions  for  taking  median* 
on  an  empty  stomach,  and  26°/ 
did  not  understand  when  th> 
next  appointment  was  sched 
uled.  The  problem  is  maximize< 
for  patients  with  chronic  ill 
nesses.  Asthma,  diabetes  an< 
hypertension  all  require  patient 
to  make  a  lot  of  decisions  dail 
as  well  as  in  emergencies,  bu 
many  patients  are  simply  not  uj 
to  it.  A  study  cited  in  th- 
Gottfredson-Deary  paper  men 
tions  that  a  high  proportion  o 
insulin-dependent  diabetics  di< 
not  know  how  to  tell  when  thei 
blood  sugar  was  too  high  or  too  low  o 
how  to  get  it  back  to  normal. 

And  then  there  is  the  third  leg  of  th' 
IQ  argument:  the  lifestyle  question 
Smoking,  obesity  and  sedentary  living  ar 
more  prevalent  among  low-statu 
citizens.  A  2001  study  by  the  Centers  fo 
Disease  Control  &  Prevention  found  tha 
college  graduates  are  three  times  as  likel" 
to  live  healthily  as  those  who  never  go 
beyond  high  school.  Not  clear  is  what  th' 


More  than  half  of  doctors'  prescriptions  are  taken  incorrectly. 


the  Gottfredson-Deary  paper  in  the  Feb- 
ruary 2004  issue  of  Current  Directions  in 
Psychological  Science:  "For  better  or  worse, 
people  are  substantially  their  own  primary 
health  care  providers."  The  authors  invite 
you  to  conceptualize  the  role  of  "patient"  as 
having  a  job,  and  argue  that,  as  with  real 
jobs  in  the  workplace,  intelligent  people 
will  learn  what's  needed  more  rapidly,  will 
understand  what's  important  and  what 
isn't  and  will  do  best  at  coping  with 
unforeseen  emergencies. 

It  is  clear  that  a  lot  of  patients  out  there 
are  doing  their  jobs  very  badly.  Deary  was 
coauthor  of  a  2003  studv  in  which  child- 


the  U.S.  are  taken  incorrectly.  The  same 
study  reported  that  10%  of  all  hospitaliza- 
tions resulted  from  patients'  inability  to 
manage  their  drug  therapy.  A  1998  study 
reported  that  almost  30%  of  patients  were 
taking  medications  in  ways  that  seriously 
threatened  their  health.  Noncompliance 
with  doctors'  orders  is  demonstrably  ram- 
pant in  low-income  clinics,  reaching  60% 
in  one  cited  study.  Noncompliance  is  often 
taken  to  signify  a  lack  of  patient  motiva- 
tion, but  it  often  clearly  reflects  a  simple 
failure  to  understand  directions. 

A  new  Test  of  Functional  Health 
Literacy  of  Adults  can  evaluate  the  prob- 


government  can  do  about  this. 

The  data  on  IQ,  social  status  and  healtl 
present  some  huge  conundrums  for  poliq' 
makers.  For  years  Americans  debated  wha 
to  do  for,  and  about,  poor  people  unabl 
to  pay  for  health  care.  Ultimately  the- 
decided  it  simply  had  to  be  paid  for.  Bu 
now,  with  money  ordinarily  not  a  barrier  t« 
medical  care,  we  are  discovering  anothe 
obstacle:  "regimen  complexity."  As  this  fac 
of  life  sinks  in,  the  system  will  be  unde 
pressure  to  find  ways  to  deliver  high-qualir 
care  to  the  low-status  population  mucl 
more  simply,  understandably — and  eco 
nomically.  Not  an  easy  task 


114     FORBES"  June  7,  2 


MICHIGAN 

WHERE  BUSINESS  TAKES  FLIGHT. 


/lichigan  has  attracted  over  10,000  new  business  and 
xpansion  projects  during  the  past  seven  years.  That's 
bout  four  new  projects  for  every  business  day,  more 
nan  any  other  state. 

Ve've  attracted  ail  sorts  of  key  players-including  those 
f  the  2004  Ryder  Cup  Matches,  the  2005  Major  League 
laseball  All-Star  Game  and  Super  Bowl  XL  in  2006. 


michigan.org  j 


What  keeps  them  flying  in?  Maybe  it's  our  great  qual 
of  life  including  three  of  America's  top  ranked  cities  and 
regions  to  live,  work  and  play.  Or  maybe  it's  the  nations 
4th  largest  high  tech  workforce.  Or  the  nations  2nd  ranked 
business  climate,  according  to  Site  Selection  magazine. 
In  any  case,  we've  discovered  that  the  sky's  the  limit. 

Want  to  learn  more  about  how  we  can  help  your  business 
take  off?  Cail  us  at  1.800.946.6829  or  visit  wvw.michjgan.org. 


MICHIGAN 


Technology 


ENERGY 


RESIDENTIAL  Optimal  and  Comverge 
sensors  control  room  temperature  and 
power  usage  on  hot  days.  Other  products 
help  utilities  read  meters  remotely 


INDUSTRIAL  Capstone's  on-site 
turbines  help  protect  sensitive 
equipment  from  power  interruptions 


MICROGRIDS 

Houses,  factories 
and  malls  may 
soon  be  linked  to 
the  same  secure 
power  source. 


POWER  LINE  MANAGEMENT 

National  Grid  flies  a  laser- 
equipped  helicopter  750  feet 
above  cables  to  measure  sags  in 
the  lines  that  could  cause  a 
blackout. 


POWER  LINES  High-tech  cables 
from  companies  like  American 
Superconductor  carry  more  than 
twice  the  power  of  older  cables. 


Smarter  Juice 


Another  megablackout  threatens  to  darken  the 
summer  of  2004.  Innovative  solutions  abound. 
Will  the  industry  choose  to  fund  them? 


BY  ROB  WHERRY 


LAST  MONTH  CALIFORNIA  UTILITY  OFFICIAL! 
began  their  annual  warnings  to  resident: 
about  cutting  back  on  power  usage.  And  ir 
April  a  joint  task  force  finally  released  it: 
report  on  the  causes  of  the  summer  200: 
blackout  that  left  most  of  the  northeasten 
U.S.  sweltering  in  the  dark.  The  committee 
placed  blame  on  several  clumsy  utilities  anc 
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know 


Aetna  Pharmacy 


Now  you  can  clearly 
see  how  your  plan 
benefits  your  business. 

Aetna  introduces  a  more  open  approach 
to  Pharmacy  benefits  management. 
Understanding  the  costs  and  overall 
value  of  your  prescription  drug  plan,  and 
selecting  the  right  company  to  manage 
it  can  be  difficult  and  confusing.  But  it 
doesn't  have  to  be.  Aetna  shares  individual 
price  elements  as  well  as  other  relevant 
cost  and  revenue  information,  so  you  can 
be  confident  that  what  your  company 
is  getting  is  worth  what  you're  paying.  It's 
another  way  Aetna  is  providing  better 
information  to  improve  the  quality  of  our 
benefits  and  services.  To  find  out  more 
about  what  makes  Aetna  the  clear  choice 
in  Pharmacy  management,  call  your 
broker,  Aetna  representative  or  visit  us 
today  at  Aetna.com. 

We  want  you  to  know " 


K  Aetna 


Health 

Dental 

Pharmacy 

Disability 

Long-Term  Care 

Life 


©  2004  Aetna 
exclusions  and 
-200405 


nc.  Plans  are  offered  by  Aetna  Life  Insurance  Company.  Plans  contain 
limitations. 


Technology 

a  weak  transmission  grid.  While  the  task 
force  did  suggest  ways  to  fix  the  problems, 
Secretary  of  Energy  Spencer  Abraham 
left  the  industry  with  these  dire  words: 
"Improvements  are  urgently  needed.  Fail- 
ure to  implement  [the  report's]  recom- 
mendations could  threaten  the  reliability 
of  the  electricity  supply."  In  other  words: 
Get  ready  for  the  lights  to  go  out  again. 

Now,  at  least,  utilities  are  spending 
again  on  transmission,  after  20  years  of 
benign  neglect.  A  recent  poll  of  70  utility 
executives  by  GF  Energy,  a  Washington, 
D.C.  consultancy,  found  that  the  industry 
planned  to  spend  an  additional  $4  billion 
to  $7  billion  annually  over  the  next  five 
years  on  high-voltage  transmission. 
That's  not  much,  but  it's  a  start.  "The  grid 
has  been  overlooked,"  says  Maurice  Gun- 
derson,  cofounder  of  $250  million 
(assets)  energy  venture  firm  Nth  Power. 
"We  have  to  catch  up." 

The  companies  below  think  they  have 
some  solutions.  These  small  outfits — sev- 
eral trade  publicly — make  products  that 
when  installed  at  different  points  along 
the  grid  system,  can  help  a  utility  move 
power  efficiently,  save  consumers  money 
and  alleviate  strain  on  the  grid. 

Software  Optimal  Tech- 
nologies' SmartGrid  adds 
brains  to  wires.  Its  algorithms 
feed  off  data  transmitted  wire- 
lessly  or  through  the  Web  from  hardware 
scattered  across  the  grid.  A  system  opera- 
tor can  see  pockets  of  heavy  demand  like 
air  conditioners  on  a  hot  summer  day,  out- 
ages, congestion  or  tripped  circuits  at  a 
substation.  The  software  then  determines 
how  the  grid  should  react  by,  say,  rerouting 
power  over  a  less  congested  line  or  by  trig- 
gering back-up  systems.  It  can  also  predict 
possible  hot  spots,  helping  the  utility 
decide  where  to  situate  new  infrastructure. 
The  most  basic  system  starts  at  $75,000. 

Cables  A  frequent  cause  of  outages  is 
power-line  sag.  The  cables  get  hot,  expand 
and  short  out  against  an  errant  tree 
branch.  Last  year  Composite  Technology 
Corp.  began  marketing  a  stronger  cable 
consisting  of  aluminum  threads  that  sur- 
round a  carbon-and-glass-fiber  core. 
Utilities  traditionally  use  two  types  of 


cables:  copper  and  aluminum 
j  with  a  steel  core.  CTC's  com- 
posite-core cable,  says  the 
company,  carries  twice  the 
power  of  traditional  aluminum 
cables  and  is  25%  stronger  and  only  a 
fourth  as  heavy.  It's  also  cheaper — 
$90,000  a'mile  rather  than  $550,000.  The 
savings  hinge  on  not  having  to  construct 
new  steel  towers  to  carry  the  weight  of 
additional  aluminum  cables  to  meet 
demand. 

American  Superconductor  helps 
make  a  copper-core  cable  that's  wrapped 
by  two  layers  of  superconducting  wire. 
Liquid  nitrogen,  a  cheaper  alternative  to 
traditional  oil  coolant,  courses  around  the 
wire  to  keep  it  from  overheating.  The 
coolant  is  40  cents  a  gallon  compared 
with  $3.20  for  oil.  The  cable  can  carry 
three  to  five  times  the  power  of  compara- 
ble copper  lines. 

Power  Lines  National 
Grid,  one  of  the  nation's 
largest  owners  of  transmission 
lines,  uses  a  helicopter-borne  laser 
that,  flying  at  750  feet,  emits  50,000  pulses 
per  second  toward  the  towers  and  lines 
below  and  takes  6  million  measurements 
per  mile.  An  onboard  computer  records 
the  data  and  translates  them  into  an  illus- 
tration of  the  power  line.  National  Grid 
can  calculate  to  the  inch  how  much  sag 
the  line  has  and  how  much  it  might  drop 
on  a  hot  summer's  day.  The  company 
estimates  the  technology  will  save  it  $1.8 
million  in  the  next  five  years. 

Transformers  More  than  $200  bil- 
lion worth  of  huge  and  heavy  trans- 
former boxes  are  laid  out  across  U.S.  grid 
systems,  helping  to  increase  generator 
voltage  for  transmission,  or  step  it  down 
at  the  other  end.  (Most  of  the  nation's 
transformers  are  celebrating  their  40th 
birthday.)  Internal  temperatures  can 
reach  150  degrees  or  more,  so  they're 
cooled  and  insulated  with  oil.  Utilities 
spot  trouble  with  these  devices  by  mea- 
suring the  level  of  eight  gases,  including 
methane  and  carbon  dioxide, 
that  form  when  the  oil's 
hydrocarbons  start  to  break 
down.  Typically,  this  proce- 


dure is  done  once  a  year. 

Serveron  of  Hillsboro,  Ore.  sells  a  mir 
gas  chromatograph  that  mounts  beside 
transformer,  sampling  the  internal  gase 
every  four  hours.  It  sends  the  data  wire 
lessly  to  operators  who  can  distinguish  b 
tween  innocent  anomalies  resulting  fron 
weather  and  signs  indicating  the  brewin 
of  real  trouble.  Each  TrueGas  produc 
costs  $33,500  plus  $3,000  per  year  for  dat 
gathering — cheaper  than  replacing  a  trans 
former  at  up  to  $5  million.  The  compan 
just  raised  $9  million  in  venture  capital. 

Meters  utilities  are  using 

wireless  meters  to  monitor 
home  power  use  remotely. 
Optimal  Technologies  has 
created  wireless  sensors  called 
Modbots  that  plug  into  electrical  outlel 
and  connect  with  appliances  or  lightin 
systems.  They  relay  information — roort 
temperature,  motion,  lighting,  power  an 
voltage — back  to  a  central  hub.  If  the  $6 
Modbot  notices  no  one  is  around,  it  ma 
turn  off  an  air  conditioner  or  the  lights. 

Maximum  Performance  Group  make 
a  similar  product  for  clients  like  the  PC 
Richard  &  Son  electronics  and  applianc 
chain  in  New  York  City.  It  can  sense  dimir 
ishing  daylight  and  turn  on  outsid 
signage  or  set  off  an  alarm  the  instant  a 
HVAC  system  kicks  out. 

Comverge,  based  in  East  Hanover,  N.) 
has  an  experimental  load-managemer 
project  under  way  in  Utah.  The  compan 
has  installed  devices  on  hundreds  of  res. 
dential  air  conditioners.  If  the  local  utilit 
needs  megawatts  on  a  hot  summer  da' 
Comverge  can  ratchet  down  compressoi 
without  homeowners  knowing. 

Distributed  Generation  Th 

blackout  put  a  lot  more  oomp 
behind  the  idea  of  creatin 
W  power  directly  on  the  factor 
'  floor.  Capstone  Turbine  Cor] 
makes  low-pollution  natural  g£ 
turbines  of  30  to  200  kilowatts  who 
excess  juice  can  be  sold  back  to  the  utilit 
Recently  a  project  in  Vermont  used 
"microgrid"  that  links  residential  an 
commercial  buildings  into  one  system  t 
shield  them  from  a  massive  blackout  c 
power  interruption. 
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WARNING:  May  cause  film  lovers  to  drool, 
have  bouts  of  ecstasy  and  go  completely  gaga. 


Consider  this  your  first  warning  —  the  new 
ton  EOS  ELAN  7n/7ne  is  here.  The  film 

lera  that  gives  photographers  the  speed, 
|jracy  and  reliability  they've  been  craving. 
(   The  EOS  ELAN  7n/7ne  has  the  fastest 
ofocus  in  its  class?  The  new  backlit  display 

Canon's  exclusive  Whisper  Drive  technology 

built  into  its  luxurious  metal  exterior,  taking 

r  photography  to  the  next  level. 
L  The  ELAN  7n/7ne  also  features  high-speed, 
|>  continuous  shooting,  1/4000'1'  sec  top  shutter 
Id  and  1 1  shooting  modes  which,  along  with  its 
custom  functions,  make  it  unusually  responsive. 


In  fact,  its  7-point  wide  area  autofocus  uses  AF 
technology  similar  to  the  Canon  EOS-lv  and 
EOS-3,  allowing  you  to  track  a  moving  subject  with 
astonishing  accuracy. 

And  the  ELAN  7ne's  exclusive  Eye  Control 
system  reads  your  eye  movements  to  q 
pick  the  focus  point  automatically  as  eve  control 
you  scan  the  scene,  giving  you  a  level  of  control 
unseen  in  other  cameras  in  this  class. 

For  fast,  accurate  control  under  the  most 
difficult  lighting  conditions,  the  ELAN  7n/7ne 
features  35-zone  evaluative  metering,  new 
distance-based  E-TTL  II  flash  metering  and  is 


fully  compatible  with  all  EOS  accessories  and 
EF  lenses.  The  extraordinary  ELAN  7n/7ne. 
Incredibly  fast.  Remarkably  sophisticated. 
Handle  with  care. 


Canon 


KNOW  HOW 


EOS  ELAN  7n  /  7ne  ■  EOS  EF  Lenses 


I  Canon  U.S.A.,  Inc.  Canon,  EOS  and  Canon  Know  How  are  registered  trademarks  ol  Canon  Inc.  Visit  us  at  www..canoneos.com  or  call  1-800-OK-CANON.  'As  of  February  2004 
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by  Stephen  Manes 


Low-Carb  Laptops 


THE  FLIGHT  ATTENDANT  LOOKS  IN  MY  DIRECTION  AND 
says,  "That's  the  smallest  one  I've  ever  seen."  We 
glance  down  at  my  tray  table  and  I  nod  in  agreement: 
For  years  I've  been  carrying  the  lightest  laptops  I  can 
find.  Now  the  odds  of  your  hearing  those  dreaded 
words  are  getting  higher.  Ultralight  notebooks,  long  the  rage  in 
Asia,  are  beginning  to  catch  on  here. 

But  as  with  dieting,  it's  possible  to  go  too  far.  Exhibit  A: 
Sony's  almost  unimaginably  skinny  new  VGN-X505ZP,  whose 
elegant  1.85-pound  nickel-carbon-composite  body  tapers  from 
.83  inches  to  a  razor-thin  .38.  Alas,  in  a  world  with  better  alter- 
natives only  slightly  more  zaftig,  the  X505  seems  more  anorexic 
than  beautiful — particularly  at 
the  supermodel  price  of  $3,000. 

If  you're  seduced  by  the 
X505's  fashion  value,  you'll  find 
it  more  usable  than  its  looks 
might  suggest.  The  flat  keys  are 
surprisingly  easy  to  type  on 
(though  the  space  bar  is  a  bit  too 
small)  and  the  10.4-inch  screen 
is  bright  and  highly  readable. 

But  the  X505's  designers 
have  cut  out  muscle  as  well  as  fat.  You  get  two  USB  ports  and 
one  FireWire  outlet,  but  to  use  a  standard  Ethernet  port  or  to 
connect  a  monitor,  you  have  to  attach  an  easy-to-lose, 
nonstandard  adapter.  Instead  of  built-in  Wi-Fi,  the 
X505  comes  with  a  Wireless-G  PC  Card  version  that 
hogs  the  lone  slot.  In  one  more  unpleasant  networking 
surprise,  Sony  entirely  omits  the  modem.  Disk  drives 
are  optional.  And  with  a  plug-in  Wi-Fi  device,  the  pro- 
totype I  tried  could  play  Internet  radio  in  my  no- 
power-saving  merengue  test  for  just  109  minutes. 

If  you  can  abide  a  few  more  millimeters  of  thick- 
ness and  a  couple  of  ounces  more  weight,  Sharp's  new 
Actius  MM20  should  fill  the  bill  for  half  the  price. 
Instead  of  the  1.10-gigahertz  Pentium  M  in  the  Sony,  it 
uses  Transmeta's  new  1 -gigahertz  Efficeon  processor, 
but  you  likely  won't  notice  that  it's  somewhat  slower. 

The  MM20  puts  Wi-Fi  (G  variety)  in  the  case  along 
with  a  standard  Ethernet  jack  and  two  USB  ports  (but 
not  FireWire).  It  comes  with  a  PC  Card  modem  that 
requires  its  own  annoying  adapter;  you  need  to  use  a 
similar  adapter  to  connect  a  display  other  than  the 
good  built-in  10.4-incher. 

A  charging  cradle  connects  to  a  bigger  computer  via 
USB  and  lets  that  machine  treat  the  Actius'  hard  drive  as 


Subnotebooks  are 
still  losing  weight. 
But  some  seem 
more  anorexic 
than  beautiful. 


one  of  its  own.  Somewhat  rudi 
mentary  software  can  synch  fok 
ers  on  the  Actius  with  those  oi 
the  mothership.  An  optional  ex 
ternal  DVD/CD-RW  combo  driv 
goes  for  $99  after  rebate. 

A  switch  near  the  keyboan 
can  change  the  MM20's  operat 
ing  mode  from  "normal"  t< 
"mobile"  for  longer  battery  life 
but  it  cuts  the  processor's  speet 
roughly  in  half,  dims  the  screei 
unacceptably  and  turns  out  not  to  matter  much.  With  th 
screen  at  its  brightest,  the  MM20's  little  battery  managed  9 
minutes  at  normal  speed,  96  at  half.  Sharp  offers  a  $200  batter 
with  three  times  the  life,  but  it  weighs  14  ounces  instead  of  5. 

The  MM20's  slightly  cramped  keyboard  has  one  glarin 
problem:  arrow  keys  arranged  in  a  backward  L  instead  of  th 
standard  T  formation.  The  touchpad  is  somewhat  twitchy.  Bu 
the  $1,500  price  makes  the  MM20  a  pretty  good  ultralight  deal 
If  you're  willing  to  lug  2.75  pounds  around,  consider  IBM: 
ThinkPad  X40,  justly  hailed  for  its  12-inch  screen  and  the  nearl 
normal-width  keys  of  its  keyboard — though  I  find  its  undersiz 
backspace  key  a  pain.  Wi-Fi  (the  slower  B  version  in  the  cheap 
est  models),  modem,  Ethernet,  video  and  two  USB  ports  ar 


Sony  X50! 
ultraligh 
ultrathii 
ultraprice 
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reach 


AVAVA 

a  higher  plane 
of  communication 


/HEN  TAKING  YOUR  COMPANY  on  the 
3  telephony  road,  the  right  traveling 
ompanion  is  essential.  Avaya  Global 
ervices  will  not  only  get  you  going  in  the 
ght  direction,  but  we'll  guide  you  the 
hole  way.  For  starters,  we  develop  a 
omprehensive  network  plan  that  includes 

a  multivendor,  multitechnology  IP  readiness 
assessment.  This  tells  us  what  we  need  to 
know  to  help  you  avoid  surprises  during 
implementation  and  maximize  security. 
We'll  get  you  up  and  running  easily  and 
seamlessly.  And  you  can  continue  to  count 
on  Avaya  Global  Services  to  manage  and 

constantly  monitor  your  entire  network, 
using  EXPERT  Systems5"  Diagnostic 
Tools,  for  example,  that  remotely  resolve 
96%  of  all  system  alarms*  Go  with  Avaya, 
and  your  competitors  will  be  eating  your 
dust.  Visit  www.avaya.com/sidecar  or 
call  866-GO  AVAYA. 

IP  Telephony                           Contact  Centers                   Unified  Communication 

Services 

With 

AVAYA  GLOBAL  SERVICES 

at  your  side,  migration  to  IP  telephony  ean  he  a 

SMOOOOTH  RIDE 


lied  by  &  or  "*  are  trademarks  of  Avaya  Inc.  and  may  be  registered  in  certain  jurisdictions  Ail  olher  trademarks  are  the  property  ol  their  respective  owners. 
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CC  35th  World  Congress 

-9  June  2004 


Standing  up  for  the 
global  economy 

Business  •  Trade  •  Development 

"As  business  people,  it  is  our 
responsibility  to  stand  up  for 
the  global  economy.  As  the 
creators  of  wealth,  we  must 
show  by  example  how  the 
benefits  of  an  integrated  world 
economy  can  be  harnessed  for 
the  good  of  companies  and 
people  and  local  economics 
everywhere J 


Some  of  the  world's  m 
influential  business  le 
ICC  members  from  m 
than  60  countries,  will 
gathering  in  Marrakes 
6-9  June  for  the  35th  I 
World  Congress. 


Taking  place  only  two 
before  the  G8  Summit  i 
Island,  one  month  after 
accession  to  the  EU  of 
new  member  countries 
on  the- tenth  anniversar 
the  creation  in  Marrake 
the  WTO,  the  congress 
be  an  important  occasi 
for  business  leaders  to 
come  together  and  ma 
decisions  about  the  futi 
shape  of  the  world 
economy. 


Jean-Rene  Fourtou 

ICC  Chairman,  Chairman  and  C 


For  further  information, 
www.iccwbo.org/cona 


Media  Partner 


ional  Chamber  of  Commerce 

justness  organization 
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Duilt  in,  along  with  PC  and  SD  card  slots, 
?ut  no  Fire-Wire  or  optical  drive.  The 
standard  battery  managed  122  minutes. 
BM  offers  a  wide  range  of  models,  with 
?rices  as  low  as  $  1 ,599  for  a  machine  with 
he  512MB  of  memory  I  recommend. 

But  if  you've  already  decided  to  sacri- 
ke  lightness  for  battery  life,  why  not  get  a 
:omputer  with  an  optical  drive?  One  new 
:andidate:  JVC's  $2,400  MP-XV841  Mobile 
vlini-Note.  At  3.2  pounds  with  DVD/CD- 
IW  combo  drive,  it  includes  Wi-Fi  (G)  and 
ust  about  every  port  you  need,  right  down 
to  a  slot  for  SD  cards,  though  using  a  mon- 
itor requires  an  optional  port  replicator. 

The  big  battery  lasts  a  stunning  four 
tours — in  part  because  it  has  only  256MB 
)f  memory  to  keep  warm.  The  wide 
creen  delivers  good  contrast  and  deep 
)lacks,  but  at  8.9  inches,  it  seems  puny. 
\nd  the  Mini-Note's  great  downfall  is  a 
naddening  keyboard  with  very  small  keys 
ind  the  up-arrow  key  where  the  right  shift 
hould  go. 

Which  brings  us  back  to  Sony,  whose 
.  1  -pound  TR-3  series  starts  at  about  $2, 100 
ind  is  the  successor  to  the  TR-1  I  liked  so 
nuch  last  year  that  I  went  out  and  bought 
me.  The  only  major  drawback  so  far  has 
>een  a  hairline  crack  that  appeared  in  the 
ase;  Sony  replaced  it  under  warranty. 

The  TR  series  includes  a  decent  key- 
ward,  every  port  you  might  need,  a 
4emory  Stick  slot,  Wi-Fi  (G),  a  third-rate 
amera  and  a  built-in  DVD  combo  drive 
or,  for  hundreds  of  dollars  more,  a  DVD 
mrner).  Like  the  JVC,  it  comes  with  a  40- 
igabyte  hard  drive,  twice  what  the  ultra- 
ights  give  you.  Its  wide-aspect  10.6-inch 
creen  dazzles  bystanders  with  its  clarity, 
»ut  the  model  I  tested  seemed  a  bit 
rainier  than  my  original,  even  though 
ony  insists  it  should  be  identical.  Its  bat- 
ery  lasted  about  168  minutes. 

A  forthcoming  TR-5  line  will  be 
lightly  faster  and  will  come  with  more 
uilt-in  memory,  presumably  at  a  some- 
what higher  price.  But  it  will  retain  this 
ony  form  factor,  the  best  balance  I've 
een  between  computing  anorexia  and 
omputing  obesity.  F 

TVvrllP^  I  Stephen  Manes 
■^^■com    (steve@cranky.com)  was  cohost 
Digital  Duo  and  has  been  covering  technology  for  two 
ecades.  Visit  his  home  page  at  www.forbes.com/manes. 


UNTIL  THEY  MAKE  THESE  THINGS  POCKET-SIZE, 
YOU  MAY  WANT  TO  CONSIDER  A  BETTER  ALTERNATIVE 
TO  ACCESSING  YOUR  OVERSEAS  FUNDS. 
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The  ExactPay  card  provides  global  cash  at  ATMs  and  instant 
purchasing  power  at  merchant  locations  worldwide. 

With  ExactPay®,  you  always  have  immediate  access  to  your  funds, 
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millions  of  locations  worldwide,  access  cash  at  more  than  800,000  ATMs,  or  log  on  to 
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Room  for  Rent— or  Sale 

Like  your  hotel  suite?  Great.  Now  you  can  buy  almost  everything  in  it  I  by  chana  r.  schoenberger 
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THE  RIGHT  TO  STUFF  YOUR  TRAVEL  KIT  WITH  A  SWANK 
hotel's  soap  and  shoe  buffer  has  always  been  part  of  the 
room  rent.  Walking  out  with  the  towels,  not.  But  now 
some  of  the  classier  accommodations  are  encouraging 
guests  to  take  some  of  the  most  expensive  items  with 
them — after  paying  for  them,  of  course.  A  little  while  after  check- 
ing out  of  her  room  at  the  Regency  in  Manhattan  recently,  Edith 
Bianco  of  Bakersfield,  Calif,  added  the  following  to  her  tab:  a  $45 
bath  mat,  four  down  pillows  ($28  each)  and  a  $69  Frette 
bathrobe.  The  prices  are  reasonable,  says  Bianco,  66,  and  if  you've 
stayed  at  the  hotel,  you  know  what  you're  getting. 

Hotel  customers  have  been  buying  hotel  water  pitchers, 
beds  and  even  bathtubs.  Ritz-Carlton,  Starwood,  Four  Seasons 
and  Loews  have  started  retail  operations;  smaller  hotels  are  fol- 
lowing suit.  It's  a  tiny  business  so  far.  Bjorn  Hanson,  head  of  the 
hospitality  group  at  PricewaterhouseCoopers,  estimates  such 
goodies  brought  in  $25  million  last  year,  with  gross  margins 
of  15%  to  50%. 

Don't  look  for  price  tags  in  your  suite.  Rather,  you  will  find  a 
printed  catalog  placed  discreetly  with,  say,  the  room-service  menu 
or  on  the  hotel's  Web  site.  Part  of  the  game  is  to  keep  costs  down 
(hence  no  ads  or  mailed  flyers).  And,  too,  the  hotels  don't  want  to 
become  mere  catalog  merchants;  instead,  they're  looking  to  turn 
guests  into  repeat  customers  by  reminding  them  of  their  hotel 


stay  every  time  they  throw  on  a 
bathrobe  or  sink  into  a  pillow.  The 
demand  is  there,  hotel  managers  say. 
"My  assistant  in  the  hotel  is  dealing 
with  calls  all  the  time,  wrapping 
things  and  sending  them  out,"  says 
Steven  Pipes,  vice  president  of  hospi- 
tality at  the  Jack  Parker  Corp.,  owner 
of  New  York's  Le  Parker  Meridien, 
which  soon  will  launch  Web  sales  of 
shot  glasses  from  the  hotel  bar  ($10  a 
pair),  feather  bedding  that  slips 
between  the  mattress  and  the  fitted 
sheet  ($150)  and  the  ever-popular, 
swiveling,  floor-to-ceiling  TV  cabinel 
($3,000  for  cherry  veneer). 

It  may  sound  novel,  but  it  owes 
something  to  the  old  days  when 
cruise  ships,  railroads  and  hotels 
handed  out  their  stickers  to  b« 
slapped  on  luggage.  What's  new  is 
getting  customers  to  pay  for  such 
branded  advertising.  For  that,  than!- 
Starwood's  122-hotel  Westin  brand 
which  in  1999  upgraded  its  bedding  to  court  business  travelers 
In  the  first  week,  32  guests  called  to  ask  where  they  could  bu> 
the  "Heavenly  Bed."  A  light  bulb  went  on.  Westin  executives  pu 
order  cards  with  a  toll-free  number  in  every  room.  Then  the] 
started  placing  catalogs  by  bedsides  and  desks  and  threw  up  ; 
Web  site,  referred  to  in  the  guest-services  binder.  To  date  Westir 
has  sold  20,000  pillows — $75  for  the  king-size  version — anc 
3,500  bed/bedding  combos,  at  $2,965  each,  enough  to  spread  th< 
idea  throughout  Starwood,  with  the  Sheraton,  St.  Regis  and  VN 
lines  all  turning  into  retailers.  Nothing  beats  the  W  Mexico  City 
which  opened  last  fall,  showcasing  enormous  freestanding  ter 
razzo  bathtubs  shaped  like  the  mortars  used  to  pound  avocado 
into  guacamole.  Six  guests  have  ordered  the  $4,000  tubs. 

The  mania  has  spawned  a  new  business — companies  tha 
help  hotels  run  their  retail  arms.  Boxport,  a  spinoff  of  Sai 
Francisco-based  hotel  procurer  Higgins  Purchasing  Group 
operates  Web  sites  and  catalogs  for  a  number  of  chains.  It  wi.' 
manage  accessory  and  merchandise  sales  for  the  James  Hotel  ii 
Scottsdale,  Ariz.,  the  first  in  a  planned  chain  owned  by  Stephei 
Hanson  of  B.R.  Guest  Restaurants.  That  includes  a  line  of  glasse 
etched  with  drink-mixing  recipes  and  bright-orange  plastic  die 
emblazoned  with  sexual  suggestions. 

But  some  things  never  change.  Sighs  Stuart  Schwartz,  th 
Regency's  managing  director:  "People  are  still  stealing  towels."! 
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COMMERCIAL  LIFE  IS  SO 
perilous  in  the  back 
streets  of  Harajuku, 
Tokyo — one  of  the 
world's  most  fertile 
fashion-breeding  grounds — that 
landlords  typically  ask  for  12 
months'  rent  as  a  deposit.  Many 
shops  end  up  folding  before  the 
lease  expires,  giving  the  neighbor- 
hood the  feel  of  a  perpetual  clear- 
ance, sale.  Among  the  few  sur- 
vivors is  Risa  Koyanagi,  29,  who, 
unlike  most  of  her  peers,  never 
studied  fashion  and  never  went  to 


Woman  of  the  streets: 
designer  Risa  Koyanagi. 


Dressing  for  Kajuaru  Fridays 

Out  of  the  back  alleys  of  Tokyo  comes  a  young  fashion  sensation. 

BY  BENJAMIN  FULFORD 
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Charitable  Gift  Annuities  -  What  are  they? 


So,  you  want  to  know,  "What 
exactly  is  a  Charitable  Gift 
Annuity?"  A  charitable  gift  annu- 
ity is  a  simple  contract  that  allows 
someone,  50  and  above,  to  make  a 
gift  to  a  charitable  organization 
and  receive  fixed  interest  pay- 
ments for  the  lifetime  of  the  donor 
and/or  the  lifetime  of  a  loved  one. 

Sound  too  good  to  be  true? 
Charitable  Gift  Annuities  are 
gaining  in  popularity  and  many 
reputable  publications  agree.  The 
Wall  Street  Journal  reported  that 
in  addition  to  guaranteeing  a  gen- 
erous income  for  life,  Charitable 
Gift  Annuities  offer  excellent  tax 
advantages. 

Gift  Annuities,  which  can  also 
be  funded  by  stock,  are  an 
excellent  choice  to  augment  other 
retirement  income.  In  addition  to 
an  immediate  tax  deduction,  the 
income  may  be  partially  tax-free, 
decreasing  the  amount  of  taxes 
you  will  have  to  pay.  Your 
payments  can  begin  immediately 
or  they  can  be  deferred  until  a 
later  date. 


For  example,  if  you  are  age  70 
and  you  donated  SI 0,000  for  an 
Oblate  Charitable  Gift  Annuity  in 
February  of  2004,  you  would  get  a 
$2,779  tax  deduction  for  your 
charitable  gift,  plus  garner  $730  a 
year  in  income  for  the  rest  of  your 
life.  The  Oblates  have  been 
offering  such  annuities  since  the 
1930s  and  have  never  missed 
a  payment. 

Imagine  the  satisfaction  of 
knowing  that  you  have  given  a 
precious  gift  to  the  needy  of  the 
world,  and  that  a  fixed,  depend- 
able income  and  more  money 
after  taxes  will  add  to  your 
financial  security. 

Request  your  complimentary 
Missionary  Oblate  Charitable 
Gifts  Annuity  proposal  today! 

1-800-233-6264 

Missionary  Oblates 
of  Mary  Immaculate 

9480  N.  De  Mazenod  Dr. 
Belleville  IL  62223-1160 
www.  char  itablegifts .  org 


Janet  and  Don  Passage  of  Akin,  South 
Carolina,  say  that  their  Oblate  Gift 
Annuity  has  given  hope  to  the  many 
desperately  poor  souls  that  the  Oblates 
serve.  "...AND  my  Oblate  Gift 
Annuity-  return  was  nearly  three  times 
that  of  my  CD,  "  Janet  reports. 


Stuttering  Didn't  Keep  Him  Off  TV. 


Stuttering  hasn't  stopped 
actor  Nicholas  Brendon 
from  making  his  mark  on 
Hollywood  as  "Xander"  in 
Buffy  The  Vampire  Slayer. 

For  more  information  about 
stuttering  and  what  you 
can  do,  call  toll-free. 


THE 

Stuttering 
Foundation  s 

A  Nonprofit  (^ganization 

Since  1947 — Helping  Those  Who  Stutter 

1-800-992-9392 
www.stutteringhelp.org 
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work  for  a  fashion  house.  Her  own  store, 
Arl.,  is  so  popular  that  young  women  line 
up  before  it's  open;  some  popular  items 
often  sell  out  within  30  minutes. 

Her  specialty  is  sporty,  revealing  cloth- 
ing for  very  petite  women  (she  herself  is  5 
foot  I,  92  pounds).  The  clothing  lines 
include  tops,  camisoles,  tie-dyed  dresses, 
shorts,  skirts  and  shirts,  along  with  denim 
miniskirts  and  jackets — artfully  torn  to 
reveal  a  slice  of  thigh  or  belly  button-with 
prices  ranging  from  $35  to  S400.  This  rag 
trade  is  very  profitable:  Koyanagi  expects  a 
45%  gross  profit  on  sales  of  $6  million  for 
the  fiscal  year  ending  Mar.  31;  her  three- 
year-old  business  is  growing  at  "well  over 
100%  a  year,"  she  says. 

Koyanagi  is  tapping  into  a  hunger  for 
seemingly  unique  clothing.  "A  lot  of 
Japanese  have  become  tired  of  being 
'sandwichmen'  for  big  brands,"  says  Sanae 
Kosugi,  dean  of  the  graduate  school  at 

"Japanese  are  now 
tired  of  being 
SANDWICHMEN' 
for  big  brands." 


3100  Walnut  Grove  Road,  Suite  603  •  P.O.  Box  11749  •  Memphis,  TN  38111-0749 


Bunka  Fashion  College,  Japan's  leading 
clothing  academy,  referring  to  a  form  of 
advertising  familiar  to  Americans.  Indeed, 
the  world's  leading  brands — Chanel, 
Armani,  Louis  Vuitton,  Burberry  and  Gap, 
among  them — all  have  giant  stores  on 
Omotesando  Boulevard,  Harajuku's  main 
drag.  But  Japan's  tastes  are  rapidly  chang- 
ing: Sales  of  luxury  apparel  items  fell  33% 
from  1996  to  $12  billion  in  2003.  "If  I  wean 
famous,  expensive  brand-name  clothing 
people  look  at  my  clothes,  not  at  me,"  says 
Akiko  Okada,  a  devoted  Koyanagi  cus- 
tomer. Incredible,  perhaps,  but  Japan  is 
starting  to  embrace  a  very  Western  version 
of  individuality. 

And  the  shops  of  Harajuku — ofter 
consisting  of  little  more  than  a  sewing 
machine,  bolts  of  fabric  and  one  entrepre- 
neur's keen  ambition — are  eager  to  serve 
Famous  designers  like  Yoji  Yamamoto  anc 
Issey  Miyake  may  find  a  stage  on  the  run- 
ways of  Paris  and  New  York.  But  emerging 
stvles — Gothloli  (for  "Gothic  Lolita,"  £ 


;  built  high-tech  apartments  alongside  a  marina,  given  people  the  freedom  to  own  homes  and  to  live  as  they  want.  Now, 
!  started  work  on  the  world's  tallest  building  and  the  world's  biggest  mall  within  the  world's  most  spectacular  master- 
ed community.  As  for  tomorrow's  plans  to  further  develop  Dubai,  we're  working  on  them  today. 

e  changing  Dubai's  future.  Visit  www.emaar.com 
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Muscular  dystrophy  must  be 

stopped — and  it  will  be. 
MDA,  the  Muscular  Dystrophy 
Association,  is  funding  search 
to  find  treatments  ana  cures. 
To  learn  more,  call  1 -800  ■ 
or  go  to  www.mdausa.0t5 

MIMA 

Where  hope  begins 
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stylistic  cross  between  the  Addams  Family 
and  heavy  metal)  and  Chaos  (a  gentrified 
version  of  British  punk  rock  fashion) — are 
seizing  young  shoppers.  Koyanagi's  cloth- 
ing is  part  of  a  popular  category  known  as 
American  Kajuaru  ("casual"),  which  bor- 
rows little  from  America. 

Koyanagi  has  eschewed  the  usual  route 
to  the  top:  years  at  a  fashion  institute  fol- 
lowed by  years  at  a  fashion  house.  Instead, 
she  hung  with  surfers.  "I  would  try  stuff 
that  people  who  studied  at  school  would 
never  imagine  doing,"  she  says.  No  patterns 
or  computer-aided  designs  for  her  when 
she  created  her  ultrashort,  tight-fitting, 
nonstretch  denim  skirts.  Clothing  compa- 
nies told  her  the  material  wasn't  flexible 
enough,  so  she  spent  countless  hours  work- 
ing on  different  shapes  by  hand. 

She  soon  outgrew  the  surfing  crowd. 
Three  years  ago  Koyanagi  persuaded  the 
president  of  a  clothing  company  to  invest 
$25,000  to  let  her  set  up  her  own  com- 
pany. Instead  of  waiting  for  business  to 
come  to  her  door,  she  plied  friends  for 
connections.  In  one  case  she  cozied  up  to  a 
manicurist  for  Ayumi  Hamazaki,  one  of 
lapan's  female  pop  stars,  and  persuaded 
her  to  give  a  pair  of  her  jeans  to 
Hamazaki,  who  wore  them  during  a  tele- 
vised concert.  Other  stylists  led  her  to  sev- 
eral other  popular  vocalists;  eventually  her 
clothes  popped  up  in  the  daily  tabloids 


adorning  a  host  of  stars.  Koyanagi  also 
showed  up  uninvited  at  the  editorial 
offices  of  Japanese  fashion  magazines — a 
break  with  social  protocol — and  got  the 
immediate  attention  of  reporters.  The 
resulting  publicity  caused  a  run  on  her 
small  stock  of  goods.  To  keep  up  with 
demand,  Koyanagi  contracted  with  Japan- 
ese manufacturers,  trying  to  cut  deals 
where  she  could  with  textilemakers  that 
were  bouncing  near  the  bottom  after 
decades  of  shrinking  sales.  (China  offers 
cheaper  labor,  but  not  the  same  quality; 
Koyanagi  views  that  country  more  as  a 
destination  for  her  finished  goods.)  She 
now  wholesales  most  of  her  wares  to  35  or 
so  stores  around  the  country,  in  Nagoya, 
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By  the  Numbers 


Parting  the  Kimono 

Japanese  love  fashion— increasingly, 
clothes  made  by  domestic  designer. 


The  number  of  clothing 
manufacturers  in  Japan. 


Sj^j  The  decrease  in 

sales  of  luxury,  foreign-made  clothes 
and  accessories  since  1996. 


Increase  in  clothing  sales  in 
March  over  previous  month. 

The  number  of  Japan- 
ese employed  in  the  garment  industry. 


Osaka  and  Yokohama,  as  well  as  in  Toky< 
Some  of  her  styles  have  recently  bee 
knocked  off  by  others — even  by  big-bran 
houses,  she  claims.  Example:  denim  shorl 
with  revealing  rips  up  the  sides.  "I  shoul 
have  patented  that  because  everybody  : 
copying  it  now,"  she  groans.  "I  guess  I'r 
still  a  bit  naive." 

Now  she's  starting  to  look  across  th 
Pacific,  to  Los  Angeles.  She  already  spenc 
half  of  her  time  there  with  a  U.S.-base 
boyfriend  and  is  setting  up  an  operatio 


to  design  and  manufacture  clothing  acce: 
sories  in  the  U.S.  for  export  to  Japan.  I 
the  longer  run  she  wants  to  sell  clothes  i 
the  U.S.,  too.  She  is  convinced  there  is 
call  for  stylish  outfits  for  trim,  smallis 
women,  despite  the  fact  most  Amen 
cans — and  standard  U.S.  clothing  sizes- 
are  getting  larger  by  the  minute.  Tin 
women  always  approach  her  in  L.A.,  sh 
says,  asking  where  she  bought  her  duds. 

Koyanagi  says  she'd  like  to  expand  he 
designs  into  areas  like  shoes  and  jewelry,  g 
am  teaching  myself  how  to  make  them, 
she  says.  Now  there's  an  engineering  chal 
lenge:  how  to  keep  stiletto  heels  on  you 
feet  when  the  sides  of  the  shoes  are  decc 
rously  ripped.  I 


I  should  have  PATENTED  THE  DESIGN 

because  everybody  is  copying  it  now." 
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experiences  that  are  revolutionizing  the  way  discerning  travelers  think  about  worldwide  travel, 
second-home  ownership  and  private  jets.  This  convergence  of  extraordinary  Abercrombie  &  Kent 
travel  companies  is  like  nothing  you  have  ever  seen.  Explore  Abercrombie  &  Kent  Safaris,  Tours  & 
Cruises,  Destination  Clubs,  Concierge  Villas,  Jets  and  Tov/ne  Clubs  and  you'll  find  truly  unparalleled 
amenities,  experiences  and  services,  all  distinguished  by  the  uncompromising  quality  of  A&K. 

IT  TRULY  IS  "SIMPLY  THE  BEST  WAY  TO  TRAVEL." 


1-800-230-9310  WWW.AKDESTINATIONS.COM 
or  contact  jour  local  travel  professional 


A  Dog's  Life 

After  years  a  small  pet  products  company  finally  makes 
it  to  the  big  time— and  finds  its  problems  are  just  beginning. 

BY  KIRI BLAKELEY 


MOST  ENTREPRENEURS  WOULD  LOVE 
to  have  Andi  L.  Brown's  problems. 
After  13  years  her  small  (2003  rev- 
enues: $4  million)  all-natural  pet  food  and 
treatment  company  is  finally  poised  to 
rocket.  Until  recently  you  could  find  Halo, 
Purely  for  Pets — her  line  of  vittles  and  pet- 
care  products — only  at  health  food  or 
small  pet  stores.  Now  her  stuff  is  being 
tested  by  giant  retailer  Petco  in  8  of  its  673 
stores.  "A  lot  of  companies  experience 
major  bursts  of  growth  overnight,"  frets 
Brown,  48.  "They  put  themselves  out  of 
business  because  they  can't  handle  it." 

Her  specific  concern  is  that  Petco 
demands  order  fulfillment  within  seven  to 
ten  working  days.  A  big  pickup  by  the 
chain  would  put  unprecedented  strain  on 
Halo,  which  is  its  own  manufacturer  and 


distributor.  Brown  figures  she'd  need  to 
raise  $  1  million  to  $2  million  from  private 
investors  to  cover  the  costs  of  raw  materi- 
als, ramped-up  production  and  a  larger 
refrigerated  warehouse,  not  to  mention 
doubling  her  current  staff  to  40.  Brown  is 
also  worried  about  keeping  happy  all  those 
little  shops  that  stocked  her  wares  when 
nobody  else  would  take  her  seriously. 
"We're  the  ones  who  educate  the  public 
and  make  these  brands  what  they  are," 
says  Randy  Klein,  the  owner  of  Whiskers 
Holistic  Petcare  in  Manhattan  and  an  early 
Brown  supporter,  sounding  miffed  about 
Halo's  migration  to  Petco. 

When  does  the  license  for  gratitude 
expire?  Brown  started  off  modestly, 
investing  $3,000  of  her  savings — she 
owned  a  small  printing  business  in 


Tampa  Bay,  Fla. — in  making  chicken 
and-vegetable  meals  for  cats  and  dog: 
The  idea  grew  from  caring  for  a  sick  ca 
Spot,  whose  chronic  vomiting  and  exce; 
sive  shedding  didn't  respond  to  conver 
tional  medications  and  prescription  diet 
Could  have  been  a  coincidence,  but  th 
animal  bounced  right  back  after  a  littl 
home  cooking. 

Alas,  Spot's  Stew — made  from  USD/ 
inspected  chicken  and  turkey,  as  well  i 
zucchini,  squash,  celery,  peas,  carrots  an 
pasta — didn't  go  over  well  outsid 
Brown's  circle  of  friends.  "The  pet  store 
said,  'Natural?  What  kind  of  scam  are  yo 
trying  to  pull?'"  she  recalls.  Vets,  sh 
claims,  "threw  me  bodily  out  of  thei 
offices."  So  she  started  off  with  three  sirr 
pier  products:  a  blend  of  oils,  added  t 
commercial  food,  for  shiny  pelts;  a 
herbal  ear  wash;  and  a  natural  flea  dip. 

Those  did  well  in  small  venues,  and  i 
1998  Brown  worked  up  the  courage  to  g 
bigtime  with  Spot's  Stew.  She  got  herse 
booked  on  The  Montel  Williams  Show  an 
Good  Morning  America  and  ate  the  stuff  o 
camera — "It's  a  little  bland,"  she  admits- 
to  underscore  its  distinction  from  everyda 
brands  that  use  "4-D  meat"  ("dead,  dying 
diseased  or  disabled").  Since  then  Halo  he 
had  a  bit  of  competition.  While  mea' 
made  from  "human-grade"  ingrediem 
barely  put  a  dent  in  the  $12.5  billion  U.! 
market  for  pet  foods,  larger  "humar 
grade"  rivals  like  Old  Mother  Hubbard 
Wellness  and  Newman's  Own  Organic 
have  hit  the  shelves. 

Which  is  what  drove  Brown  to  Peta 
Halo  will  be  rolled  out  slowly  in  high 
income  neighborhoods  where  customei 
won't  scratch  their  heads  over  the  wor 
"holistic"  or  balk  at  Brown's  prices.  (A  7.f 
ounce  can  of  Halo's  cat  food  runs  aboi 
$2.20,  compared  with  45  cents  for  a  can  c 
Friskies.  Pounce  treats  are  $1.50;  Halo 
cost  $10.)  Petco  already  stocks  a  few  sim 
lar  brands,  like  Wysong  and  Natural  Ba 
ance  (founded  by  Dick  Van  Patten,  on« 
time  star  of  the  sappy  and  pet-friend 
Eight  Is  Enough).  More,  undoubtedly,  ai 
coming.  Given  the  growing  rivalry,  an 
Brown's  almost  inevitable  need  to  scran 
ble  for  equity  capital,  Halo  could  soon  fin 
itself  fighting  for  its  life  all  over  again.  I 
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GENERAL  LIABILITY 


COMMERCIAL  AUTO 
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WORKERS  COMP 


No  one  hates  to  see  an  employee  hurt  more  than 
we  do.  (Accident  prevention  is,  after  all,  our 
obsession.)  But  even  at  the  safest  companies 
there  will  sometimes  be  disabling  injuries.  And 
when  they  happen,  we'll  be  there  with  innovative 
programs,  helping  employees  recover  and  get 
back  to  work  as  quickly  as  possible.  At  the  same 
time,  we'll  be  reducing  employer  costs.  Last  year, 
for  instance,  we  saved  our  clients  over  $100  million, 
thanks  to  Liberty's  extensive  PPO  network. 
Employers  and  disabled  employees  will  also  benefit 
from  programs  that  bring  occupational  therapists 
into  the  workplace. 

Unlike  traditional  therapy  that  only  simulates 
job  tasks,  our  therapists  assist  injured  employees 
with  their  actual  job  duties.  Ultimately,  this 
translates  to  lower  medical  costs.  But  most 
importantly  it  means  an  accelerated  and  more 
successful  return  to  work.  Something  we  can  all 
feel  a  little  better  about. 


2003  Liberty  Mutucl  Group 


ENI 


SCIENCE  IS  CHANGING  THE  WAY  WE  THINK  ABOUT  EPILEPSY 


As  a  9-month-old  baby,  Sylvie  Lammert  suffered  a  series  of  neurological  episodes 
that  would  culminate  in  her  first  major  epileptic  seizure.  While  epilepsy  can  often  be 
controlled,  in  Sylvie's  case  it  has  proven  to  be  particularly  intractable.  Now  7  years 
old,  "she  has  seizures  and  sometimes  clusters  of  seizures  every  day,"  says  her  father, 
Warren  Lammert,  a  Boston-based  investment  manager.  These  can  range  from  brief 
eyelid  flutters  to  episodes  where  she  might  drop  whatever  she's  holding  or  fall  to 
the  ground.  "Sometimes  it's  one  or  two,  but  other  times  it's  waves  of  seizures  that 
interrupt  her  ability  to  speak  and  participate.  She  is  living  with  this  literally  every  day." 


ylvie  is  one  of  nearly  2.5  million 
Americans  diagnosed  with  epilep- 
sy, which  affects  an  estimated  50 
million  people  worldwide.  At  its  essence, 
epilepsy  is  a  neurological  disorder  that  gen- 
erates sudden  bursts  of  energy  in  the  brain, 
temporarily  disrupting  normal  brain  function 
and  producing  seizures  that  may  affect 
awareness,  movements,  sensation  and  con- 
scious control. 

At  the  forefront  of  efforts  to  combat  this 
condition  is  the  Epilepsy  Foundation,  based 
in  the  Washington,  DC,  metropolitan  area. 
Founded  in  1968,  the  organization  is  the 
only  national  nonprofit  voluntary  agency  in 
the  U.S.  dedicated  both  to  the  welfare  of 
people  with  epilepsy  and  the  eventual  victo- 
ry over  the  condition. 

A  FOCUS  ON  TREATMENTS 

In  the  last  decade,  remarkable  progress 
has  been  made  in  the  treatment  of  epilepsy. 
Researchers  such  as  Robert  S.  Fisher, 
M.D.,  Ph.D.,  director  of  the  Stanford 
Comprehensive  Epilepsy  Center  and  one 
of  the  Epilepsy  Foundation's  scientific 
advisers,  have  begun  working  with  new 
drugs  and  combinations  of  treatments  that 
give  patients  and  physicians  more  alterna- 
tives with  which  to  work  in  addition,  new 


generations  of  drugs  have  become  better  at 
targeting  specific  neurotransmitters  involved 
in  epileptic  seizures  and  often  reduce  nega- 
tive side  effects.  "We  still  don't  have  the 
magic  bullet,  but  we  have  a  lot  more  choice," 
says  Fisher. 

At  the  same  time,  surgical  techniques 
have  greatly  improved  in  terms  of  preci- 
sion. Part  of  this  is  made  possible  by 
advances  in  neuroimagmg,  in  EEG  map- 
ping techniques  and  in  computer-guided 


microsurgery.  An  interesting  new  te 
nology  is  radiosurgery.  In  this  still-exp 
imental  therapy,  crossbeams  of  radiati 
are  targeted  with  the  aid  of  a  compu 
to  a  specific  area  in  the  brain  that  gi\ 
rise  to  the  seizures.  By  itself,  neitl 
beam  contains  a  significant  dose  of  re 
ation.  Yet  when  crossed,  the  res 
is  a  high  dose  to  a  very  specific  an 
"This  becomes  a  way  of  doing  surg« 
without  opening  the  skull,"  says  Fish 


Warren  and  Sylvie  Lammert 


ovartis  is  committed 

)  the  fight  against  epilepsy. 


)  NOVARTIS 


Think  what's  possible. 
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ROAD  TO  RECOVERY 

ONE  WOMAN'S  STORY  OF  A  LIFE  WITH  EPILEPSY 

■  -  .        '  -  K?  ■     ■  I    '*  '■'  .         _«_  •   .   ■  :  :  


In  1995,  as  deputy  superintendent  of  banks'for  New  York  State, 
Denise  L.  Pease  had  reached  the  top  of  her  career.  Riding  in  the 
back  of  a  cab  in  Queens,  however,  her  life  was  forever  altered 
when  a  van  rammed  the  side  of  the  cab.  "All  I  remember  were 
headlights  coming  at  me,"  she  says.  "And  I  remember  saying,  'My 
God,  my  life  is  in  your  hands.  Thy  will  be  done.'  " 

Pease  emerged  without  any  apparent  injuries,  but  a  peculiar  series 
of  problems  began  to  plague  her  in  the  weeks  and  months  afterward. 
Her  speech  began  to  slur,  and  she  would  become  increasingly  forgetful 
and  lose  track  of  hours,  even  days  at  a  time.  "Once  I  was  on  the  phone 
with  a  co-worker  from  the  Banking  Department,  and  he  said 
it  sounded  almost  like  I  had  a  stroke  on  the  phone,"  she  says.  "I  couldn't 
understand  him,  and  he  couldn't  understand  me."  From  that  point 
on,  Pease  went  through  a  neurological  freefall  in  which  she  began 
losing  her  cognitive  abilities.  First  she  lost  the  ability  to  speak  effectively, 


then  to  write  and  read,  and 
perform  even  the  simplest 
mathematical  problem.  No 
one  knew  the  cause  of  her  ail- 
ments, but  a  year  and  a  half 
after  the  accident,  her  nephew 
witnessed  her  first  known 
seizure,  and  a  diagnosis  of 
epilepsy  was  made. 


Denise  L.  Pease  and  New  York  City  Comptroller  William  C.  Thompson  Jr. 


That  diagnosis  marked  the  beginning  of  a  change  for  Peasi 
:  Working  through  an  assortment  of  doctors  and  a  half-dozen  medic? 
tions  and  combinations  of  medications,  Pease  eventually  found 
medical  protocol  that  would  help  her.  "I  still  have  seizures,  but  they'i 
partial  complex  seizures,  and  the  recovery  period  isn't  that  long,  sc 
can  function  pretty  well  most  of  the  time."  Then  she  followed  the  lor 
i  road  of  relearning  what  she  had  known  before  the  accident,  whic 
;  included  speech  and  physical  therapy,  tuning  in  to  reading  prograrr 
on  public  television  and  even  watching  Oprah  Winfrey  in  an  effort  I 
learn  how  to  speak  again.  "I  always  knew  I  was  going  to  get  bette 
but  there  was  a  period  of  time  I  didn't  realize  how  bad  I  was,"  sh 
says.  "When  people  see  me  now  who  haven't  seen  me  for  a  whili 
they're  amazed  at  my  progress.  They  always  call  me  'a  miracle.'  " 
One  of  the  biggest  assets  in  her  recovery  has  been  her  return  1 
■  work.  She  has  since  joined  the  staff  of  the  New  York  City  comptroller 
office.  "I'm  thankful  for  the  medical  help  and  physical  therapy,  but  goir 
back  to  work  for  me  was  the  most  crucial  part  of  getting  back  to  a  fi 
and  productive  life,"  she  says.  Her  journey  has  won  many  admirer 
including  her  boss,  New  York  City  Comptroller  William  C.  Thompson  J 
who  recently  promoted  her  to  assistant  comptroller  for  commerci 
banks.  "Denise  has  overcome  many  obstacles  in  her  life  and  h£ 
become  a  vital  part  of  my  office,"  he  says.  "She  embodies  everything 
look  for  in  an  employee,  and  I  am  honored  not  only  to  have  her  on  rr 
staff,  but  also  to  consider  her  a  friend." 
I   i  


New  methods  to  deliver  medications 
precisely  to  the  seizing  part  of  the  brain 
are  under  intense  study.  These  new 
approaches,  if  successful,  could  revolu- 
tionize treatment  possibilities. 

Research  is  also  under  way  on  applica- 
tions of  brain  stimulation  in  which  pre- 
programmed pulses  of  electrical  energy 
are  sent  into  the  brain  to  disrupt  the 
development  of  seizures.  About  20,000 


people  are  currently  being  treated  with 
VNS  therapy,  an  already  approved  form 
of  treatment  in  which  a  small  implanted 
device  uses  the  vagus  nerve  in  the  neck 
as  the  portal  for  the  stimulation,  thus 
avoiding  direct  surgery  on  the  brain. 
Researchers  are  now  exploring  ways  of 
placing  experimental  miniature  devices 
in  areas  deep  within  the  brain  as  another 
approach  to  preventing  seizures  through 


electrical  stimulation. 

In  addition,  a  major  focus  of  rese. 
is  on  a  process  known  as  epileptoge 
sis,  the  mysterious  train  of  events 
which  brain  injury  leads  to  epilepsy.  A 
a  severe  head  injury,  the  brain  rew 
itself  in  an  attempt  to  repair  any  dam< 
"While  it  may  develop  in  the  directio 
repair,  all  too  often  it  develops  in 
direction  of  epilepsy,"  says  Fisher. 


ABOUT  THE  EPILEPSY  FOUNDATION 


J  F 


EPILEPSY 
FOUNDATION 


Since  1968,  the  Epilepsy  Foundation  (formerly  the  Epilepsy  Foundation  of  America)  has  dedicated  itself  1 
the  well-being  of  people  affected  by  seizures  through  research,  advocacy,  education  and  service.  With 
national  office  in  the  metropolitan  Washington,  D.C.,  area,  the  Epilepsy  Foundation  nationwide  provides  a  var 
ety  of  local  services,  including  medical  referrals,  community  education  and  participation  in  support  groups. 

Nationally,  it  provides  research  grants  and  fellowships  to  scientists  striving  to  improve  treatments,  prevei 
and  cure  epilepsy.  The  Epilepsy  Foundation  also  supports  public  education,  legal  advocacy,  a  national  librar 
information  services,  media  campaigns  and  a  variety  of  educational  materials.  The  Epilepsy  Foundation  is 
charitable  501  (c)3  organization  supported  primarily  by  private  donations. 

For  more  information  about  epilepsy,  contact  the  Epilepsy  Foundation  at  1-800-332-1000,  or  visit  the  Epilepsy 
Foundation's  Web  site  at  www.epilepsyfoundation.org. 


)  find  a  treatment  for  someone  suffer- 
I  a  head  injury  that  will  prevent  epilep- 
from  developing?" 

=OCUS  ON  INDIVIDUALS 

For  many  people  with  epilepsy,  the  social 
i  psychological  aspects  of  the  affliction 
!  every  bit  as  debilitating  as  the  physiolog- 
I  ones  —  particularly  among  children, 
le  most  serious  problem  with  epilepsy  is 
t  the  seizures  themselves,  but  the  lack  of 
derstanding  and  the  fear  that  it  sparks  in 
lers,"  says  Ann  Kinkor  a  Los  Angeles 
alth  care  advocate  and  the  mother  of  four 
>wn  sons,  three  of  whom  were  diagnosed 
:h  epilepsy  in  childhood.  "Strange  as  it 
ly  seem,  epilepsy  presents  people  with  an 
Dortunity  to  grow  in  ways  they  never 
agined  and  to  help  others  in  ways  they 
/er  knew  they  could." 
n  addition  to  sponsoring  research  and 
atment,  the  Epilepsy  Foundation  is  spear- 
ading  Entitled  to  Respect,  an  aggressive 
:ional  awareness  campaign  to  improve 
Dwledge  and  understanding  of  epilepsy 
long  young  people.  Funded  by  the 
nters  for  Disease  Control  and  Prevention, 
i  program  is  designed  to  fight  stigma  and 
help  vulnerable  children  and  teens  with 
lepsy  make  a  healthy  adjustment  to  their 
idition  and  achieve  a  positive  quality  of  life. 

DRKING  FOR  SYLVIE'S  FUTURE 

:or  Sylvie  Lammert,  as  for  so  many  oth- 
i,  the  search  for  an  effective  treatment 
itinues  with  frustration.  "She  has  gone 


through  periods  of  ups  and  downs,"  says 
her  father.  "We  are  in  the  process  of  trying 
to  get  additional  new  combinations  of  med- 
ications to  get  her  in  better  control." 

To  help  others  through  similar  ordeals, 
Warren  Lammert  has  joined  the  board  of 
the  Epilepsy  Foundation.  Lammert,  along 
with  several  other  parents  and  physi- 
cians, previously  helped  create  the 
Epilepsy  Project,  which  works  in  partner- 
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ship  with  the  Epilepsy  Foundation  to 
increase  the  total  private  commitment  to 
research.  "In  terms  of  research  dollars 
spent,  epilepsy  research  is  tremendously 
underfunded  in  proportion  to  other  dis- 
eases," says  Lammert. 

We  invite  Forbes  readers  to  join  us  in  the 
effort  to  correct  this  imbalance  and  help 
defeat  an  illness  that  has  shadowed  lives 
such  as  Sylvie's  for  far  too  long.  ■ 


VAGUS   NERVE  STIMULATION 


Power  To  Renew  A  Life 

At  Cyberonics  our  mission  is  to  improve 

the  lives  of  people  touched  by  epilepsy, 
depression  and  other  chronic  disorders  that 
may  prove  to  be  treatable  with  our  patented 
therapy,  VNS. 


For  investor  information  log  on  to  WWW.CYBER0NiCS.COM 
or  contact  Pamela  B.  Westbrook  at  1-800-332-1375. 
NASDAQ  symbol:  CYBX 


The  VNS  Therapy  ™  System  is  indicated  for  use  as  an 
adjunctive  therapy  in  reducing  the  frequency  of  seizures 
in  adults  and  adolescents  over  1 2  years  of  age  with 
partial  onset  seizures  which  are  refractory  to  antiepileptic 
medications. 


CYBERONICS,  INC. 

100  Cyberonics  Blvd,  Houston,  Texas  77058  USA 
Tel:  (28 1 )  228-7200  Fax:  (28 1 )  2 1 8-9332 
www.cyberonics.com 

©  2004  Cyberonics,  Inc.  All  rights  reserved.      FAD03-1 1-3001 
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Lyberonics 


Chapter  28 


InvestingforReti^ 


i     ^^cr  investors  don't  know 
It's  surprising  what  most  invesi  ^ 

about  the  road  to  retirement. 


m,      rhe  road  to  retirement,  the  only  thing  they 
en  most  investors  start  out  on  the  roau  10 

.     ,       ,  j       Yet  what  they  should  really  be  watching 

can  see  is  where  they  want  to  end  up.  Yet,  '  & 

,    ,    ,    i  •      l     *A  tr,  make  the  trip.  Because  when  it  comes  to 
is  how  much  they  re  being  charged  to  mane  l 

fees  and  expenses,  the  little  things  can  really  add  up. 

ill        i         A,nH  with  an  expense  ratio  of  1.3  percent 

For  example,  take  a  hypothetical  tuna  wim  v 

■    .finsr  0  3  percent.  Applied  to  a  rollover 
versus  one  with  an  expense  ratio  or  just  m.j  y 

investment  of  $.00,000,  returning  8%  and  compounded  over  15  years,  the 
difference  adds  up  to  $41,934.  That's  a  hefty  toll  to  pay  when  rhe  goal  is  Co  retire. 

,  .  ,  j  ■  rhe  iournev  from  start  to  finish, 

Ifyoua  like  to  save  more  and  simplify  the  jouu  y 

call  us  at  1-800-523-1883,  or  visit  us  at  Vanguard.com* 

We  can  help. 


1-800-523-1883 

www.  va  nguani.com 


Call  for  a  prospectus  .Deludes  investment  objectives,  risks,  charges,  expenses,  and  other  information. 

Read  it  carefully  befoi       vesting.  ©  2004  The  Vanguard  Group,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor. 
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THE  FABLED  ANIMAL  SPIRITS  OF 
capitalism  are  on  the  loose  again, 
propelling  the  economy  and 
even  generating  some  jobs  for  a 
change.  Yet  the  stock  market,  so 
isky  in  2003,  has  settled  into  a  torpor  as  Wall 
treet  takes  to  worrying  about  oil  prices,  Iraq 
id  interest  rates.  As  the  market  confronts  this 
test  wall  of  worry,  though,  recall  that  some 
ivestors  got  rich  during  the  1930s  and  the 
?70s,  two  extremely  unsettling  times  for  the 
nancial  world. 

The  secret  is  looking  for  offbeat  places  to 
at  your  money.  Benjamin  Graham  and 
avid  Dodd,  in  their  1934  classic  Security  Analysis,  offered  this  par- 
illy  tongue-in-cheek  take:  "Investment  is  successful  speculation." 
ur  spring  Investment  Guide  gives  you  a  mother  lode  of  investing 
eas  that  you  won't  find  elsewhere. 

Conventional  wisdom  tells  us  that,  with  rates  rising,  fixed- 
come  securities  are  as  appealing  as  a  vacation  in  Fallujah.  But 
e  sketch  out  how  to  prosper  in  this  important  segment,  which 
iould  remain  a  part  of  everyone's  portfolio.  We  show  how  you  can 


get  good  yields  in  relatively  safe  places  (p.  1 40) 
and  how  to  ride  rate  increases  with  floating- 
rate  loans  (p.  146).  How  do  you  do  well  in  a 
so-so  stock  market?  Go  beyond  junk  bonds  to 
invest  in  the  junk  issuers'  stock  (p.  150).  Listen 
to  the  guys  who  beat  Warren  Buffett  at  his  own 
game  (p.  154).  Take  a  flier  on  emerging  mar- 
kets like  Turkey's  (p.  156).  Buy  new  mutual 
funds  (p.  1 60),  stocks  with  century- long  track 
records  (p.  164)  and  value  names  sporting  nice 
dividends  (p.  172).  And  we  describe  a  stock- 
picking  method  based  on  an  oddball  blend  of 
value,  growth  and  momentum  (p.  178). 
Google  may  tempt  you  back  into  the  new- 
issues  market;  if  you  venture  there,  know  which  underwriters  have 
done  best  for  investors  (p.  166).  Another  idea:  Purchase  a  condo  in 
a  hotel  and  get  the  benefits  of  ownership  and  a  concierge  (p.  182). 
Aside  from  studying  and  test  prep,  your  kids  can  get  into  a  good 
college  if  you  take  a  few  savvy  steps  (p.  186).  Should  you  depend  on 
your  employer's  disability  insurance?  Nope  (p.  192).  We  show  smart 
ways  to  deduct  losses  on  your  taxes  (p.  197).  Ever  want  to  invest  in 
the  sport  of  kings?  Here's  how  to  buy  a  racehorse  (p.  208).  F 
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Reaching  for  Yield 


You  don't  have  to  bet  on  high-risk  issues  to  earn  decent  yields. 
The  key  is  to  find  companies  with  some  risk  but  enough 
financial  heft  to  make  default  unlikely. 

BY  STEPHANE  FITCH  AND  ROB  WHERRY 


BOND  YIELDS  ARE  UP.  THE  TEN-YEAR  TREASURY  HAS 
climbed  a  full  percentage  point  since  last  year,  to 
4.8%.  And  with  Federal  Reserve  Chairman  Alan 
Greenspan  signaling  he'll  kick  up  short-term  rates, 
which  have  been  at  their  lowest  levels  since  1958, 
expect  the  trend  to  continue. 

That's  bad  news  and  good  news  for  people  like  retiree  Jack 
L.  Linehan,  73,  who  lives  on  the  income  from  his  portfolio.  Bad 
news:  Rising  rates  depress  bond  prices.  Good  news:  Any  new 
money  put  to  work  in  the  bond  market  gets  a  better  return. 

Linehan  has  been  reaching  for  yield  to  feed  his  income — 
and  taking  on  a  few  risks.  Linehan,  who  used  to  own  a  small 
aircraft-sealant  business  in  McMinnville,  Ore.,  bought  stock  in 
tiny  Bermuda-based  Knightsbridge  Tankers  for  its  rich  18%  div- 

These  corporate  issues  are  investment  grade  or  top 
tier  junk.  And  they  won't  get  snatched  away  soon. 


Current 

S&P 

Bond/coupon 

Maturity 

yield 

rating 

Delta  Air  Lines/6.62% 

3/18/11 

6.9% 

BBB- 

Ford  Motor/7.45 

7/16/31 

8.1 

BBB- 

General  Motors/8.25 

7/15/23 

8.1 

BBB 

Leucadia  NationaF/8.65 

1/15/27 

8.4 

BB 

Sierra  Pacific/8.25 

6/1/11 

7.6 

BB 

Yields  as  of  May  12.  'Callable  Jan.  15,  2007  Source:  Bloomberg 


idend  yield.  Although  most  oil  tanker  owners  are  doing  we 
these  days,  Knightsbridge  has  struggled  to  maintain  its  $3.( 
annual  dividend,  which  wasn't  covered  by  the  S2.78  per  sha 
the  company  probably  earned  last  year. 

Yes,  you  can  get  yield,  if  you're  willing  to  take  the  risk  of  lo 
ing  your  entire  principal.  Other  investors  go  for  junk-rated  pn 
ferreds,  like  the  Northwest  Airlines  issue,  yielding  11%.  The  ca 
rier  hasn't  been  profitable  since  2000,  so  a  suspension  of  tl 
preferred  payout  sure  is  possible  (thus  the  abysmal  B-  rating). 

At  the  other  end  of  the  safety  spectrum:  short-term  Treasui 
bills.  They  won't  default,  and  they  won't  suffer  a  noticeable  pri< 
decline  in  a  time  of  rising  interest  rates.  But  you'll  starve  tryir 
to  live  on  the  interest.  They  pay  only  1%. 

Does  investing  for  yield  have  to  go  to  one  extreme  or  tl 
other,  offering  either  insane  hazards  or  paltry  returns?  N 
There  is  a  middle  ground  in  which  investors  can  get  a  decei 
return  at  bearable  risk.  Diversification  is  key  here,  as  it 
with  a  stock  portfolio.  You  can  achieve  it  by  buying  either 
lot  of  different  issues  of  several  different  kinds,  as  outline 
here,  or  a  diversified  fund  like  the  Vanguard  Total  Bon 
Market  Index  or  the  Fidelity  U.S.  Bond  Index  fund,  suppl< 
mented  with  an  equity  income  fund  that  would  offer  son 
protection  against  inflation. 

One  element  of  a  high-yield  portfolio  is  corporate  bone 
{see  table)  that  are  rated  either  at  the  bottom  of  investmei 
grade  (BBB-)  or  as  top-tier  junk  (BB+).  Most  such  bonds  ha\ 
a  feature  permitting  the  issuer  to  call  them  in  early,  which 
will  do  if  interest  rates  have  fallen  or  its  own  finances  hs\ 
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These  stocks  offer  dividend  yields  far  higher  than  the  S&P  500 
average  of  1.5%.  Utilities  and  REITs  are  prominent  here. 


nebcin 

Pi  irront 
GUI  1  Ul  11 

Pa wnt  1 1 
rdyUUi 

Company/business 

price 

yield 

ratio1 

Ameren/utilities 

$41.13 

6.2% 

89% 

Impac  Mortgage2/mortgages 

19.00 

13.7 

86 

Istar  Financial2/mortgages 

34.85 

8.0 

81 

Lance/snack  foods 

14.54 

4.4 

81 

National  Fuel  Gas/diversified  gas 

24.27 

4.4 

59 

Nationwide  Health  Properties2/nursing  homes 

17.29 

8.6 

89 

OGE  Energy/utilities 

23.33 

5.7 

85 

United  Dominion  Realty2/apartments 

18.61 

6.3 

76 

'Indicated  dividend  as  a  percent  of  estimated  2004  EPS  (or  funds  from  operations  for  equity  REITs  Nationwide  Health  and 
United  Dominion).  2Real  estate  investment  trust. 

Sources  Thomson  First  Call  and  Reuters  Fundamentals  via  FactSet  Research  Systems. 


markedly  improved.  It  will  simply  refinance  at  a  lower  rate,  just 
like  a  homeowner  getting  a  better  mortgage  rate. 

Call  provisions  can  work  to  your  advantage.  If  your  bond  is 
callable,  ignore  the  current  yield  and  focus  on  what  traders  call 
the  yield-to-worst  call.  This  is  the  worst  yield  you  can  wind  up 
with  if  the  bond  is  redeemed.  Example:  the  8.65%  bond  of  Leu- 
cadia  National,  trading  at  a  premium  price  of  101.5  cents  on  the 
dollar  and  callable  at  Leucadia's  option  in  2007  at  a  price  of 
104.3.  If  the  bond  is  indeed  called,  your  yield  will  be  9.45%,  a 
figure  that  takes  into  account  both  the  coupon  and  your  princi- 
pal gain  of  2.8  cents  on  the  dollar. 

Trading  corporates  is  a  bad  idea  because  of  dealers' 
markups.  Try  to  get  what  you  want  at  original  issue  ( in  which 
case  you  pay  the  same  price  as  institutions)  and  to  hold  on  until 
the  bond  is  redeemed.  Or  buy  the  bonds  in  minimum  $100,000 
trades,  after  getting  at  least  two  price  quotes. 

Another  buy:  the  Ford  Motor  7.45%  bonds  maturing  in  203 1 . 
Alex  W.  Lock,  a  comanager  of  the  Westcore  Flexible  Income  Fund 
in  Denver,  notes  that  Ford's  cost  cuts,  along  with  better  pricing  on 


Usually  one  rung  down  the  credit  pecking  order  from 
bonds,  these  have  no  difficulty  covering  their  payments. 


Call 

Current 

S&P 

Company/coupon 

date 

yield 

rating 

Walt  DisneyV7.0% 

10/24/06 

7.4% 

BBB+ 

Tommy  Hilfiger79.0 

12/3/06 

8.8 

BB+ 

Lehman  Brothers  Capital/6.375 

3/15/08 

7.0 

BBB+ 

JP  Morgan  Chase  C  -;pital/7.0 

2/15/07 

7.2 

A- 

Wachovia/7.25 

12/31/22 

7.1 

BBB+ 

'Exchange-traded  retail  bond  Source:  PreferredsOnline. 


its  cars  and  trucks,  have  boosted  the  casl 
and  securities  in  its  treasury  to  $22.4  billior 
and  its  operating  earnings  (in  the  sense  o 
earnings  before  interest,  taxes,  depreciatior 
and  amortization)  to  12  times  annual  deb 
service  versus  just  7  times  in  2001. 

Then  comes  preferred  stock,  a  creatun 
that  trades  like  common  yet  offers  bondisl 
yields.  It  is  usually  lower  on  the  creditor  peck 
ing  order  than  bonds,  and  the  issuer  can  sus 
pend  dividends  when  it's  losing  money.  Ou 
list  (see  table  below)  shows  preferreds  whosi 
call  dates  are  at  least  two  years  away.  Owi 
these  in  tax-protected  accounts  when  possi 
ble,  as  none  qualify  for  the  new  15%  federa 
tax  rate  on  dividends.  San  Francisco  finan 
cial  adviser  Ken  G.  Winans  recommends  thi 
Walt  Disney  preferreds,  currently  yieldinj 
7.4%  on  the  $24.60  share  price  and  ampl- 
backed  by  earnings.  They  can  be  called  at  $25  in  October  2006,  giv 
ing  them  an  8.9%  yield-to-worst  call. 

Higher  in  risk  but  better  protected  against  an  upward  drif 
in  the  inflation  rate  are  high-yielding  shares  of  common  stocl 
(see  table  above).  The  average  yield  for  the  S&P  500  is  a  men 
1.7%.  You  can  do  better.  The  classic  play  here  is  utilities,  payinj 
4%  to  6%.  Jill  Evans,  a  former  J.P.  Morgan  Chase  analyst  whe 
runs  a  new  high-income  stock  fund  for  Alpine  Mutual  Funds 
likes  Ameren,  the  largest  electricity  producer  in  St.  Louis.  It 
shares  offer  a  6.1%  yield,  with  the  $2.54  dividend  fairly  well  cov 
ered  by  Ameren's  $2.85  estimated  2004  earnings  per  share.  Tha 
coverage  should  improve  once  Ameren  fully  digests  its  recen 
buyout  of  Illinois  Power  from  troubled  gas  trader  Dynegy. 

Real  estate  investment  trusts  have  a  place  in  the  portfolio 
although  they  aren't  the  bargains  they  were  four  years  ago.  Ii 
that  time  the  average  yield  has  slumped  from  8%  to  6%.  Evans 
colleague  Samuel  Lieber  likes  mortgage  lender  Istar  Financial 
Istar,  whose  shares  yield  8%,  lends  to  somewhat  risky  commer 
cial  developers  who  can't  get  enough  financing  from  the  Mor 
gans  or  Lehmans  of  the  world.  The  stock  is  in  Lieber' 
Alpine  Realty  Income  &  Growth  fund,  a  perennial  to] 
performer  among  REIT  mutual  funds.  Istar's  $2.79  div 
idend  is  more  than  adequately  covered  by  the  S3.48 
share  that  Lieber  figures  the  company  will  earn  thi 
year.  And  Lieber  trusts  that  if  interest  rates  move  up  ane 
increase  Istar's  cost  of  funds,  Chief  Executive  Jay  Sugar 
man  can  easily  pass  along  the  pain  to  new  borrowers. 

Treasury's  should  play  a  modest  role  in  your  yiel« 
portfolio,  as  a  hedge  against  deflation  and  recession.  Pu 
a  tenth  of  your  assets  in  the  ten-year  yielding  4.8%.  Plai 
on  putting  another  tenth  into  T  notes  five  years  fron 
now.  As  the  notes  mature,  roll  them  over.  If  rates  climb 
vou  will  eventually  come  out  a  winner.  I 
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Roll  over  your  old  401  (k)s  to  TD  Waterhouse, 
and  get  the  choices  you're  looking  for. 


FREE  TRADES  FOR  A  MONTH 


Open  an  account  online  at 
tdwaterhouse.com/rollover 
and  enter  offer  code:  M4KFB  to 
get  your  free  trades  for  a  month. 

CONTACT  US  AT: 

1.800.ROLL185 

tdwaterhouse.com 

Online  trades  as  low  as  $9.95 


Did  you  ever  get  any  real  choices  in  your 
old  401  (k)s?  Or  does  it  sometimes  seem 
like  all  your  401(k)s  are  in  401  different 
places?  Either  way,  you  should  roll  them 
over  to  TD  Waterhouse. 

You'll  find  all  the  choices  you  need 
to  diversify  your  retirement  savings  and 
make  the  right  plan  for  your  future. 
Choose  from  CDs,  stocks,  bonds  and 
thousands  of  mutual  funds,  including 
1,500  with  no  transaction  fee.  In  fact, 
in  their  August  2003  issue,  SmartMoney 
magazine  said  'TD  Waterhouse  boasts  the 
broadest  product  offerings  and  the  widest 
selection  of  mutual  funds  of  its  peers." 

TD  Waterhouse's  Rollover 
Specialists  and  Investment  Consultants 


can  help  simplify  the  process.  And 
once  your  old  401(k)s  are  all  in  one 
TD  Waterhouse  account,  they'll  be  easy 
to  keep  track  of  and  manage.  To  get  you 
started,  you'll  get  a  month  of  free  trades. 
So  you  can  reposition  your  old  401(k)s 
to  reflect  your  financial  priorities  today. 

At  the  end  of  the  day,  the  choices, 
diversity  and  control  you  need  for  your 
retirement  savings  are  all  at  TD  Waterhouse. 

TD  Waterhouse — the  alternative 
to  Schwab  and  higher-priced  brokers 
like  Merrill  Lynch. 


ID 


Waterhouse 


You're  in  Control. 


4  TD  Waterhouse  Investor  Services,  Inc.  Member  NYSE/SIPC  Companson  based  on  survey  of  standard  equity  commissions  as  of  3/1 7/04.  Services  vary  by  firm.  Access  to  services  and  your  account  may  be  affected  by  market  conditions,  system 
mance  or  for  other  reasons  No-Transaction-Fee  funds  bave  other  fees  and  expenses  that  apply  to  continued  investments  in  the  funds  and  are  descnbed  in  the  prospectus  Please  read  the  prospectus  carefully  before  investing  in  any  mutual  funds, 
market  orders  are  $9.95-$1 7  95  depending  on  trading  activity  Limit  orders  just  $3  more.  Trades  over  2,500  shares  incur  1  cent  per  share  charge  for  the  entire  order.  Call  or  see  tdwaterhouse  com  for  complete  commission  fee  schedule  To  be  eligible 
;  promotion,  account  must  be  opened  by  10/31/04,  free  trades  are  valid  30  days  from  account  funding;  accounts  must  be  funded  within  90  days  from  the  date  the  account  is  opened.  Each  free  trade  valued  up  to  $45  Offer  valid  for  new  customers 
ho  open  an  individual,  joint,  rebrement,  trust,  or  Coverdell  Educabon  Savings  accounts.  Custodial,  partnership,  529  College  Savings  Plan,  and  corporate  accounts  are  not  eligible.  Funds  transfeiTed  from  existing  TD  Waterhouse  accounts  are  not  eligible. 
1er  per  person;  U.S.  residents  only;  void  where  prohibited;  standard  terms  and  conditions  apply,  offer  subject  to  change  at  any  bme  without  notice.  "Ranked  #1  for  Basic  Discount  Brokers,  SmartMoney.  The  Wall  Steet  Journal  Magazine  of  Personal 
!ss,  August  2003.  SmartMoney  is  a  joint  publishing  venture  of  Dow  Jones  &  Company,  Inc.,  and  Hearst  Communications,  Inc  SmartMoney  is  a  registered  trademark  The  Wall  Street  Journal  is  a  registered  trademark  of  Dow  Jones  &  Company,  Inc. 


M4KFB 


TDW3096 


1.  Owners  know  customers'  preferences. 

2.  Branches  know  each  others'  inventory. 

3.  Employees  know  distributors' stock. 

4.  No  seasonal  inventory  wasted. 

5.  Profits  bloom  dramatically. 


MIDDLEWARE  IS  IBM  SOFTWARE.  And  with  IBM  Express 
Middleware  it's  now  even  more  accessible  than  ever  for 
mid-sized  businesses.  It's  nimble.  It's  quick.  It's  engineered 
to  work  with  your  current  IT  investments.  It's  tailored  to 
meet  the  needs  of  your  specific  industry.  And  you  den 
need  a  Ph.D.  to  install  it.  All  that,  and  it's  priced  to  put  a  big 
smile  on  Accounting's  face. That's  ON  DEMAND  BUSINESS 


See  how  IBM  and  its  Business  Partners  help  companies  win  with  IBM  Express  at  ibm.com/middleware/express 
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Fixed  Income  for  Bears 

Funds  that  invest  in  bank  loans,  not  bonds,  aim  to  provide 
current  income  and  a  buffer  against  rising  interest  rates. 


BY  MITCHELL  MARTIN 


N  A  SIMPLER  WORLD  CONSERVATIVE  INVESTORS  BOUGHT 
bonds,  turning  savings  into  streams  of  income.  It  wasn't 
sexy,  but  it  was  a  safe  way  to  make  money  grow.  Fat 
chance  of  that  in  2004.  "The  horizon  return  this  year  for 
an  American  in  fixed  income  with  a  passive  strategy  is 
approximately  zero,"  says  David  Roiley,  a  portfolio  manager  at 


Loomis,  Sayles  in  Boston.  With  interest  rates  at  paltr> 
levels  and  seemingly  destined  to  rise,  bond  owners 
confront  the  ugly  possibility  that  any  coupons  the) 
receive  will  be  wiped  out  by  capital  losses. 

That  U.S.  rates  must  rise,  at  least  at  the  shori 
end  of  the  yield  curve,  is  a  foregone  conclusion 
Alan  Greenspan,  the  Federal  Reserve  Boarc 
chairman,  said  in  March  that  short-term 
rates  were  inconsistent  "with  general  long- 
term  stability"  and  would  have  to  rise  "a 
some  point." 
When  that  point  will  be  reached  is  a  matter  o! 
day-to-day  debate  among  bond  traders,  but  Danie 
Fuss,  vice  chairman  of  Loomis,  figures  that  in  3( 
months  the  overnight  rate  will  be  about  3%,  agains 
1%  now.  What  might  that  do  to  the  ten-year  Trea 
sury  note  yield,  currently  4.8%?  Conceivably,  noth 
ing;  the  yield  curve  might  just  flatten  out.  But  if  i 
kicks  up  the  ten-year  rate  to  5.25%,  as  Fuss  predicts 
Brag    someone  buying  the  note  now  will  suffer  a  capital  loss  o 
2%  or  3%. 

What  to  do,  if  you  are  bearish  on  interest  rates  bu 
unwilling  to  settle  for  the  less  than  1%  you  can  get  oi 
safe  Treasury  bills?  Consider  reducing  your  interest  rat' 
risk  while  increasing  your  credit  risk.  Buy  short-tern 
corporate  junk. 

The  polite  term  for  the  asset  class  we  have  in  mind  i 
floating-rate  loans.  Like  adjustable  mortgages,  thes 
instruments,  issued  and  securitized  by  banks,  are  reset  ai 
rates  change.  If  rates  rise,  the  yields  go  up,  protectin; 
lenders  from  capital  losses  (assuming  the  issuers  don' 
get  into  financial  trouble). 

For  individuals  the  good  news  is  that  there  ar 
mutual  funds  that  make  it  easy  to  invest  in  diversifie< 
portfolios  of  floating-rate  loans,  mostly  made  by  banks  t< 
corporations  with  less  than  investment-grade  bond  ratings.  Th 
bad  news  is  that  while  these  funds  may  be  obscure,  they  are  nc 
undiscovered.  Some  trade  at  a  premium.  Plus,  as  we  detail  in  th 
table  on  page  148,  they  have  high  costs  and  can  come  with  string 
attached. 
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Still,  floating-rate  bond  funds  may  be  the  best  fixed- 
income  deal  available  in  an  environment  of  rising  short-term 
interest  rates. 

Floating-rate  funds  come  in  three  varieties:  open-end, 
closed-end  and  a  hybrid  of  the  two.  In  the  last  class  are  the  Van 
Kampen  Senior  Loan,  Eaton  Vance  Prime  Rate  Reserves  and 
Franklin  Floating  Rate  funds.  You  can  buy  shares  at  any  time  at 
the  net  asset  value,  as  with  open-end  funds,  but  you  can  only 
redeem  quarterly  and  not  necessarily  all  your  holdings.  Since 
the  loans  are  not  as  easily  traded  as  stocks  or  bonds,  this  struc- 
ture insulates  portfolio  managers  from  investor  stampedes  away 
from  unpopular  assets,  but  it  also  insulates  ^^^^^^^^^ 
your  money  from  you. 

In  this  category  Scott  Berry  of  Morn- 
ingstar,  the  Chicago-based  fund  tracker, 
likes  the  Eaton  Vance  fund,  which  currently 
yields  2.7%.  There  is  no  load,  but  Scott 
Page,  comanager  of  the  fund,  says  there  is  a 
sliding  fee  if  you  redeem  your  shares  within 
two  years  of  purchase. 

For  investors  who  want  to  be  able  to  trade  in  and  out  with- 
out restrictions,  there  are  a  handful  of  open-end  floating-rate 
funds;  Berry  likes  the  similar  Eaton  Vance  Floating-Rate  Fund, 
yielding  1.9%  after  expenses  of  1.8%,  for  its  "steady  perfor- 
mance and  proven  management"  and  the  no-load  Fidelity 
Floating  Rate  High  Income  Fund,  which  is  returning  2.9%  after 
expenses  of  0.9%.  The  Eaton  Vance  product  carries  a  2.25% 
front-end  load,  making  it  useless  for  a  short-term  investor. 

You  can  avoid  loads  by  using  closed-end  funds,  though  you 
will  have  to  pay  regular  stock  brokerage  fees.  You  also  get  to 
pay  the  next  worst  thing  to  a  load:  a  premium.  After  a  run-up 
last  year  the  outstanding  floating-rate  funds  are  all  priced  above 
their  net  asset  values,  meaning  you  have  to  pay  on  the  order  of 


IF  YOU  ARE  BEARISH 
ON  INTEREST  RATES, 
CONSIDER  BUYING 
CORPORATE  JUNK. 


g 

BUfflliWlMMfllilB 

dit  Risk 

These  nine  floating-rate  funds  all  aim  to  pump  up  yields  and  protect 
capital  as  interest  rates  rise.  However,  be  sure  to  watch  the  costs. 

RETURN 

Annual 

Fund 

YTD 

3-year 
annualized 

expenses 
per  $100 

Eaton  Vance  Floating  Rate-B 

0.9% 

2.9% 

$1.84 

Eaton  Vance  Prime  Rate  Reserves 

2.5 

3.8 

1.32 

Fidelity  Floatingflate  High  Income 

1.3 

NA 

0.86 

Franklin  Floating  Rate  Trust 


3.5 

4.1 

1.35 

Global  High  Income  Dollar 

-2.2 

13.7 

1.43 

ING  Prime  Rate  Trust 

3.4 

4.8 

2.11 

Salomon  Brothers  Emergir?  Markets  Floating  Rate 

-2.9 

14.8 

1.70 

Van  Kampen  Senior  Income 

3.1 

6.0 

1.71 

Van  Kampen  Senior  Loan-C 

3.8 

NA 

1  69 

Returns  through  Apr.  30.  NA:  Not  avails   -  Sources:  Upper;  Forbes. 


$  1 05  for  every  $  1 00  of  loans. 

That  needn't  be  a  deal  breaker.  "Senior  loan  funds,  despite 
the  fact  that  there  are  premiums,  are  attractive  for  several  rea< 
sons,"  says  Jeffrey  Margolin,  who  follows  the  closed-end  sectoi 
for  Ryan  Beck  in  New  York.  "As  the  economy  firms  up,"  h< 
says,  "the  value  of  the  loans  rises."  Even  if  the  premium  dissi 
pates,  you  can  hope  that  a  gain  in  the  net  asset  value  will  leav< 
you  whole. 

Payouts  on  the  closed-end  funds  are  generally  higher  thai 
on  the  other  varieties,  though  this  comes  with  added  risk:  Thes< 
funds  borrow  money  to  goose  their  returns.  (We  exclude  inter 
^^^^^^^^^^^^  est  costs  from  expense  ratios.)  Tha 
means  a  bigger  hit  if  a  borrowe 
defaults. 

Margolin  recommends  two  closed 
end  funds:  ING  Prime  Rate  Trust  an« 
Van  Kampen  Senior  Income  Trust.  Thei 
yields,  based  on  current  interest  pay 
ments,  are  5%  and  4.5%,  respectivel) 
and  they  trade  at  premiums  of  10%  am 
4%.  Expense  ratios,  not  counting  interest:  2.1%  and  1.7%. 

Just  what  is  your  credit  risk  with  these  loans?  The  bank  deb 
is,  by  and  large,  "senior,"  in  the  sense  that  in  a  crisis  it  would  b 
paid  off  before  junk  bonds  from  the  same  issuer.  But  the  bor 
rowers  are  scarcely  high-grade  credits.  For  the  ING  fund,  th 
two  largest  at  the  end  of  last  year — accounting  for  8.6%  of  th 
portfolio — were  units  of  Charter  Communications,  rated 
lowly  B2  by  Moody's  Investors  Service,  and  Nextel,  also  a  jufr 
issuer  with  a  Ba2  bank-loan  rating. 

Margolin  says  that  the  seniority  of  the  bank  debt  makes  u] 
for  some  of  the  weakness  in  the  borrowers'  balance  sheets.  "Th 
recovery  rate  for  senior  bank  loans  is  70  to  80  cents  on  the  dol 
lar  in  a  bankruptcy,"  says  Margolin,  versus  25  cents  for  jun 

bonds.  Page  of  Eaton  Vance  say 
the  long-term  default  rate  on  thes 
loans  is  in  the  2.5%  range  but  wa 
higher  during  the  dark  days  a 
2001  and  2002. 

Investors  who  like  the  idea  c 
floating-rate  funds  but  not  ban 
loans  have  a  few  other  options 
Salomon  Brothers  Emerging  Mar 
ket  Floating  Rate  Fund  buy 
adjustable-rate  bonds  from  emerg 
ing-market  companies  and  coun 
tries.  The  closed-end  fund  yield 
6.4%  and  trades  at  a  3.8%  pre 
mium.  A  similar  vehicle  is  th 
Global  High  Income  Dollar  Func 
which  sports  a  9.5%  yield  bu 
also  a  ridiculous  premiur 
of  15.7%.  I 
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A  Different  Kind  of  Junk 

Don't  bet  on  a  repeat  of  high-yield  bonds'  scorching 
2003  record.  If  you  like  the  sector,  look  at  buying  the  bond 
issuers'  stock  instead. 

BY  DANIEL  KRUGER 


THE  JUNK  BOND  RALLY  SEEMS  JUST 
a  merry  memory.  In  2003  the  J.P. 
Morgan  High-Yield  Bond  Index 
surged  28%.  Thus  far  this  year  it 
has  inched  up  a  mere  1.4%. 
Dropping  default  rates  for  these  bonds  (an 
annualized  3.9%  lately,  down  from  6%  in 
January  2003),  courtesy  of  a  recovering  econ- 
omy, are  making  them  generally  less  specula- 
tive. Bonds  from  heavily  indebted  companies 
like  Nextel  and  Tyco,  formerly  at  deep  dis- 
counts, now  are  trading  at  par  or  better. 
Meanwhile,  the  spread  between  risky  junk 
and  risk-free  Treasurys  is  a  hardly  enticing  3.2 
percentage  points,  a  significant  narrowing 
from  the  6.6-point  gap  a  year  ago. 

But  there's  a  clever  way  to  keep  the  high- 
yield  party  going:  Buy  the  stocks  of  junk- 
bond  companies,  not  the  bonds.  Even  amid 
the  best  market  for  junk  bonds  since  1991, 
you  would  have  been  better  off  holding  junk 
stock,  says  Anton  Pil,  a  fixed-income  strategist 
at  JPMorgan  Private  Bank.  The  J.P.  Morgan 
High-Yield  Stock  Index  was  up  50%  during 
2003,  almost  double  the  performance  of  the 
junk  bond  index. 

Holding  equity  in  these  companies  offers 
two  advantages.  First  is  the  greater  potential 
for  gains.  Many  junk  bond  prices  are 
approaching  a  natural  ceiling  at  around  1 10 
cents  on  the  dollar,  beyond  which  their  yield- 
to-call  numbers  shrink  to  Treasury-like  lev- 
els. But  common  stock  is  not  callable,  so 
there's  no  limit  to  the  capital  gain.  Let's  say 
you  had  bought  the  Nextel  7 'As  of  2015  when  it  was  issued  last 
July  and  had  been  prescient  enough  to  sell  the  bond  when  it 
hit  its  high  of  1 1 1  cents  on  the  dollar  in  January.  Total  return, 
before  any  broker  markdown  on  the  sale:  14%.  Nextel  stock 


was  up  50%  during  that  period. 

Junk  stocks'  second  advantage  is  that  equities  are  less 
directly  affected  by  interest  rate  movements  than  bonds  are — 
and  the  Federal  Reserve  has  signaled  that  rate  hikes  are  on  the 
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These  debt-laden  companies,  junk  credits  all,  stand  to  do  well  in 

the  stock  market  as  the  economy  recovers. 


Recent 

Long-term 

Long-term 

price 

P/E 

debt  ($bil) 

debt/capital 

AES 

$8.28 

15 

$16.0 

94% 

Forest  Oil 

25.35 

14 

0.9 

44 

Nextel  Communications 

24.35 

14 

10.0 

60 

Qwest  Communications  Intl 

3.89 

NM 

16.5 

108 

Teekay  Shipping 

61.77 

8 

1.5 

43 

Prices  as  of  May  7.  NM:  Not  meaningful.  Source:  Reufers  Fundamentals  via  FactSet  Research  Systems. 


way.  While  junk  is  not  as  tightly  linked  to  the  Fed's  actions  as 
Treasurys  are,  credit  tightening  will  pull  down  high-yield 
prices  to  some  degree,  Pil  says.  Rate  hikes  tend  to  harm  stocks 
at  the  outset,  as  higher  interest  threatens  to  crimp  consumer 
demand  and  increase  corporate  borrowing  costs.  Still,  pro- 
vided that  the  economy  is  rising,  stocks  often  rebound  in  short 
order  (see  p.  218). 

The  best  junk  stocks  are  those  in  which  turnarounds  are 
well  along — which  means  deleveraging.  Many  of  the  junk 
shares  that  fund  manager  Thomas  Soviero  has  bought  into 
are  from  issuers  for  whom  paring  down  debt  is  a  priority. 
Last  year  was  perfect  for  deleveraging,  he  notes,  because  inter- 
est rates  were  low,  the  economy  was  strengthening  and  capi- 
tal markets  were  more  accessible,  meaning  you  could  sell 
stocks  and  call  in  high-coupon  junk  more  readily  than  before. 
This  year  rates  appear  to  be  rising,  but  the  other  factors  are 
still  in  place. 

Soviero,  manager  of  the  Fidelity  Leveraged  Company  Stock 
fund,  scored  a  98%  return  last  year  by  buying  junk  stocks. 
Among  his  top  holdings,  according  to  the  fund's  most  recent 
disclosure  (Fidelity  does  not  allow  man- 
to  discuss  specific  stocks),  arc  Nex-  IHB^H^HHHI 
tel,  Tyco  and  Teekay  Shipping.  So  far  this 
year  he's  down  1.6%,  about  level  with  the 
S&P  500. 

Nextel,  AES  and  Forest  Oil  have  taken 
painful  whacks  of  16%,  15%  and  13%, 
respectively.  But  there  have  been  some 
notable  positive  performances,  as  well. 
General  Maritime  and  Teekay  Shipping, 
companies  in  which  the  fund  has  big 
positions,  are  up  21%  and  12%,  respectively,  as  global  trade 
picks  up  the  pace. 

Companies  with  bond  ratings  at  a  junk  level  are  often 
young,  small-  and  midcap  outfits  that  frequently  operate  in 
volatile  sectors  like  energy  and  telecom.  A  good  example  is  Nex- 
tel, which  mines  the  direct-connect  market  in  wireless  com- 
munications. (A  pair  of  phones  can  be  used  like  walkie-talkies.) 


In  2003  Nextel  benefited  from  a  dra 
matic  reduction  in  debt  combined  with 
solid  cost  controls,  revenue  growth  and 
strong  management,  which  led  to 
growth  in  operating  income  (net  before 
depreciation,  interest  and  taxes)  and  a 
run-up  in  its  share  price.  After  doubling 
in  2003  the  stock  has  retreated  16%  this 
year  as  investors  worry  that  the  company 
may  be  too  small  to  last  in  a  market) 
dominated  by  a  few  big  players. 

But  the  same  strengths  which  Soviero! 
saw  that  brought  Nextel  out  of  trouble 
last  year  may  carry  it  through  an  unset- 
tled market.  After  years  in  the  red  it  turned  profitable  in  2002 
Nextel's  first-quarter  net  was  $593  million,  up  184%  frorrj 
the  year-prior  period. 

Soviero  also  looks  for  highly  leveraged  companies  ir 
industries  with  improving  fundamentals,  like  shipping 
Tanker  rental  rates  are  high  because  of  demand  out  of  China 
Teekay  Shipping,  which  carries  10%  of  the  oil  shipped  b) 
sea,  is  a  prime  example.  Demand  for  petro  products  is  soar 
ing.  In  2003  Teekay's  earnings  more  than  tripled  to  $177  mil 
lion,  and  its  revenue  doubled  to  $1.6  billion.  Teekay,  based  ir 
Nassau,  Bahamas  and  traded  on  the  New  York  Stocl 
Exchange,  further  bolstered  its  position  this  spring  with  the  \N 
acquisition  of  Tapias,  the  large  Spanish  shipper  of  liquefiec 
natural  gas. 

The  advent  of  new  management  can  also  prod  Soviero  t< 
look  at  a  highly  leveraged  company.  Qwest  Communication 
International  caught  Soviero's  eye  after  the  mid-200^ 
appointment  of  a  strong  manager,  Richard  Notebaer 
(formerly  chairman  of  Ameritech,  another  Baby  Bell),  t<| 
replace  hard-charging  builder  Joseph  Nacchio. 

Although  it  had  massivi 


problems  with  regulator 
(the  Securities  &  Exchangi 
Commission  is  probing  it  foi 
accounting  shenanigans)  ano 
what  appears  to  be  an  over 
whelming  debt  burden,  thi 
company  boasted  good  assets  Te. 
and  Soviero  thought  Note 
baert  would  be  able  to  man 
age  through  the  problems. 
While  hurt  by  cut  rates  in  long  distance,  Notebaeri 
has  made  headway  getting  customers  to  bundle  local,  long! 
distance  and  DSL  Internet  access.  And  he  sliced  long-terr] 
debt  16%  to  $16.5  billion  in  2003. 

Qwest  remains  unprofitable,  and  its  $4  stock  is  way  dowi 
from  the  early-2000  high  of  $66.  But  it  has  doubled  sine 
Notebaert's  arrival.  I 


TURNAROUNDS, 
MEANING  DEBT-PARINGS, 
ARE  UNDER  WAY  AT  THE 
BEST  JUNK  STOCK 
COMPANIES. 
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Harold  manages  growth  portfolios.  Phil  manages  value  portfolios. 
They  only  meet  at  the  watercooler. 


Jame  of  Fund 

Fund  Category 

1  Yr. 

5Yrs. 

10  Yrs./Lifeof  Fund 

Inception  Date 

few  Opportunities  IP*  (ANOIX) 

Small  Growth 

59.80% 

—  /9.35% 

6/1/01 

istaSM  (TWCVX) 

Mid-Cap  Growth 

54.95% 

13.33% 

10.34%/ 10.89% 

11/25/83 

faluet  (TWVLX) 

Mid- Cap  Value 

40.66% 

9.96% 

13.57%/12.87% 

9/1/93 

quity  Income  (TWEIX) 

Mid-Cap  Value 

31.30% 

11.20% 

 / 14.73% 

8/1/94 

verage  annual  total  returns  as  of  3/31/04 

lata  presented  reflect  past  performance.  Past  performance  is  no  guarantee  of  future  results.  The  advertised  performance  is  attributable  in  part  to 
vusually  favorable  market  conditions  and  may  not  be  repeated  or  consistently  achieved  in  the  future.  Current  performance  may  be  higher  or 
wer  than  the  performance  shown.  Investment  return  and  principal  value  will  fluctuate,  and  redemption  value  may  be  more  or  less  than  original 
ost  To  obtain  performance  data  current  to  the  most  recent  month  end,  please  call  1-877-442-6236  or  visit  americancentury.com.  Performance 
dflects  Investor  Class  shares.  For  information  about  other  share  classes  available,  please  consult  the  prospectus.  Data  assume  reinvestment  of 
'ividends  and  capital  gains. 

Available  exclusively  through  investment  professionals. 

an  Historically,  small-cap  stocks  have  been  more  volatile  than  the  stock  of  larger,  more  established  companies. 


;s  a  company,  our  sole  focus  is  managing  money.  In  turn,  each  of  our  portfolio 
anagement  teams  concentrates  on  only  one  discipline.  As  specialists,  they  each 
'e,  eat  and  breathe  their  distinct  investment  process.  And  their  expertise  helps 
deliver  long-term  performance  that  seeks  to  exceed  industry  benchmarks.  Our 
vestments  stay  true.  Because  our  people  do  the  same. 


American  Century 
Investments 

Genuine.  Results. 


Call  1-877-442-6236  or  your  investment  professional,  or  visit  americancentury.com 


)u  should  consider  a  fund's  investment  objectives,  risks,  and  charges  and  expenses  carefully  before  you  invest.  The 
sj„  fid's  prospectus,  which  can  be  obtained  by  calling  1-877-442-6236,  contains  this  and  other  information  about  the 
fid,  and  should  be  read  carefully  before  investing. 

■  lerican  Century  Investment  Services,  Inc.,  distributor. 

0  American  Century  logo,  American  Century  and  American  Century  Investments  are  service  marks  of  American  Century  Services  Corporation.  ©  2004  American  Century  Services  Corporation 
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The  Buffetteers 


There  is  only  one  Warren  Buffett  but  many  who  profess  to  be  his 
disciples.  Here  are  three  stock  pickers  trying  to  beat  the  money 
master  at  his  own  game. 

BY  MICHAEL  MAIELLO 


HE  BERKSHIRE  HATHAWAY  ANNUAL  MEETING  TAKES 
over  Omaha  every  spring  with  the  force  of  a  Hell's 
Angels  rally.  The  cheapest  tickets  cost  $3,000,  the  price 
of  a  Berkshire  Hathaway  B  share.  This  year's  hoopla 
drew  19,500  shareholders  eager  to  glean  advice  from 
the  investment  sage.  Alas,  Buffett's  musings  are  philosophical  and 
historical;  he  doesn't  give  stock  tips. 

That  doesn't  stop  Buffett  fans  from  trying  to  imitate  him.  They 
may  ape  his  stock  purchases  once  Berkshire's  holdings  become 
public.  Or  they  may  apply  his  style  of  value  management  to  the  se- 
lection of  other  stocks.  But  nobody  else's  stock-picking  record 
comes  close  to  Buffett's  in  both  cumulative  percentage  gain  and 
dollar  magnitude.  Berkshire  shares  were  worth  $15  apiece  when 
he  took  over  the  company  39  years  ago;  now  they  go  for  $85,500, 
and  the  company's  market  value  is  $131  billion.  In  recent  years, 
however,  the  performance  engine  has  lost  some  steam,  and  some 
imitation  Buffetts  are  doing  better  than  the  real  thing. 


et-Watcher 


lias 

High  fees  make  this  magazine  skeptical  of  hedge  funds  but  don't 
stop  us  from  admiring  their  stock-selection  skills.  Los  Angeles  hedge 
fund  manager  Mohnish  Pabrai,  39,  seems  to  have  some  talent  as  a 
stock  picker.  Since  he  started  Pabrai  Investment  Funds  in  1999,  he 
has  delivered  a  35.3%  compound  annual  return  (after  fees),  to  the 


Two  beat  Warren,  one  tied.  The  oldest  fund  lags:  Sequoia,  closed  to  new  money. 


Fund 

Inception 
date 

ANNUALIZED  RETURN 

since      in  Berkshire  Hathaway 
inception     since  fund's  inceplion 

Minimum 

initial 
investment 

Expenses 
per  $100 

Fairholme 

12/29/99 

18.1% 

13.9% 

$2,500 

$1.00 

Pabrai 

7/1/99 

35.3 

14.2 

100,000 

_1 

Sequoia 

7/15/70 

16.5 

26.3 

closed 

1.00 

Wisdom2 

2/16/99 

5.2 

5.2 

2,500 

1.50 

Prices  as  of  Apr.  30.  except  Pabrai,  as  of  Mar.  31.  'Fund  charges  25%  of  profits  after  6%  return.  2Has  maximum  5.75%  front-end  sales  charge. 
Sources.  Upper;  FT  Interactive  Data  via  FactSet  Research  Systems;  Pabrai  Investment  Funds. 

14.2%  a  year  you  would  have  made  owning  Berkshire  shares. 

There  are  two  reasons  the  $1 16  million  portfolio  has  done  better 
than  the  competition  in  Omaha.  One,  says  Pabrai,  is  that  he  doesn't 
try  to  emulate  Berkshire's  holdings  in  wholly  owned  subsidiaries. 
That  has  kept  him  out  of  property/casualty  insurance,  which 
accounts  for  a  big  part  of  Berkshire's  revenue  and  had  suffered  some 
setbacks  (such  as  claims  from  Sept.  11).  The  other  is  that  he  hews  a 
little  more  closely  to  the  kind  of  value  investing  espoused  by  Buffett's 
mentor,  Benjamin  Graham.  Graham  liked  to  buy  companies  for 
less  than  net  current  assets,  meaning  cash,  inventory  and  receiv- 
ables minus  all  obligations.  Buffett  has  pushed  the  definition  of 
intrinsic  value  in  new  directions.  He  is  willing  to  pay  for  intangibles, 
like  a  consumer  brand  name  or  a  newspaper  monopoly,  provided 
those  assets  throw  off  "owner's  profits" — cash  that  can  be  extracted 
from  a  business  after  necessary  capital  outlays  are  paid  for. 

Like  Buffett,  Pabrai  keeps  his  distance  from  Wall  Street.  He 
buys  no  research  and  has  no  hired  help.  If  he  can't  understand  a 
company,  he  doesn't  buy  the  stock.  Further,  Pabrai  won't  meet 
with  a  company's  executives;  if  he  socializes  with  one,  he'll  never 
invest  in  the  stock.  "Chief  executives  are  salesmen,  as  Graham 
says,"  Pabrai  intones.  "That's  how  they  get  their  jobs." 

Pabrai  last  year  bought  the  Norwegian  oil  tanker  firm  Frontline 
when  shipping  rates  fell  to  $5,000  a  day.  To  remain  profitable,  the 
company  needs  rates  of  at  least  $18,000  a  day  on  its  70  double- 
hulled  oil  tankers.  Investors 
fled  the  stock,  and  it  fell  to 
$3.  Frontline  wasn't  a  clas- 
sic Graham  value  play 
since  it  didn't  have  much 
in  the  way  of  net  current 
assets.  But  it  did  have  hard 
assets — those  tankers. 

After  noticing  the  stock 
on  a  new  lows  list,  Pabrai 
looked  into  the  oil  shipping 
business  and  discovered 
that  small  Greek  shippers 
with  near-obsolete  single- 
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Mohnish  Pabrai  stays  closer  to 
Buffett's  mentor,  Ben  Graham,  the 
Buffett  himself  does  these  days. 


hulled  tankers  were  being  hurt  more 
than  Frontline  and  were  selling  their 
ships  for  scrap.  So  he  knew  that 
when  oil  demand  next  surged,  Front- 
line would  be  better  able  to  com- 
Jnand  premium  rates.  Near  the  end  of  2003  Frontline  was  charging 
i;i50,000  a  day  per  tanker.  Pabrai  is  long  gone,  but  the  stock,  at  $29  a 
pare,  trades  at  a  cheap  five  times  trailing  earnings. 

In  2002  he  beat  Buffett  to  the  convertible  bonds  of  Level  3  Com- 
munications. Like  his  hero,  Pabrai  saw  value  in  telecom's  distress. 


e  Copycat 


Z.  Douglas  Davenport,  manager  of  the  $52  million  Wisdom  Fund 
i  a  Atlanta,  is  Buffett's  shadow.  If  Buffett  does  something,  Davenport 
la-  vill,  too — going  so  far  as  to  buy  proxy  stocks  for  companies  that 

i  Berkshire  acquires.  Davenport  keeps  the  identical  proportion  of 
:  ash  that  Berkshire  does,  a  sizable  22%  of  his  portfolio. 

Davenport's  fund,  with  backing  from  Sir  John  Templeton's 
i,e  jjmily,  started  in  early  1999  as  the  Berkshire  Fund  but  changed  its 
lame  after  the  real  Berkshire  complained.  Davenport,  53,  follows 
Berkshire's  public  filings  and  news  reports  to  see  what  Buffett  has 

ii  >een  up  to.  "Buffett  is  quite  well  followed.  It's  amazing  how  much 
v;  ou  can  find  out  about  the  man  on  the  Internet,"  he  says.  Thus 

)avenport  has  8%  of  his  assets  in  Coca-Cola,  and  4%  in  American 
X!  Express,  just  like  Berkshire. 

When  Berkshire  acquired  carpetmaker  Shaw  Industries  in 


2001,  Davenport  went  after  competitor  Mohawk  Industries,  wait- 
ing two  weeks  for  its  share  price  to  settie  down.  Last  year  Berkshire 
bought  Clayton  Homes,  a  builder  of  prefab  homes,  and  Davenport 
bought  into  similar  Champion  Enterprises.  To  roughly  match 
Berkshire's  huge  stakes  in  auto  insurance  and  reinsurance,  Dav- 
enport has  American  International  Group. 

Since  inception  just  over  five  years  ago  Wisdom  is  up  an  annual 
5.2%,  after  its  1.5%  expense  ratio,  matching  Berkshire's  showing. 


The  Fairholme  Fund,  managed  in  Short  Hills,  N.J.  by  Bruce 
Berkowitz,  Larry  S.  Pitkowsky  and  Keith  Trauner,  has  a  fourth  of 
its  $130  million  in  Berkshire  shares.  But  it  has  done  better  with  its 
non-Berkshire  holdings.  Net  of  1%  in  overhead,  Fairholme  has 
returned  18.1%  a  year  since  its  inception  in  2000,  besting 
Berkshire's  13.9%. 

The  fund's  second-largest  holding  is  Leucadia  National,  a  Berk- 
shire-like conglomerate  run  by  recent  Buffett  partners  Joseph 
Steinberg  and  Ian  Cumming.  Alongside  Buffett,  Fairholme  in- 
vested in  White  Mountains  Insurance  Group,  holding  on  even 
after  the  Sept.  1 1  attacks,  when  insurance  stocks  looked  dicey. 
Fairholme  makes  bets  on  distressed  companies  that  would  scare  off 
a  classic  Grahamite.  In  2002  it  started  buying  debt  of  troubled 
Williams  Communications,  saw  that  debt  converted  to  equity  in  a 
reorganization  and  bought  more  equity.  When  Leucadia  acquired 
the  business  last  year,  Fairholme's  stake  appreciated  50%.  F 
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(Way)  Over  There 


When  you  look  at  emerging  markets,  contemplate  the  emerging 
middle  classes  in  India,  Russia  and  Turkey. 


BY  MATTHEW  SWIBEL 

NO  LESS  AN  EXPERT  ON  INVESTING  THAN  WARREN 
Buffett  finds  that  the  pickings  are  getting  slim  in 
North  America.  He  has  a  huge  pile  of  uninvested 
cash.  And  while  he  told  his  shareholders  earlier 
this  year  that  the  bulk  of  Berkshire  Hathaway's  net 
worth  would  remain  in  U.S.  assets,  he  also  revealed  that  he  was 
venturing  into  foreign  currencies  for  the  first  time. 

But  why  stop  with  currencies?  You  could  speculate  on  for- 
eign equities  while  you're  at  it.  "I  am  seeing  more  interest 
among  institutional  buyers  in  non-U.S.  equities,"  notes  Stuart 
Schweitzer,  a  global  markets  strategist  in  investment  manage- 
ment and  private  banking  at  JPMorgan.  "The  typical  pension 
plan  has  20%  to  25%  of  total  equity  today  abroad."  U.S. 
investors'  non-U.S.  equity  assets  have  increased  from  3.5% 
of  their  portfolios  in  1987  to  13.9%  in  2003. 

And  why  stop  with  the  tamer  foreign  markets,  like  Japan, 
Canada  and  the  U.K.?  You  could  put  a  sliver  of  your  equity 
money  into  really  risky  countries,  known  politely  as  emerg- 
ing markets.  This  category  includes  stocks  in  such  locales  as 
Moscow,  Bangkok  and  Nairobi.  Measured  in  dollars,  the 
Morgan  Stanley  Capital  International  Emerging  Markets 
Index  was  up  51%  over  the  16  months  to  Apr.  30,  soundly 
beating  the  25%  return  on  the  S&P  500. 

How  to  tap  into  non-U.S.  markets?  U.S.  investors  can 
buy  into  2,200  individual  foreign  companies  by  getting  their 
American  Depositary  Receipts.  These  mirror  images  of  the 
underlying  shares  trade  on  U.S.  markets  and  pay  dividends  in 
U.S.  dollars.  Directly  buying  shares  abroad  is  more  complex 
and  costly,  involving  as  it  does  foreign  exchange  conversions 
for  both  the  purchase  and  the  cashing  of  dividend  checks. 
The  third  option  is  to  get  a  fund. 

Don't  think  of  emerging  markets  as  a  single  asset  class. 
Cheryl  Rathbun,  a  global  credit-risk  director  at  Citigroup, 
advises  breaking  them  into  three,  as  Gaul  was:  really  emerg- 
ing (Russia  and  eastern  Europe),  sustained  (Thailand,  for  ex- 
ample) and  submerging  (Zimbabwe  and  its  like).  Still,  says 
Todd  Henry,  vice  president  of  the  T.  Rowe  Price  Emerging 
Markets  Stock  Fund,  "Don't  be  afraid  to  go  into  markets  on 
the  periphery."  Henry  s  fund  pokes  about  on  the  outskirts  of 
economic  stability  in  places  such  as  Turkey,  Russia  and  India. 


Over  the  five  years  to  Apr.  30  it  has  averaged  an  annual  total  retun 
of  9.6%,  beating  the  MSCI  Emerging  Markets  Index  by  four  per 
centage  points,  despite  the  fund's  1 .4%  expense  ratio. 

Henry  holds  3.2%  of  his  assets  in  Turkey,  double  the  bench 
mark  index-weighting.  With  that  country's  inflation  dropping  t( 
a  historic  low  of  8.9%  and  Prime  Minister  Recep  Erdogan  clean 
ing  up  scandal-plagued  banks,  Istanbul's  National  100  Index  is  u{ 
59%  in  local  currency  terms  since  January  2003.  Turkey's  MSC 
Index  still  looks  cheap  by  emerging- market  standards,  at  8.5  time 
trailing  12-month  earnings,  compared  with  16.4  for  Mexico's  an» 
13.3  for  Thailand's. 

"If  Turkey  joins  the  EU,  it  would  bring  a  quantum  leap  an 


156  FORBES 


June  7,  2004 


Ogoggles 


*  PROTECTIVE  MASK 


WHAT  ARE  YOU  DOING  TO  HELP  PROTECT  YOUR  HEART? 


You  do  all  kinds  of  things  to  help  safeguard 
urself.  And  yet,  if  you've  had  a  heart  attack  or 
oke,  it's  important  to  ask  your  doctor  if  you're 
ing  enough  to  help  protect  your  heart.  The  Heart 
Dtection  Study  by  Oxford  University,  funded  in 
H  by  Merck,  researched  ZOCOR. 
ZOCOR  is  the  first  and  only  cholesterol  medica- 
n  proven  to  significantly  reduce  the  risk  of  heart 
ack  and  stroke  in  people  with  heart  disease, 
gardless  of  cholesterol  level. 
Before  the  Heart  Protection  Study  was  complete, 
COR  was  a  time-tested,  cholesterol-lowering 
•dication,  with  over  160  million  prescriptions 
d  in  the  past  11  years. 

Ask  your  doctor  how  ZOCOR,  along  with  a  healthy  diet, 
help  protect  you.  Get  information  about  the  Heart  Protection 
dy  and  ZOCORat  zocor.com  or  call  1-800-MERCK-75. 

MERCK  C^. 


INFORMATION 
ABOUT  THE 


AND  ZOCOR 

(SIMVASTATIN! 


ZOCOR 

(SIMVASTATIN) 


4  Merck  &  Co..  Inc.  All  rights  reserved. 
17811II645CI-ZOC-CON 


program 
To  find  out  il  you  quality,  c 


II  1UOO  MERCK-75 


Important  considerations:  ZOCOR  is  a  prescription 
medicine  and  isn't  right  for  everyone,  including 
women  who  are  nursing  or  pregnant  or  who  may 
become  pregnant,  anyone  with  liver  problems,  and 
people  who  are  allergic  to  any  ingredients  of  ZOCOR. 
Unexplained  muscle  pain  or  weakness  could  be  a 
sign  of  a  rare  but  serious  side  effect  and  should  be 
reported  to  your  doctor  right  away.  Your  doctor  may 
do  blood  tests  before  and  during  treatment  with 
ZOCOR  to  check  for  liver  problems.  To  avoid  serious 
side  effects,  discuss  with  your  doctor  medicine  or 
food  you  should  avoid  while  on  ZOCOR. 

YOUR  RESULTS  MAY  VARY. 

PLEASE  READ  THE  MORE  DETAILED  INFORMATION  ABOUT 
ZOCOR  IMMEDIATELY  FOLLOWING  THIS  AD. 

ASK  YOUR  DOCTOR  IF  ZOCOR  IS  RIGHT  FOR  YOU. 


ZOCOR.  It's  your  future.  Be  there. 


ZOCOR 

(SIMVASTATIN) 


PLEASE  READ  THIS  SUMMARY  CAREFULLY,  THEN  ASK  YOUR  DOCTOR  ABOUT  ZOCOR. 
NO  ADVERTISEMENT  CAN  PROVIDE  ALL  THE  INFORMATION  NEEDED  TO  PRESCRIBE  A 
DRUG.  THIS  ADVERTISEMENT  DOES  NOT  TAKE  THE  PLACE  OF  CAREFUL  DISCUSSIONS 
WITH  YOUR  DOCTOR.  ONLY  YOUR  DOCTOR  HAS  THE  TRAINING  TO  WEIGH  THE  RISKS 
AND  BENEFITS  OF  A  PRESCRIPTION  DRUG  FOR  YOU. 


USES  OF  ZOCOR 

ZOCOR  is  a  prescription  drug  that  is  indicated  as  an  addition  to  diet  for  many  patients  with  high  cholesterol. 
For  patients  at  high  risk  ol  coronary  heart  disease  (CHD)  because  ot  existing  heart  disease,  diabetes,  vascular 
disease,  or  history  ol  stroke,  ZOCOR  is  indicated  along  with  diet  to  reduce  the  risk  ot  death  by  reducing  coro- 
nary death;  reduce  the  risk  ol  heart  attack  and  stroke;  and  reduce  the  need  for  revascularization  procedures 

WHEN  ZOCOR  SHOULD  NOT  BE  USED 

Some  people  should  not  lake  ZOCOR,  Discuss  this  with  your  doctor. 

ZOCOR  should  not  be  used  by  patients  who  are  allergic  to  any  of  its  ingredients.  In  addition  to  the  active  ingre- 
dient simvastatin,  each  tablet  contains  the  following  inactive  ingredients:  cellulose,  lactose,  magnesium 
stearate,  iron  oxides,  talc,  titanium  dioxide,  and  starch.  Bulylaled  hydroxyanisole  is  added  as  a  preservative. 
Patients  with  liver  problems:  ZOCOR  should  not  be  used  by  patients  with  active  liver  disease  or  repeated 
blood  test  results  indicating  possible  liver  problems.  (See  WARNINGS.) 

Women  who  are  or  may  become  pregnant:  Pregnant  women  should  not  lake  ZOCOR  because  it  may 
harm  the  fetus  Women  of  childbearlng  age  should  not  take  ZOCOR  unless  it  is  highly  unlikely 
that  they  will  become  pregnant.  If  a  woman  does  become  pregnant  while  on  ZOCOR,  she  should  stop 

taking  the  drug  and  talk  to  her  doctor  at  once. 

Women  who  are  breast-feeding  should  not  take  ZOCOR 

WARNINGS 

Muscle:  Tell  your  doctor  right  away  if  you  experience  any  unexplained  muscle  pain,  tender- 
ness, or  weakness  at  any  time  during  treatment  with  ZOCOR  so  your  doctor  can  decide  if 
ZOCOR  should  be  stopped.  Some  patients  may  have  muscle  pain  or  weakness  while  taking 
ZOCOR.  Rarely,  this  can  include  muscle  breakdown  resulting  in  kidney  damage.  The  risk  of 
muscle  breakdown  is  greater  in  patients  taking  certain  other  drugs  along  with  ZOCOR: 

•  Cyclosporine,  itraconazole,  ketoconazole,  erythromycin,  clarithromycin,  HIV  protease 
inhibitors,  the  antidepressant  nefazodone,  or  large  quantities  of  grapefruit  juice  (>1  quart 
daily),  particularly  with  higher  doses  of  ZOCOR. 

•  Gemfibrozil  particularly  with  higher  doses  of  ZOCOR. 

•  Other  lipid  lowering  drugs  (other  fibrates  or  >1  g/day  of  niacin)  that  can  cause  myopathy 
when  given  alone. 

•  Amiodarone  or  verapamil  with  higher  doses  of  ZOCOR. 

The  risk  of  muscle  breakdown  is  greater  at  higher  doses  of  simvastatin. 

Because  the  risk  of  muscle  side  effects  is  greater  when  ZOCOR  is  used  with  the  products 

listed  above,  the  combined  use  of  these  products  should  be  avoided  uniess  your  doctor 

determines  the  benefits  are  likely  to  outweigh  the  increased  risks. 

The  dose  of  ZOCOR  should  not  exceed  10  mg  daily  in  patients  receiving  gemfibrozil.  The 

combined  use  of  ZOCOR  and  gemfibrozil  should  be  avoided,  unless  your  doctor  determines 

that  the  benefits  outweigh  the  increased  risks  ot  muscle  problems.  Caution  should  be  used 

when  using  ZOCOR  with  other  fibrates  or  niacin  because  these  can  cause  muscle  problems 

when  taken  alone. 

No  more  than  10  mg/day  of  ZOCOR  should  be  taken  with  cyclosporine. 

The  combined  use  of  verapamil  or  amiodarone  with  doses  above  ZOCOR  20  mg  should  be 

avoided  unless  your  doctor  determines  the  benefits  outweigh  the  increased  risk  of  muscle 

breakdown. 

Your  doctor  should  also  carefully  monitor  for  any  muscle  pain,  tenderness,  or  weakness, 
particularly  during  the  initial  months  of  therapy  and  if  the  dose  of  either  drug  is  increased. 
Your  doctor  also  may  monitor  the  level  of  certain  muscle  enzymes  in  your  body,  but  there  is 
no  assurance  that  such  monitoring  will  prevent  the  occurrence  of  severe  muscle  disease. 
The  risk  of  muscle  breakdown  is  greater  in  patients  with  kidney  problems  or  diabetes. 
If  you  have  conditions  that  can  increase  your  risk  ol  muscle  breakdown,  which  in  turn  can 
cause  kidney  damage,  your  doctor  should  temporarily  withhold  or  stop  ZOCOR.  Also,  since 
there  are  no  known  adverse  consequences  of  briefly  stopping  therapy  with  ZOCOR,  treatment 
should  be  stopped  a  few  days  before  elective  major  surgery  and  when  any  major  acute 
medical  or  surgical  condition  occurs.  Discuss  this  with  your  doctor,  who  can  explain  these 
conditions  to  you. 

Liver:  About  1%  of  patients  who  took  ZOCOR  in  clinical  trials  developed  elevated  levels  of 
some  liver  enzymes.  Patients  who  had  these  increases  usually  had  no  symptoms.  Elevated  liver  enzymes 
usually  returned  to  normal  levels  when  therapy  with  ZOCOR  was  stopped. 

In  the  ZOCOR  Survival  Study,  the  number  ot  patients  with  more  than  1  liver  enzyme  level  elevation  to  greater 
than  3  times  the  normal  upper  limit  was  no  different  between  the  ZOCOR  and  placebo  groups.  Only  8  patients 
on  ZOCOR  and  5  on  placebo  discontinued  therapy  due  to  elevated  liver  enzyme  levels.  Patients  were  started 
on  20  mg  of  ZOCOR,  and  one  third  had  their  dose  raised  to  40  mg. 

Your  doctor  should  perform  routine  blood  tests  to  check  these  enzymes  before  you  start  treat- 
ment with  ZOCOR  and  thereafter  when  clinically  indicated.  Patients  titrated  to  the  80-mg  dose 
should  receive  an  additional  test  at  3  months  and  periodically  thereafter  (eg,  semiannually) 
for  the  first  year  ol  treatment.  If  your  enzyme  levels  increase,  your  doctor  should  order  more  frequent 
tests.  If  your  liver  enzyme  levels  remain  unusually  high,  your  doctor  should  discontinue  your  medication. 
Tell  your  doctor  about  any  iiver  disease  you  may  have  had  in  the  past  and  about  how  much  alcohol  you 
consume.  ZOCOR  should  be  used  with  caution  in  patients  who  consume  large  amounts  of  alcohol. 

PRECAUTIONS 

Drug  Interactions:  Because  of  possible  serious  drug  interactions,  it  is  important  to  tell  your  doctor  what 
other  drugs  you  are  taking,  including  those  obtained  without  a  prescription.  You  should  also  tell  other  doctors 


who  are  prescribing  a  new  medicine  lor  you  that  you  are  taking  ZOCOR'  (simvastatin)  ZOCOR  can  interact  w 

the  following: 

•  Itraconazole 

•  Ketoconazole 

•  Erythromycin 

•  Clarithromycin 

•  HIV  protease  inhibitors 

•  Netazodone 

•  Cyclosporine 

•  Large  quantities  ot  grapefruit  juice  (>1  quart  daily) 

The  risk  of  myopathy  is  also  increased  by  gemfibrozil  and  to  a  lesser  extent  other  fibrates  and  niacin  (nicotii 
acid)  (>1  g/day) 

The  risk  ol  muscle  breakdown  is  increased  with  other  drugs: 

•  Amiodarone 

•  Verapamil 

Some  patients  taking  lipid-lowering  agents  similar  to  ZOCOR  and  coumarin  anticoagulants  (a  type  of  bloi 
thinner)  have  experienced  bleeding  and/or  increased  blood  clotting  time  Patients  taking  these  medicid 
should  have  their  blood  tested  before  starting  therapy  with  ZOCOR  and  should  continue  to  be  monitored. 

Central  Nervous  System  Toxicity:  Cancer,  Mutations,  Impairment  of  Fertility:  Like  most  prescri 
tion  drugs.  ZOCOR  was  required  to  be  tested  on  animals  belore  it  was  marketed  for  human  use  Often  tha 
tests  were  designed  to  achieve  higher  drug  concentrations  than  humans  achieve  at  recommended  dosing] 
some  tests,  the  animals  had  damage  to  the  nerves  in  the  central  nervous  system  In  studies  ol  mice  with  hi 
doses  of  ZOCOR,  the  likelihood  of  certain  types  of  cancerous  tumors  increased  No  evidence  ol  mutations 
or  damage  to  genetic  material  has  been  seen  In  1  study  with  ZOCOR,  there  was  decreased  fertility  in  male  raj 

Pregnancy:  Pregnant  women  should  not  take  ZOCOR  because  it  may  harm  the  fetus. 

Salety  in  pregnancy  has  not  been  established.  In  studies  with  lipid-lowering  agents  similar  to  ZOCOR.  tM 
have  been  rare  reports  of  birth  defects  of  the  skeleton  and  digestive  system.  Therefore,  women  of  childbeanl 
age  should  not  take  ZOCOR  unless  it  is  highly  unlikely  they  will  become  pregnant  II  a  woman  does  becor) 
pregnant  while  taking  ZOCOR.  she  should  stop  taking  the  drug  and  talk  to  her  doctor  at  once.  The  act 
ingredient  of  ZOCOR  did  not  cause  birth  defects  in  rats  at  3  times  the  human  dose  or  in  rabbits  at  3  times  I 
human  dose. 

Nursing  Mothers:  Drugs  taken  by  nursing  mothers  may  be  present  in  their  breast  milk.  Because  of  j 
potential  for  serious  adverse  reactions  in  nursing  infants,  a  woman  taking  ZOCOR  should  not  breast-feed.  (Sj 
WHEN  ZOCOR  SHOULD  NOT  BE  USED.) 

Pediatric  Use:  ZOCOR  is  not  recommended  for  children  or  patients  under  10  years  of  age. 

Geriatric  Use:  Higher  blood  levels  of  active  drug  were  seen  in  elderly  patients  (70-78  years  of  age)  coj 
pared  with  younger  patients  (18-30  years  of  age)  in  1  study  In  other  studies,  the  cholesterol-lowering  eftei 
of  ZOCOR  were  at  least  as  great  in  elderly  patients  as  in  younger  patients,  and  there  were  no  overall  difff 
ences  in  safety  between  elderly  and  younger  patients  over  the  20-80  mg/day  dosage  range  Of  the  7  caa 
of  myopathy/rhabdomyolysis  among  10.269  patients  on  ZOCOR  in  another  study,  4  were  aged  65  or  m(| 
(at  baseline),  1  of  whom  was  over  75. 

SIDE  EFFECTS 

Most  patients  tolerate  treatment  with  ZOCOR  well,  however,  like  all  prescription  drugs.  ZOCOR  can  cause  si 
effects,  and  some  of  them  can  be  serious.  Side  effects  that  do  occur  are  usually  mild  and  short-lived.  Qj 
your  doctor  can  weigh  the  risks  versus  the  benefits  ol  any  prescription  drug.  In  clinical  studies  with  ZOCQ 
less  than  1.5%  of  patients  dropped  out  of  the  studies  because  of  side  effects.  In  2  large.  5-year  studi 
patients  taking  ZOCOR  experienced  similar  side  effects  to  those  patients  taking  placebo  (sugar  pills).  Soma 
the  side  effects  that  have  been  reported  with  ZOCOR  or  related  drugs  are  listed  below  This  list  is  not  compla 
Be  sure  to  ask  your  doctor  about  side  effects  before  taking  ZOCOR  and  to  discuss  any  side  effects  thatocq 

Digestive  System:  Constipation,  diarrhea,  upset  stomach,  gas,  heartburn,  stomach  pain/cramps,  anorex} 
loss  of  appetite,  nausea,  intlammation  of  the  pancreas,  hepatitis,  jaundice,  fatty  changes  in  the  liver,  at 
rarely,  severe  liver  damage  and  failure,  cirrhosis,  and  liver  cancer. 

Muscle,  Skeletal:  Muscle  cramps,  aches,  pain,  and  weakness,  joint  pain;  muscle  breakdown. 

Nervous  System:  Dizziness,  headache,  insomnia,  tingling,  memory  loss,  damage  to  nerves  causing  we^ 
ness  and/or  loss  of  sensation  and/or  abnormal  sensations,  anxiety,  depression,  tremor,  loss  ot  balan 
psychic  disturbances. 

Skin:  Rash,  itching,  hair  loss,  dryness,  nodules,  discoloration. 

Eye/Senses:  Blurred  vision,  altered  taste  sensation,  progression  of  cataracts,  eye  muscle  weakness. 

Hypersensitivity  (Allergic)  Reactions:  On  rare  occasions,  a  wide  variety  ot  symptoms  have  ba 
reported  to  occur  either  alone  or  together  in  groups  (referred  to  as  a  syndrome)  that  appeared  to  be  based  | 
allergic-type  reactions,  which  may  rarely  be  fatal  These  have  included  1  or  more  of  the  following  a  sevi 
generalized  reaction  that  may  include  shortness  of  breath,  wheezing,  digestive  symptoms,  and  low  blood  prl 
sure  and  even  shock;  an  allergic  reaction  with  swelling  of  the  face,  lips,  tongue,  and/or  throat  with  difficil 
swallowing  or  breathing:  symptoms  mimicking  lupus  (a  disorder  in  which  a  person's  immune  system  rr 
attack  parts  of  his  or  her  own  body);  severe  muscle  and  blood  vessel  inflammation,  sometimes  including  rat 
bruises,  various  disorders  of  blood  cells  (that  could  result  in  anemia,  infection,  or  blood  clotting  problen 
or  abnormal  blood  tests,  inflamed  or  painful  joints;  hives,  fatigue  and  weakness,  sensitivity  to  sunlight;  fe\) 
chills;  flushing;  difficulty  breathing;  and  severe  skin  disorders  that  vary  from  rash  to  a  serious  bum-It 
shedding  of  skin  all  over  the  body,  including  mucous  membranes  such  as  the  lining  of  the  mouth 

Other:  Loss  of  sexual  desire,  breast  enlargement,  impotence. 

Laboratory  Tests:  Liver  function  test  abnormalities  including  elevated  alkaline  phosphatase  ana  biiirub 
thyroid  function  abnormalities. 

NOTE:  This  summary  provides  important  information  about  ZOCOR.  If  you  would  like  mo 
information,  ask  your  doctor  or  pharmacist  to  let  you  read  the  prescribing  information  a 
then  discuss  it  with  them. 


MERCK 

Whitehouse  Station,  NJ  08 
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NVESTMENT    G  U  I  DJL 


Out  of  Africa,  Thankfully 

A  decade  ago  FORBES  reported  on  how  Tuc- 
son, Ariz,  investment  adviser  Lloyd  Clucas 
bought  a  few  stocks  in  Kenya,  where  he  had 
been  a  Peace  Corps  volunteer  in  the  mid- 
1960s.  Eight  months  after  our  story  ran,  and 
having  quintupled  his  modest  Kenyan  port- 
folio in  a  little  more  than  two  years,  it  was 
time  to  take— and  repatriate— his  profits. 
Fhat's  when  his  problems  started. 

First  he  tried  to  unload  en  bloc  to  Mor- 
gan Stanley.  It  refused  to  consider  any  port- 
Folio  valued  at  less  than  $500,000.  A 
Nairobi  securities  firm  offered  to  buy  the 
shares  at  a  steep  discount.  "The  whole  point 
vas  to  avoid  nasty  bid/ask  spreads,"  he  says. 

Eventually  Standard  Chartered's  Nairobi 
>ffice  helped  file  the  necessary  papers  as 
Olucas'  custodian  with  Kenya's  Central 
Sank,  It  took  a  few  more  weeks  for  settle- 


ments to  take  place— the  exchange  of  funds 
and  shares  between  Clucas'  broker  and  a 
separate  custodial  bank— and  to  obtain  a 
wire  transfer  of  the  funds  from  the  foreign 
bank  to  a  U.S.  account. 

By  that  time  the  portfolio  had  lost  17%  of 
its  value.  After  currency  ef- 
fects, custodial  costs  in 
Kenya  and  local  taxes,  Clu- 
cas says  he  left  Kenya  hav- 
ing only  quadrupled  his  in- 
vestment—a lion-size  bite 
out  of  his  original  return. 

Now  63  and  semire- 
tired,  Clucas  has  steered 
clear  of  Africa  since.  But 
later  this  year  he  plans  to 
tour  African  countries,  in- 
cluding Uganda,  one  of 


Africa's  rare  economic  success  stories.  He  is 
creating  an  online  African  investment  direc- 
tory for  money  market  managers.  "I  shall  re- 
turn to  the  sub-Saharan  markets,"  says  Clu- 
cas. "But  not  today.  Most  have  just  been 
experiencing  dead-leopard  bounces."  —M.S. 


Clucas  (right)  discussing  a  trade  on  Nairobi  exchange,  1994. 


hake  Poland's  and  the  Czech  Republic's  jumps  look  small,"  says 
ludolph-Riad  Younes,  comanager  of  the  Julius  Baer  International 
iquity  Fund.  His  $5.4  billion  fund  boasts  a  10%  annualized  five- 
tear  return  (after  a  1.3%  expense  ratio).  He  likes  large  domestic 
tanks  and  Dogan  Media,  which  owns  Turkey's  biggest  newspapers 
nd  some  TV  channels,  up  364%  since  August  2001.  Blue-chip 
tocks  with  $1  billion-plus  market  caps  recommended  by  Global 
1  ecurities  in  Istanbul  include  oil  refiner  Tupras  and  Koc  Holding, 
[  cars-to-home-appliances  conglomerate. 

Beyond  Turkey,  Younes'  fund  owns  Russian  financial,  telecom 
I  nd  food-and-beverage  stocks.  Last  year  the  Russian  stock  market 
|rew  (in  ruble  terms)  by  72%,  bringing  growth  since  the  debt  cri- 
is  six  years  ago  to  an  annualized  58%.  Oil  and  gas,  which  account 
br  41%  of  Russia's  exports,  drove  the  stock  market.  Now,  says 
Rounes,  it  is  the  turn  of  the  country's  emerging  middle  class. 

One  pick  that  reflects  this  belief:  Sberbank,  a  savings  bank  that 
lolds  60%  of  Russians'  deposits  and  looks  undervalued  to  Younes 


These  four  funds  offer  a  way  to  invest  in  emerging  markets, 
but  watch  the  expenses. 


Rfiturn 

Annual 

3-year 

expenses 

Assets 

Fund 

YTD 

annualized 

per  $100 

($mil) 

Julius  Baer— International  Equity-A 

1.9% 

6.4% 

$1.31 

$5,341 

FT.  Rowe  Price  Emerging  Markets  Stock 

0.4 

11.8 

1.43 

544 

X.  Rowe  Price  International  Discovery 

7.3 

7.2 

1.41 

816 

|rempleton  Global  Smaller  Cos-A 

4.6 

13.5 

1.46 

861 

Blums  through  Apr  30.  Sources:  Forbes:  Upper. 


at  1 .5  times  book  value  (Citigroup  trades  at  2.4  times  book).  An- 
other is  New  York  Stock  Exchange-listed  Wimm-Bill-Dann,  Rus- 
sia's largest  dairy  products  and  juice  producer  (2003  sales:  $938 
million,  up  13.8%  over  the  previous  year),  trading  at  2.5  times 
book.  Its  shares  are  23%  off  their  52-week  high  as  investors  flee 
risk.  Younes  sees  a  buying  opportunity. 

You  could  also  head,  as  generations  of  Russians  have  dreamed 
of  doing,  for  the  blue  waters  of  the  Indian  Ocean.  "We  are  very 
keen  on  India,"  says  T.  Rowe  Price's  Henry.  His  fund  had  8.5%  of 
its  portfolio  there  at  the  end  of  last  year,  following  a  gain  of  94%. 
The  Mumbai  exchange's  Sensex  Index  is  down  10%  so  far  this  year. 
Investors  are  nervous  about  a  potential  change  of  government.  Yet 
the  index  still  shows  an  82%  gain  over  the  past  12  months. 

The  outsourcing  trend  and  economic  reforms  that  encour- 
age foreign  investment  have  helped  India  ride  on  cheap  labor 
and  engineering  talent.  The  Asian  Development  Bank  expects 
that  the  Indian  economy  will  grow  by  7%  to  8%  a  year  this 

year  and  next,  spurred  largely  by 
the  services  sector,  which  accounts 
for  more  than  50%  of  economic 
output.  "This  is  a  great  alternative 
to  China,  where  there  are  fears  of 
an  investment  bubble,"  says 
Younes. 

Henry  is  a  fan  of  Mahindra  & 
Mahindra,  which  makes  farm 
machinery.  For  the  last  nine 
months  of  2003  profits  were  up 
109%  to  $44  million  on  revenue  of 
$754  million.  F 
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Rob  the  Cradle 


Freshly  launched  mutual  funds,  particularly  from  a 
giant  house  like  Fidelity,  tend  to  have  blistering  debuts. 
Learn  how  to  take  advantage  of  the  incubator  effect. 


BY  JAMES  M.  CLASH 


H 


ERE'S  A  NOVEL  WAY  TO  BEAT  THE  STOCK  MARKET: 
Buy  brand-new  mutual  funds,  hold  them  for  a  year 
and  then  dump  them.  As  a  rule,  we  advise  finding 
good  funds — as  proven  by  long-standing  perfor- 
mance records — and  holding  on  for  the  long  pull. 


But  every  rule  has  exceptions.  Had  you  shuffled  through  new  func 
the  last  two  decades  at  Fidelity  Investments,  you  would  have  mac 
a  pile  of  money.  From  April  1983  through  April  2003  the  Bosto 
powerhouse  launched  47  diversified  domestic  equity  funds; 
those,  30  beat  the  S&P  500  in  their  first  12  months. 

Overall,  Fidelity's  new  funds,  including  the  loser 
returned  an  average  annual  17.8%  in  their  first  yea 
That  is  6.6  percentage  points  more  than  the  averaj 
return  on  47  hypothetical  investments  in  the  S&P  51 
made  simultaneously  with  each  Fidelity  newbie.  Not 
After  that  first  year  returns  are  less  stellar.  But  taken 
a  group  after  the  first  12  months  and  held  throu§ 
April  2004,  the  Fidelity  funds  still  beat  the  marke 
The  47  annual  returns  averaged  out  to  9.9%  (pardc 
the  long-winded  arithmetic),  3.1  points  better  the 
the  average  of  the  annualized  returns  from  hyp» 
thetical  market  holdings. 

How  did  these  guys  do  it — pure  luck?  No,  wh 
you  are  witnessing  here  is  a  well-known  phenomenc 
called  the  incubator  effect.  Fund  operators  are  in 
position  to  stuff  their  best  ideas,  smallest  stocks  ar 
hottest  public-offering  allotments  into  small  ne 
funds.  They  are  motivated  to  do  so  by  the  fact  thai 
nice  percentage  return  as  a  fund  leaves  the  startii 
gate  gives  it  a  sales  boost  for  years  to  come.  Fund  ve 
dors  are  not,  however,  inclined  to  talk  about  the  ph 
nomenon.  When  we  first  reported  on  fund  incub 
tion  a  decade  ago  (FORBES,  Aug.  29,  1994),  Fideli 
was  upset.  This  time,  spokesperson  Vincent  Lope 
chio  was  matter-of-fact:  "We  treat  new  funds  an 
existing  funds  the  same." 

Some  former  Fidelity  employees,  who  wish 
remain  anonymous,  say  that  managers  of  new  func 
who  are  often  young,  are  particularly  motivated 
do  their  homework  and  get  good  stock  picks  so  th 
can  build  their  careers.  But  hard  work  alone  does  n 
account  for  the  stellar  results. 

Another  thing  going  on,  our  sources  say,  is  tha 
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tiny  new  fund  can  get  a  boost  from  an  allotment  of  shares  in  an 
initial  public  offering.  Fidelity,  with  its  corporate  buying  clout,  gets 
vast  helpings  of  new  issues,  and  it  says  it  apportions  them  among 
all  funds  in  proportion  to  their  assets.  Nonetheless,  our  sources 
say,  many  established  funds  will  decline  new- issue  helpings  since 


INITIAL  OFFERINGS  JUICE 
A  NEW  FUND'S  RETURNS. 
GOOD  TO  KNOW,  WITH 
THE  RETURN  OF  THE  IPO. 


ward  large  compa- 
nies, while  new  is- 
sues tend  to  be  from 
small  companies. 
The  result:  There's 
more  for  everyone 
else,  including  the 
fledgling  funds. 

Many  newer  funds,  the  former  employees  add,  will  take  the  new 
issues,  even  if  they  aren't  specifically  suited  to  the  fund's  style,  know- 
ing a  stock  is  likely  to  outperform  the  market  in  the  short  run. 

Second,  and  maybe  more  important,  research  on  stocks  is 
released  to  all  Fidelity  fund  managers  at  the  same  time.  If  you  run 
a  tiny  fund,  you  can  take  a  relatively  large  position  in  a  promising 
stock  immediately.  A  behemoth  like  Magellan  or  Equity  Income  has 
to  build  its  position  over  a  long  period,  gradually  driving  prices  up 
as  it  does  so.  The  small  fund,  which  got  its  entire  position  early,  will 
benefit  from  the  big-fund-driven  appreciation.  The  fund  indus- 
try lingo  for  these  self-fulfilling  price  gains  is  bootstrapping.  "A 
new  fund  is  like  an  ant  who  wants  to  get  into  Disney  World,"  says 
one  of  our  sources.  "You  don't  have  to  wait  in  line."  Same  thing 
with  stock  sales.  When  a  sell  recommendation  comes  out  at  a 
research  meeting,  a  small  fund  can  immediately  unload  its  entire 

i  holding  at  that  day's  price  without  roiling  the  market.  The  larger 
funds  cannot  and  may  take  months  to  unwind  positions. 

A  third  contributing  factor:  Market  inefficiencies  are  more 
tlikely  among  small  stocks  than  large  ones.  A  well-sourced  fund 
imanager  might 
Know  something 
:hat  the  rest  of  Wall 
Street  doesn't  about 

ii  little  gene  cora- 
)any  or  a  stun  gun 
nanufacturer,  but 
probably  won't  have 
jin  inside  track  on 

]isco  or  General 
tlectric.  Small 
unds  are  in  a  posi- 
tion to  capitalize 
>n  good  ideas  about 
mall  companies; 
arge  funds  just 
an't  move  the 
leedle  with  a  small 
tock. 


While  the  incubator  phenomenon  doesn't  just  apply  to 
Fidelity,  it  has  the  most  resonance  there.  Two  other  top  (by  assets) 
no-load  shops,  Janus  and  T.  Rowe  Price,  seem  to  have  baby  stock 
funds  under  warming  lights.  Janus,  the  Denver  growth  family, 
from  1983  to  2003  launched  21  U.S.  stock  funds,  with  12  winners; 
hhbh  on  the  whole,  the  2 1  beat  the  market  by  an  average  3.6 
points.  T.  Rowe,  the  more  value-oriented  Baltimore 
fund  house,  debuted  20  funds,  1 1  of  them  winners 
their  first  year;  the  20  funds  together  beat  the  S&P  by 
2.3  points.  At  the  other  two  big  no-load  fund  families, 
Vanguard  and  American  Century,  you  would  have 
fared  better  in  a  broad-market  index  fund.  Vanguard's 
portfolio  of  24  new  funds  underperformed  the  S&P  by 
1.6  points,  and  American  Century's  13  new  funds 
lagged  by  a  full  5  points. 

Here's  a  tip.  If  you  want  to  try  this  technique,  buy  all  of  a  fund 
family's  new  offerings.  It's  impossible  to  predict  winners  and  losers 
in  advance.  Fidelity  Growth  &  Income,  launched  in  1985,  returned 
34.9%  in  its  first  12  months,  almost  double  the  market's  18.7%. 
Fidelity  Growth  &  Income  II,  though,  launched  in  1998,  returned 
only  8.1%  to  the  market's  21%.  Also,  avoid  load  funds  (upfront, 
back-end  or  via  special  share  classes)  and  funds  with  redemption 
fees  that  remain  in  effect  beyond  six  months.  If  you  do  hit  on  a 
loser,  make  Uncle  Sam  chip  in.  Sell  before  12  months  and  take  a 
short-term  capital  loss. 

How  to  discover  upcoming  funds?  Although  fund  families 
must  register  new  funds  with  the  Securities  &  Exchange  Com- 
mission, they  often  keep  quiet  until  close  to  launch.  Newsletters  can 
help.  Fidelity  Insight  ($177  yearly),  edited  by  Eric  Kobren,  and 
Fidelity  Investor  ($199),  edited  by  James  Lowell,  are  alert  to 
Fidelity's  latest  hatchlings.  So  far,  2004  has  seen  a  dearth  of  new 
funds.  But  they  will  come.  With  the  initial  public  offerings  mar- 
ket warming  again,  the  incubator  effect  may  be  worth  a  try.  F 


The  top  first-year,  no-load  performers  over  two  decades  at  three  large  fund  houses. 


RFTIIRN 

Launch 

12- 

Current 

Fund 

date 

month 

S&P  500 

Difference1 

assets  ($mil) 

Fidelity  Destiny  II 

12/30/85 

60.5% 

18.7% 

41.8 

$5,197 

Fidelity  OTC 

12/31/84 

68.6 

31.7 

36.9 

8,081 

Fidelity  Small  Cap  Retirement 

9/26/00 

13.6 

-26.6 

40.2 

91 

Janus  Enterprise 

9/1/92 

37.3 

13.0 

24.3 

1,855 

Janus  Growth  &  Income 

5/15/91 

27.2 

9.9 

17.3 

5,500 

Janus  Special  Equity 

2/29/00 

9.9 

-8.2 

18.1 

2,636 

T.  Rowe  Price  Inst  Large  Cap  Value 

3/31/00 

17.0 

-21.7 

38.7 

46 

T.  Rowe  Price  Inst  Small  Cap  Stock 

3/31/00 

-2.3 

-21.7 

19.4 

438 

T.  Rowe  Price  Mid-Cap  Growth 

6/30/92 

36.9 

13.6 

23.3 

11,037 

'Percentage-point  difference  between  a  fund's  first  12-month  return  and  that  of  the  S&P  500.  Source:  Upper. 
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High-performance  operations,  delivered. 

A  163-year-old  brand  with  many  owners  over 
the  years,  Thomas  Cook  UK  &  Ireland  was  a 
respected  but  complex  decentralized  travel 
services  business  in  need  of  a  return  to 
profitability.  In  an  innovative  co-sourcing 
arrangement  with  Accenture,  the  company 
created  a  shared  services  center  to  consolidate 
its  widely  dispersed  IT,  finance  and  HR 
administration  operations.  Responsibility  for 
strategy  and  policy  was  retained  by  Thomas 
Cook,  with  Accenture  facilitating  operations 
management.  In  16  months,  the  company 
removed  £140  million  in  operational  costs, 
helping  to  achieve  an  £83  million  turnaround, 
establishing  Thomas  Cook  as  a  high-performance 
player  in  the  competitive  UK  travel  business. 


Wyeth 

High-performance  R&D,  delivered. 

Determined  to  boost  its  output  of  innovative 
new  medicines,  Wyeth's  research  &  development 
leadership  teamed  with  Accenture  to  reengineer 
the  way  the  pharmaceutical  company  discovers 
new  molecular  entities  and  moves  them  through 
preclinical  development  and  clinical  trials. 
The  companies  designed  and  implemented  vast 
changes  to  streamline  operations  and  dramatically 
improve  the  effectiveness  of  Wyeth's  proven  R&D 
organization.  Now,  three  years  into  the  initiative, 
the  productivity  of  Wyeth's  drug  discovery 
effort  has  risen  400  percent,  early  clinical  trial 
cycle  times  have  been  cut  by  60  percent,  and 
a  new  high-performance  model  for  outsourcing 
clinical  data  management  is  substantially  reducing 
costs  by  about  50  percent. 


High  performers  create 
their  own  opportunities. 


igh  performance  isn't  measured  by  how  well  you  make 
lie  obvious  moves,  but  how  innovatively  you  pull  off  the 
;  ugh  ones.  To  see  how  Accenture  can  help  your  business 
i  a  high-performance  business,  visit  accenture.com 

|jnsulting  •  Technology  •  Outsourcing 


High  performance.  Delivered. 


i 
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Vintage  Names 


Forget  new  economy  stocks,  says  fund  manager  Jim  Huguet. 
The  average  age  of  companies  in  his  portfolio  is  121  years. 

BY  JAMES  M.  CLASH 


TEN  YEARS  AGO  JIM  H.  HUGUET  SOLD  HIS  CONSULTING 
firm,  NEO,  to  Information  Resources  for  $4  million. 
Like  many  entrepreneurs  who  have  cashed  out,  he 
needed  a  place  to  park  the  proceeds.  He  liked  the  idea 
of  investing  in  a  stock  index  fund  because  it  tracks  the 
broad  market  for  a  low  cost.  But  after  doing  extensive  research  ("I 
took  myself  on  as  a  client,"  he  jokes),  he  also  found  that  too  many 
S&P  500  companies  are  marginal  performers. 

What  to  do?  Start  his  own  fund,  Huguet  concluded.  Since 
inception  in  June  2000  Idex  Great  Companies  of  America  has 
beaten  the  S&P  by  an  annual  4.2  percentage  points,  returning  -2.2% 
to  the  market's  -6.4%.  The  Clearwater,  Fla.  fund  is  up  15.3%  for  the 
past  1 2  months. 

Huguet,  59,  with  graduate  and  undergraduate  degrees  from 
Louisiana  State  University,  points  out  that  just  5%  of  companies  in 
the  S&P  are  responsible  for  55%  to  60%  of  the  returns.  "The  answer 
is  not  to  own  all  500  companies,"  he  says.  He  won't  own  airline, 
automobile  or  metals  stocks.  "They're  in  the  index  solely  because 
they  represent  certain  sectors  of  the  economy." 

As  a  salesman  in  the  1970s  of  packaged  soaps  like  Cheer  and 
Tide  at  Procter  &  Gamble,  and  later  as  consultant  to  the  likes  of 
Johnson  &  Johnson,  Gillette,  Coca-Cola  and  Nestle,  he  garnered 
respect  for  big,  brand-owning  multinationals  and  the  way  they 


You've  Heard  of  Thes 


Idex  Great  Companies'  top  fund  holdings  need  no  introduction. 


Recent 

Trailing 

Date 

Overseas 

Top  six  holdings 

price 

P/E 

founded 

revenues 

Abbott  Laboratories 

$40.93 

18 

1929 

39.1% 

Colgate-Palmolive 

57.07 

23 

1806 

72.3 

First  Data 

42.72 

22 

1851 

28.0 

General  Electric 

30.25 

20 

1892 

36.8 

3M 

84.15 

26 

1902 

58.4 

United  Technologies 

83.15 

17 

1925 

56.0 

Prices  as  of  May  II.  Sources:  Idex  Great  Companies  of  America;  Bloomberg. 


do  business.  His  fund  is  nothing  so  much  as  a  collection  of  well 
established  brand  names. 

To  fill  his  $210  million  portfolio,  currently  22  stocks,  Hugut 
starts  by  knocking  out  any  company  that  is  less  than  50  years  ol< 
or  has  a  market  value  below  $  1 5  billion.  That  eliminates  Microsof 
Ebay,  Yahoo  and  Tyco.  A  candidate  also  must  get  at  least  25%  of  il 
business  from  overseas,  which  eliminates  Berkshire  Hathawa] 
"For  growth  long-term  you  need  emerging  economies  like  Chin 
and  India,  which  will  expand  faster  than  the  U.S.,"  he  reasons.  Ail 
is  one  of  Huguet's  heavier  holdings.  It  was  the  first  U.S.  compan 
since  the  1950s  granted  a  license  to  sell  insurance  in  China.  Hugue 
also  wants  his  companies'  returns  on  equity  to  be  higher  than  th 
market's:  His  portfolio  average  is  30%  versus  the  S&P's  22%. 

Finally,  Huguet  wants  firms  that  score  above  average  on  a  te: 
conducted  by  Manhattan-based  Governance  Metrics  Internationa 
This  measures  corporate  governance  on  a  scale  of  1  to  10  (the  a\ 
erage  score:  6.5).  A  number  of  factors  go  into  deciding  a  com 
pany's  score,  including  board  composition  (outside  directors  ai 
preferred),  chairman/chief  executive  titles  (separate  is  better  tha 
combined),  whether  former  bosses  of  other  companies  serve  o 
the  board  (if  they  do,  it's  good)  and  whether  nonexecutive  direc 
tors  own  shares  (they  should). 

Of  205  large-cap  funds  ranked  for  corporate  governance  b 
Lipper,  Huguet's  comes  in  first.  There 
more  to  it  than  just  plain  ethics.  Huguet  cite 
three  separate  studies — by  Lipper  and  th 
universities  of  Harvard  and  Georgia  State- 
that  show  a  strong  correlation  between  lonj 
term  stock  performance  and  high  corporal 
governance  standards. 

.Once  a  stock  has  made  it  into  Huguet 
portfolio,  its  weight  is  determined  by  a  cla: 
sic  measure  of  value  called  discounted  fre 
cash  flow.  The  idea  is  to  project  the  stream  c 
cash  that  an  owner  could  take  out  of  a  corr 
pany  (roughly  speaking:  net  income,  pli 
depreciation,  minus  necessary  capital  e? 
penditures)  and  discount  that  back  to  tr 
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present.  Huguet  projects 
earnings  using  a  variety  of 
inalysts'  estimates,  then 
liscounts  them  at  a  rate 
ypically  between  6%  and 
)%,  depending  on  the 
:ompany.  He  then  com- 
>ares  discounted  free  cash 
low  with  market  value. 

By  this  arithmetic  Gen- 
•ral  Electric  has  an  intrin- 
ic  value  of  $44  a  share, 
45%  premium  to  its 
ecent  price  of  $30.25.  It's 
luguet's  largest  holding, 
t  7%  of  the  fund.  United 
echnologies,  valued  at 
116  and  trading  at  a 
ecent  $83.15,  is  another 
ig  holding.  Procter  & 
iamble,  supposedly  worth 
nly  $107,  a  tad  more 
lan  its  share  price,  has  a 
mailer  weighting. 

Huguet  thinks  like  an 
wner  in  another  respect, 
le  doesn't  want  a  lot 
f  tax-causing  turnover 
l  the  fund.  At  27%, 
'arnover  at  Idex  Great 
iompanies  is  a  fourth 
nat  of  the  average  do- 
lestic  equity  fund.  In  the 
>ur  years  since  incep- 
on,  he  has  dumped  just 
>ur  stocks  and  added  a 
ozen. 

Huguet  got  out  of 
illette  when  its  share 

rice  crept  up  to  100%         ••  ••••  ::  "  '^t 

intrinsic  value.  The  »  - 

trinsic  value,  in  turn,  wBut^Umnbmtm^^mJKmi^^m 
s  depressed  by  weak-  Hu£uet  believes  there  s  a  strong  correl; 
ss  in  two  product  lines,  mainly  Duracell  batteries. 
Huguet's  latest  buy — 3M,  in  June  2002 — reflected  a  manage- 
ent  change.  In  January  2001  L.D.  DeSimone  was  replaced  as  chief 
:ecutive  by  James  McNerney,  a  General  Electric  veteran  and  a 
lalist  to  succeed  Jack  Welch  as  chief  executive  there.  "3M  will  turn 
it  just  like  GE,"  says  Huguet.  "You  watch.  McNerney  is  doing 
actly  what  lack  Welch  did — focusing  the  company  and  build- 
g  free  cash  flow."  If  McNerney  does  that,  the  company  will 
ndicate  Huguet's  $87  intrinsic  value  estimate. 


Great  Companies  (IGAAX),  a  large-cap  fund  somewhere 
between  value  and  growth,  has  a  portfolio  P/E  of  20  times  trailing 
earnings,  below  the  S&P's  23.  The  fund  has  annual  expenses  of 
1.55%  of  assets,  about  average,  and  a  steep  5.5%  upfront  sales 
charge.  The  load  is  waived  if  you  invest  $1  million  or  more. 

If  you  don't  have  that  much  and  like  Huguet's  strategy,  read  his 
book,  Great  Companies,  Great  Returns  (Broadway,  1999;  $25),  and 
construct  your  own  portfolio.  But  remember  to  scan  Huguet's 
semiannual  reports  for  changes  in  stocks  and  weightings.  F 
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Biggest,  but  not  the  Best 

Only  a  handful  of  the  largest  initial  public  offerings  of  the  past 
decade  lived  up  to  their  hype. 

BY  SCOTT  DECARLO  AND  SHLOMO  REIFMAN 


T'S  LIKE  OLD  TIMES  IN  THE  NEW-ISSUES  MARKET— ALMOST. 
For  the  first  three  months  of  2004  underwriters  raised 
$7.2  billion  while  bringing  32  companies  public.  In  con- 
trast, in  the  first  quarter  of  2003  only  4  companies  came  to 
market,  in  offerings  worth  only  $1  billion.  The  Google  of- 
fering later  this  year  could  haul  in  $2.7  billion.  Still,  it  is  a  far  cry 
from  the  219  new  issues  and  $15.6  billion  in  capital  raised  in  the 
second  quarter  of  1996. 

Bigger  question  for  investors:  Will  investing  in  new  issues  make 
them  rich?  Answer:  probably  not.  Most  IPOs  do  badly.  A  few  do 
spectacularly  well,  bringing  up  the  average,  but  even  so,  it  appears 
that  you  make  money  only  if  you  are  part  of  that  select  crowd  that 
gets  invited  in  at  the  official  offering  price.  The  ordinary  folk  who 
can  do  no  better  than  buy  during  aftermarket  trading  fare  poorly. 

This  is  what  emerges  from  our  survey  of  250  new  issues  since 
1994.  With  help  from  Thomson  Financial,  we  studied  the  perfor- 
mance of  the  shares  issued  in  the  25  largest  IPOs  in  each  of  the  past 
ten  years.  If  you  were  able  to  get  in  at  the  offering  price — rarely 
available  to  anyone  but  favored  investors  and  insiders — our  group 
would  have  delivered  a  median  gain  of  8%  through  Apr.  30, 2004. 
(The  median  company  is  the  one  in  the  middle  of  the  performance 


pack.)  That's  a  cumulative — not  annualized — return,  and  it  la 
the  market.  The  median  company  had  a  relative-to-market  score 
just  87,  on  a  scale  that  gives  100  to  a  stock  tracking  the  S&P  500. 

What  about  the  averages?  Had  you  bought  all  250  at  the  offe 
ing  price,  you  would  have  gained  41%  and  beaten  the  market  (s 
table  at  upper  left,  p.  167).  But  a  mere  mortal  buying  every  deal  at  tl 
closing  price  on  the  first  day  of  trading  would  have  done  bad 
Such  buys  would  have  left  you  on  average  2%  poorer  than  if  you  hi 
put  the  same  dollars  on  the  same  date  into  the  S&P  500. 

Of  the  250  big  issues  we  tracked,  147,  or  59%,  underperform* 
the  S&P  from  the  time  that  they  went  public.  The  biggest  wi] 
came  from  the  smallest  offerings.  Not  one  of  the  15  best-pe 
forming  new  issues  over  the  past  ten  years  (based  on  first-day  clo 
ing  prices)  raised  more  than  $65  million.  Among  the  superstars 
the  under- $65  million  category:  Apollo  Group,  Ebay  and  Yahoo 

Among  big  underwriters,  Merrill  Lynch  delivered  the  best : 
turns  to  investors,  with  an  average  87%  gain  and  a  relative-ti 
market  score  of  134.  Among  Merrill  Lynch's  big  hits:  Waters  Cor 
and  Trigon  Healthcare.  Citigroup  had  the  worst  record. 

Detailed    versions    of   all    tables    are  available 
www.forbes.com/extra. 
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On  average  our  universe  of  250  IPOs  beat  the 
market.  But  the  median  figures  show  the  real  story. 


PFRFOR 

MANCE 

From  offer 

relto 

actual       S&P  5001 

From  first-day  close 
rel  to 

actual       S&P  5001 

Average 

41% 

108 

30%  98 

Median 

8 

87 

Performance  through  Apr.  30.  'Figure  relative  to  S&P  500  is  the  ending  value  of  $100  invested  in 
the  stock,  divided  by  the  ending  value  of  $1  invested  in  the  S&P  500.  Sources:  Bloomberg  Finan- 
cial Markets;  FT  Interactive  via  FactSet  Research  Systems;  Thomson  Financial;  Forbes. 

Google  has  gotten  the  most  publicity,  but  other 
noteworthy  new  issues  are  in  the  pipeline. 

Company 

Offering  siz 
($mil) 

e 

Domino's  Pizza 

$300 

Freescale  Semiconductor 

2,000 

Genworth 

3,335 

Google 

2,700 

Morningstar 

100 

Source:  Renaissance  Capital's  IPOhome.com. 


ULs 

;  (I9£ 

)4-20 

03) 

Common  attribute  here:  smallish  offering  sizes 

PERFORMANCE 

Offer 

From 

offer 

From  first- 

day  close 

Offer 

value 

rel  to 

rel  to 

Company 

date 

($mil) 

actual 

S&P  5001 

actual 

S&P5001 

Lead  underwriter 

!  Apollo  Group 

12/5/94 

$35 

12,469% 

5,146 

11,538% 

4,704 

Citigroup 

Ascend  Comm2 

5/12/94 

26 

6,367 

2,181 

5,504 

2,227 

Morgan  Stanley 

SDL2 

3/15/95 

38 

5,777 

2,192 

3,289 

1,486 

Credit  Suisse  First  Boston 

Ebay 

9/24/98 

63 

5,235 

5,024 

1,927 

1,893 

Goldman  Sachs 

i  Yahoo 

4/12/96 

34 

4,566 

2,683 

1,737 

1,043 

Goldman  Sachs 

Network  Solutions2 

9/26/97 

59 

4,372 

2,892 

3,353 

2,922 

JPMorgan 

Career  Education 

1/28/98 

46 

3,099 

2,824 

2,559 

2,327 

Credit  Suisse  First  Boston 

SCP  Pool 

10/12/95 

22 

2,807 

1,531 

2,808 

1,518 

SunTrust  Robinson  Humphrey 

Amazon.com 

5/15/97 

54 

2,807 

2,210 

2,126 

1,678 

Deutsche  Bank 

Cognizant  Tech  Solutions 

6/19/98 

29 

2,495 

2,579 

2,495 

2,558 

Bank  of  America 

Performance  through  Apr.  30.  'Figure  relative  to  S&P  500  is  the  ending  value  of  $100  invested  in  the  stock,  divided  by  the  ending  value  of  $1  invested  in  the  S&P  500. 
Acquired;  performance  calculated  using  the  buyout  price.  Sources:  Bloomberg  Financial  Markets;  FT  Interactive  via  FactSet  Research  Systems;  Thomson  Financial;  Forbes. 


Size  didn't  help  here.  The  best  of  the  giant  deals  was  MetLife,  whose  $2.9  billion  offering  in  2000  is 
up  142%  for  those  investors  lucky  enough  to  have  gotten  in  at  the  offer  price. 


PERFORMANCE 

Offer 

From  offer 

From  first- 

Jay  close 

Offer 

value 

relto 

rel  to 

Company 

date 

($mil) 

actual 

S&P  5001 

actual 

S&P  5001 

Lead  underwriter 

AT&T  Wireless  Services 

4/26/00 

$10,620 

-53% 

62 

-57% 

57 

Goldman  Sachs 

Kraft  Foods 

6/12/01 

8,680 

6 

119 

5 

118 

Credit  Suisse  First  Boston 

'  United  Parcel  Service 

11/9/99 

5,470 

40 

174 

3 

128 

Morgan  Stanley 

1  CIT  Group 

7/1/02 

4,600 

49 

128 

56 

134 

Goldman  Sachs 

•Travelers  Property  Casualty2 

3/21/02 

3,885 

-1 

100 

-7 

94 

Citigroup 

1  Agere  Systems 

3/27/01 

3,600 

-62 

39 

-62 

39 

Morgan  Stanley 

Charter  Communications 

11/8/99 

3,230 

-79 

26 

-82 

22 

Goldman  Sachs 

Lucent  Technologies 

4/3/96 

3,025 

-35 

39 

-42 

34 

Morgan  Stanley 

Prudential  Financial 

12/12/01 

3,025 

60 

162 

50 

152 

Goldman  Sachs 

MetLife 

4/4/00 

2,879 

142 

325 

134 

314 

Credit  Suisse  First  Boston 

Performance  through  Apr  30.  'Figure  relative  to  S&P  500  is  the  ending  value  of  $100  invested  in  the  stock,  divided  by  the  ending  value  of  $1  invested  in  the  S&P  500. 
Acquired;  performance  calculated  using  the  buyout  price.  Sources:  Bloomberg  Financial  Markets;  FT  Interactive  via  FactSet  Research  Systems;  Thomson  Financial:  Forbes. 
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Goldman  Sachs  did  the  most  deals  (63)  over  the  past  decade  and  raised  $50  billion.  But  investors  fared 
best  with  Merrill  Lynch,  whose  IPOs  lead  in  both  average  gains  and  relative-to-market  performance. 


Total 

Number 

PFRFDRM ANCF 

NEWISSUES 

offer  value 

of 

rel  to 

went 

beat  the 

Lead  underwriter 

($mil) 

issues 

actual 

S&P  500 

up 

market 

Goldman  Sachs 

$49,670 

63 

48% 

108 

58% 

52% 

Morgan  Stanley 

31,990 

41 

44 

97 

46 

27 

Credit  Suisse  First  Boston 

30,183 

54 

31 

109 

57 

44 

Citigroup 

11,400 

19 

-10 

73 

42 

21 

Merrill  Lynch 

8,211 

24 

87 

134 

58 

46 

Performance  through  Apr.  30.  'Relative  to  S&P  figure  is  the  ending  value  of  $100  invested  in  the  stock,  divided  by  the  ending  value  of  $1  invested  in  the  S&P  500. 
Sources:  Bloomberg  Financial  Markets;  FT  Interactive  via  FactSet  Research  Systems;  Thomson  Financial;  Forbes. 


Many  of  these  big  losers  were  brought  to  market 
by  Goldman  Sachs  or  Morgan  Stanley. 

Offer  Offer  value  Price1 

Company  date  ($mil)  offer/high 

6/27/00        $1,913  $220/225 

ViaSystems  Group  3/23/00  924  21/23 

Williams  Comm  Group       10/1/99  681  23/62 

UniCapital  5/14/98  532  19/20 

Webvan  Group  11/4/99            375  15/34 

NorthPoint  Comm  Group      5/5/99  36C)  24/49 

Aurora  Foods  6/25/98            305  21/23 

AMF  Bowling  11/3/97  263  20/28 

American  Pad  &  Paper        7/1/96  234  15/27 

Global  TeleSystems         ~2/4/98  222  10/46 

'Adjusted  for  splits.  Sources:  Bloomberg  Financial  Markets;  FT  Interactive  via  FactSet 
Research  Systems:  Thomson  Financial:  Forbes. 


AJ1  of  these  new  issues  came  to  market  in  the  first  half  of  the  past  decade,  each  with  a  deal  size  of  less 
than  $350  million.  Four  out  of  the  ten  have  either  been  acquired  or  merged  with  another  firm. 


PERFO 

IMANCE 

Offer 

From  offer 

From  first-day  close 

Offer 

value 

rel  to 

rel  to 

Company 

date 

($mil) 

actual 

S&P  5001 

actual 

S&P  5001 

Lead  underwriter 

Guidant 

12/14/94 

$180 

1,638% 

714 

1,623% 

708 

Morgan  Stanley 

Waters 

11/16/95 

164 

1,051 

624 

1,041 

618 

Merrill  Lynch 

Lexmark  International 

11/14/95 

342 

805 

485 

737 

449 

Goldman  Sachs 

Trigon  Healthcare2 

1/30/97 

202 

694 

684 

481 

501 

Merrill  Lynch 

Donaldson,  Lufkin  &  Jenrette2 

10/24/95 

248 

567 

272 

500 

245 

Credit  Suisse  First  Boston 

American  Standard  Cos 

2/2/95 

290 

426 

227 

429 

229 

Goldman  Sachs 

Fort  Howard2 

3/9/95 

300 

401 

266 

394 

262 

Morgan  Stanley 

Eagle  Materials3 

4/12/94 

143 

369 

190 

365 

188 

Credit  Suisse  First  Boston 

CH  Robinson  Worldwide 

10/15/97 

190 

356 

398 

265 

318 

Deutsche  Bank 

Great  Financial2 

3/30/94 

165 

340 

194 

206 

135 

Adams  Cohen  Securities 

i  a  to  S&P  500  is  the  ending  value  of  $100  invested  in  the  stock,  divided  by  the  ending  value  of  $1  invested  in  the  S&P  500.  Acquired;  performant 

calculated  using  the  buyout  price  formerly  Centex  Construction  Products.  Sources  Bloomberg  Financial  Markets:  FT  Interactive  via  FactSet  Research  Systems:  Thomson  Financial:  Forbes. 


tage  Years 


The  moral:  Buy  when  the  market  is  thin. 
Busy  years  are  filled  with  stinkers. 


Number 

Total 

Median  performance 

of 

offer  value 

from  offer 

IPO  class  of 

issues 

($mil) 

relative  to  market1 

1994 

439 

$16,274 

66 

1995 

461 

24,017 

98 

1996 

706 

40,602 

55 

1997 

479 

23,044 

69 

1998 

292 

19,388 

84 

1999 

472 

51,193 

46 

2000 

374 

59,028 

40 

2001 

74 

33,039 

140 

2002 

67 

17,617 

128 

2003 

67 

9,118 

117 

'Performance  universe  is  25  biggest  IPOs.  Sources:  Thomson  Financial;  Forbes. 
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MONEY    MANAGEMENT    IS    WHAT    WE  DO. 


In  other  words,  you  work  on  creating  memories, 
we'll  work  on  making  sure  your  money  doesn't  become  one  of  them. 

ill  the  luxuries  money  affords  you,  perhaps  the  greatest  is  the  luxury  to  do  whatever  it  is 
really  want  to  do.  That's  where  Neuberger  Berman  can  help.  We  provide  a  wide  range  of 
Ith  management  services  designed  to  protect  and  enhance  your  hard-earned  money.  We 
>  know  the  more  complex  your  financial  affairs,  the  more  critical  it  is  for  your  advisors  to 
k  with  a  common  vision.  That's  why  we  offer  you  the  option  of  a  Personal  Financial  Advocate  - 

T 

r  "personal  CFO"  —  to  provide  leadership  in  everything  from  tax  planning  to  business 
agement  to  investment  advisory  services.  To  learn  more,  call  us  at  866.483.1046,  ext.  21429 
fisit    nb.com.    After    all,    there    are    so    many    memories    out    there   just    waiting    to  happen. 


MONEY    MANAGEMENT    IS    WHAT    WE  DO 


NEUBERGER  BERMAN 


A  Lehman  Brothers  Company 


Per  Berman,  LLC.  Member  NYSE/NASD/SIPC.  Over  $74  Billion  in  assets  under  management  (3/31/04)  Minimum  investment  $500,000.  For  more  information,  including  a  list  of  our  offices 
de,  visit  nb.com.  ©2004.  All  rights  reserved.  4/04. 
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Food  companies  are  always  searching  for  the  next 
great  new  product.  One  juice  maker  decided  their  key 
to  success  was  making  a  better-tasting  orange  juice. 
Working  with  Cargil!  led  to  an  important  discovery. 
Much  like  grapevines,  orange  trees  of  a  certain 
age  produce  more  flavorful  juice.  Cargill  found  a  way 
to  source  oranges  only  from  those  trees,  process 
them  and  ship  them  in  a  separate  supply  chain.  Now 
the  company  is  marketing  a  better-tasting  juice  made 
from  specially  selected  oranges,  and  toasting  its 
success.  This  is  how  C^rg;il I  works  with  customers. 
collaborate    >   crlafe  >  succeed 


Cargill 


Nourishing  Ideas.  Nourishing  People: 

www.cargill.com 


INVESTMEN.T   G  U.  i  D  E 


When  Patience  Pays 

Do  you  need  motivation  to  stand  by  a  beaten-down  value  stock 
like  Merck?  Just  keep  your  eye  on  the  dividend. 


BY  JOHN  BUCKINGHAM 


Newsletter  writer  Buckingham  likes  even  small  payouts  as  he  waits  for 

NY  STUDENT  OF  STOCK  MARKET  HISTORY  KNOWS 
dividend  income  has  accounted  for  a  significant 
portion  of  the  total  return  generated  by  equities 
over  the  past  three-quarters  of  a  century.  According 
to  the  just-published  Risk  Premia  Over  Time  Re- 
port from  Ibbotson  Associates,  dividends  accounted  for  4.3%  of 
the  10.4%  annualized  return  for  large-cap  stocks  from  1926 
through  2003.  For  midcap  stocks,  dividends  accounted  for  4.1% 


out  of  1 1.3%;  for  small-cap  stocks,  it  was  3.8%  out  of 
1 1.7%;  and  for  microcap  stocks,  2.6%  out  of  12.7%. 
Subtract  inflation  and  the  importance  of  dividends 
comes  into  sharper  relief.  Dividends  have  accounted 
for  well  over  half  of  the  long-term  real  return  on  big- 
company  stocks. 

Yet  despite  the  recent  tax  benefits  most  investors 
pay  little  attention  to  dividends.  That's  a  serious 
mistake.  Before  the  Bush  tax  cut,  dividends  labored 
under  a  heavy  handicap — they  were  taxed  twice: 
once  when  the  company  earned  the  money,  a  sec- 
ond time  when  the  dividend  passed  into  the  hands 
of  the  investor.  Today  the  maximum  federal  tax  rate 
on  most  dividends  is  15%.  For  a  taxpayer  in  the  top 
federal  bracket  of  35%,  a  3%  dividend  yield  is  equiv- 
alent to  a  4%  yield  on  a  taxable  bond.  Not  bad. 

With  dividends  more  attractive,  many  manage- 
ments have  raised  or  initiated  dividends  payouts. 
Companies  that  prcsiously  preferred  to  reinvest  their 
earnings  now  give  shareholders  cash.  These  include 
Microsoft,  Qualcomm,  Best  Buy,  Mandalay  Bay  and 
American  Power  Conversion.  Thus  investors  can  now 
own  growth  stocks  without  forgoing  cash  returns. 
All  five  of  these  companies  now  yield  more  than  the 
0.5%  average  yield  of  money  market  funds. 

The  Prudent  Speculator,  my  newsletter,  looks  for 
companies  that  trade  for  low  multiples  of  sales,  earn- 
ings and/or  book  value.  We  also  invest  in  cyclical 
companies  we  think  are  ready  to  move  to  the  up- 
ward part  of  their  cycle — in  short,  solid  companies 
with  good  prospects  that  are  beaten  down  and  tem- 
porarily out  of  favor.  We  buy  for  three-to-five-year 
appreciation  potential,  and  we  hold  our  companies  for  more  than 
six  years  on  average. 

Yet  those  time  periods  strain  the  investment  horizons  of  most 
investors.  Here's  where  dividends  help:  When  a  stock  pays  them, 
the  quarterly  payments  may  be  small,  but  they  give  you  a  reason- 
able return  while  you  wait  for  the  long-term  gains. 

We  make  no  apologies  for  this  get-rich-slowly  approach  to 
investing.  It  is  a  fundamental  fact  of  investing  that  the  longer  you 


rebounds. 
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For  men  who  take 
the  plunge. 


The  first  Aquatimer  surfaced  onto  the  market  in  1967. 
Now,  almost  40  years  later,  the  time  has  come  for  a  successor: 
the  Aquatimer  Chrono-Automatic,  with  a  mechanical 
chronograph  movement,  unidirectional  rotating  bezel  under 

sapphire  glass,  exclusive  bracelet  system  developed 
by  IWC  and  a  case  diameter  of  42  mm.  Water-resistant  to 
400  feet.  Ref.  3719  in  stainless  steel.  Also  available 
in  titanium  and  with  a  rubber  strap. 

IWC 


Since  1868. 
And  for  as  long  as  there  are  men. 


IWC  International  Watch  Co.,  Schaff hausen.  Switzerland,  www.iwc.ch 

For  an  authorized  retailer  nearest  you.  please  call  (800)  432-9330,  or  visit  our  website. 


Four  Seasons 


\ngeles      Chicago      Tokyo      Philadelphia      London      Toronto      Houston      New  York      Paris      Boston  Atlai* 


INVFSTMFNT    R  II  IDE 


20  Stocks  to  Buy 
for  the 


John  Buckingham's  picks  of 
dividend-paying  value  stocks  all 
yield  more  than  double  the  average 
money  market  fund 


Coinpsny 

Recent 
price 

Vinlrl 

Yield 

Alcoa 

$29.76 

2.0% 

Abbott  Labs 

40.86 

2.6 

Allstate 

44.14 

2.5 

DuPont 

42.02 

3.3 

General  Motors 

44.18 

4.5 

Hewlett-Packard 

45.37 

1.6 

H&R  Block 

46.00 

1.6 

International  Paper 

40.65 

2.5 

KB  Home 

62.93 

1.6 

Lockheed  Martin 

47.67 

1.8 

Mattel 

17.11 

2.3 

Merck 

46.08 

3.2 

Marathon  Oil 

33.01 

3.0 

Norfolk  Southern 

24.07 

1.3 

Olin 

15.78 

5.1 

OMI 

10.60 

4.1 

SBC  Communications 

24.59 

5.1 

Sara  Lee 

22.75 

3.3 

Traffix 

6.79 

4.7 

Washington  Mutual 

38.98 

4.3 

Sources:  Al  Frank  Asset  Management;  FT  Interactive  Data  via 
FactSet  Research  Systems. 

hold  a  diversified  portfolio  the  lower  your 
risk  of  exiting  at  a  loss.  So  we  are  content 
to  let  others  knock  themselves  out  for 
short-term  performance. 

Going  slow  will  propel  you  to  the  top 
of  the  performance  heap.  The  short-term- 
ers chasing  momentum  today  will  have 
dropped  out  by  the  time  you  retire.  (What 
happened  to  all  those  day  traders  getting 
rich  in  1999?) 

Buying  beaten-down  stocks  is  not 
without  risk.  Not  all  the  fallen  rise  again; 
we  do  come  up  with  some  losers.  So, 
diversify.  There  should  be  at  least  20  stocks 
even  in  a  small  portfolio.  In  the  accompa- 
nying table,  I  have  chosen  20  dividend- 
paying  stocks  from  the  1,000  stocks  we 


follow.  All  yield  more  than  double 
the  average  money  market  fund 
yield.  The  set  yields  3%. 

Don't  expect  quick  gains  from 
this  list.  But  each  of  the  stocks 
meets  the  standards  of  value  that 
we  have  applied  successfully  for  27 
years.  Each  should  also  yield  a  nice 
cash  return  while  you  wait  for  what 
I  expect  will  be  outsize  gains. 

Online  database  management 
and  marketing  concern  Traffix 
recently  instituted  an  8-cent  quar- 
terly dividend,  giving  it  a  yield  of 
close  to  5%.  Recent  revenues  have 
been  weak  at  this  Internet  com- 
pany, but  the  debt-free  balance 
sheet  sports  nearly  $3  a  share  in 
cash,  and  Traffix  has  been  prof- 
itable in  18  of  the  last  19  quarters. 
We  look  for  better  times  ahead  for 
this  solid  company. 

The  shares  of  financial  services 
giant  Washington  Mutual  have 
been  dragged  down  by  interest  rate 
worries.  The  yield  is  better  than 
4%.  You  can  afford  to  wait  for 
other  investors  to  get  over  their 
interest  rate  worries. 

General  Motors  also  yields 
more  than  4%,  and  the  stock  is 
priced  at  eight  times  trailing  12- 
month  earnings  (before  nonrecur- 
ring items).  Consensus  per  share 
forecasts  call  for  $7.16  in  2004  and 
$7.36  in  2005.  We  have  a  long-term  $109 
price  target  on  GM. 

Pharmaceutical  heavyweight  Merck 
has  bounced  back  from  multiyear  lows,  but 
this  financially  impeccable  company  trades 
for  just  16  times  earnings,  well  down  from 
its  mid-20s  historical  average.  Throw  in  a 
better  than  3%  yield  and  you  have  a  stock 
that  looks  irresistible  by  our  standards. 

Those  dividends  add  up.  They  can 
turn  a  mediocre  return  into  a  market- 
beating  one.  r 

John  Buckingham  of  Al  Frank  Asset  Man- 
agement writes  the  Prudent  Speculator,  a 
contrarian,  value-oriented  investment 
newsletter.  See  www.newsletters.forbes.com. 
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Four  Seasons 

At  Four  Seasons,  we  believe 
our  success  is  best  measured 
by  your  success.  which  is  why 
we've  created  a  world  of  hotelsII 

dedicated  to  keeping  you 
at  your  best.  wlth  surroundings 
that  comfort  and  inspire,  and 

flawless  service  that  is 
always  at  the  ready.  in  short, 

all  you  need  to  accomplish 
everything  you  set  out  to  do. 


Contact  your  travel  consultant, 
visit  www.fourseasons.com  or 
in  the  U.S.  CALL  1-866-823-2539. 


ydnf.  y        Washington    D.C.  B 


Finance  industry  heavyweights  like  Merrill  Lynch,  Morgan 
Stanley,  Credit  Suisse  First  Boston,  Goldman  Sachs  Group 
and  E-Trade  have  adopted  Linux.  Merrill  Lynch  CTO  John 
McKinley  told  Technologylnnovator.com,  "We  used  Linux  from 
front-office  trading  systems  all  the  way  through  to  electronic 
statements  and  distributions  in  our  401  (k)  programs  documents. 
It  runs  our  capital  markets  front  office  and  the  back  office  for 
statement  generation  and  distribution." 

In  March,  newswires  revealed  that  retailer  AutoZone, 
automaker  DaimlerChrysler  and  Bank  of  America  used  Linux. 
Given  these  examples,  people  are  wondering  how  prolific  Linux 
and  open-source  software  have  become.  Others  wonder  from 
where  Linux  and  open  source  came. 

The  Internet  and  Open  Source 

In  1988,  a  U.S.  Senator  began  working  on  the  High- 
Performance  Computing  Act,  which  passed  in  1991  and 
established  the  National  Research  and  Education  Network 
—  the  Internet. 

In  March  of  1991,  the  National  Science  Foundation  (NSF)  lift- 
ed its  restrictions  on  the  commercial  use  of  the  Internet,  and 
shortly  thereafter  a  young  student  from  the  University  of 
Helsinki  gave  birth  to  Linux.  Coincidence?  hlardly. 

The  commercial  use  of  the  Internet  immediately  changed  the 
way  people  use  and  learn  about  software  and  technology  — 
though  few  understand  that.  People  who  do  understand  the 
shift  of  1991  realize  that  NSF  so  opened  the  floodgates  of  tech- 
nology that  we  hardly  had  time  to  digest  it.  When  you  look 
around,  you  realize  that  the  Internet  encompasses  more  than 


e-mail  and  Web  pages.  Everything  has  changed,  making 
software  interoperable,  stable,  standards  based  and  less  costly. 

The  Open  Source  Software  Institute 

John  Weathersby  founded  OSSI  to  help  people  discover,  rec- 
ognize and  use  the  wealth  of  technology  available  for  free  to  the 
public.  He  went  to  the  source  of  the  Internet,  the  Department  of 
Defense,  helped  them  recognize  how  much  open-source  they 
use,  publicized  it  and  helped  open  the  door  to  the  global  market 

So  when  applications  like  Reuters  Market  Data  Systerr 
become  available  to  more  people,  it's  because  it  runs  on  com- 
modity-based Intel  hardware  that's  a  direct  result  of  open-source 
software  and  freeing  the  Internet. 

How  does  that  help  you?  When  you  e-mail  a  document,  pa\ 
your  taxes  online,  book  an  airline  flight  or  do  a  search  for  a  long- 
lost  relative,  you've  just  used  open-source  software.  Every  start- 
up has  access  to  the  same  technology  that  only  large  enterpris 
es  could  afford  in  the  past. 

This  year,  governments  throughout  the  U.S.  have  joinec 
together  to  share  open-source  development  methods  and  soft 
ware.  Organizations  like  Core.gov  and  the  Government  Oper 
Code  Collaborative  (http://gocc.gov)  will  save  taxpayers  billion; 
of  dollars  and  make  our  country  safer. 

Such  efforts  have  created  a  new  job  engine  for  Value  Addec 
Resellers,  System  Integrators,  Independent  Software  Vendor: 
and  the  industries  that  support  them.  As  Weathersby  says 
"Changes  in  business  models  are  inevitable.  Open-source  soft 
ware  has  changed  the  current  model  so  that  as  the  wore 
spreads,  so  will  the  economic  benefits." 


J  Boss  Inc. 

he  Professional  Open 
ource  Software  Company 


Tom  Adelstein 

ARC  FLEURY  STARTED  THE  JBOSS™  PROJECT 
1999,  AND  WiTHIN  TWO  YEARS  HAD  WHAT  HE 
MLS  A  USEFUL  JAVA  APPLICATION  SERVER. 
DON,  DEMAND  FOR  TRAINING  AND  SUPPORT 
JRFACED  AND  DR.  FLEURY  FOUND  HIMSELF 
}NG  ON  OPPORTUNITIES.  SINCE  ITS  FOUNDING, 
JOSS  HAS  ACHIEVED  APPROXIMATELY  5  MILLION 
DWN LOADS,  OUTPACING  OTHER  MIDDLEWARE 
IALWARTS  LIKE  IBM,  SUN  AND  BEA. 


Dr.  Marc  Fleury, 
Chief  Executive  Officer 


n  the  softest  IT  market  in  decades,  50%  of  Java  Enterprise 
developers  now  choose  JBoss.  They  can  acquire  all  the 
ols  they  need  to  create  the  current  wave  of  new  applica- 
ms  based  on  interoperable,  stable  and  secure  platforms 
thout  expensive  license  and  upgrade  fees.  JBoss  offers 
;e  open-source  licenses  to  anyone  —  including  end-user 
iterprises  and  independent  software  vendors  that  wish  to 
nbed  it  in  their  own  products. 

JBoss  enjoys  a  sustainable  support  services  revenue  base 
a  benefit  of  its  open-source  business  model.  As  application 
ivelopments  succeed,  enterprise  developers  turn  once 
ain  to  JBoss  for  new  development,  with  additional  support 
quirements  for  each  new  application.  Executive  Vice 
esident  Bob  Bickel  calls  this  "developer  traction." 
Such  traction  evolved  into  a  revenue-generating  business  that 
oss  calls  Professional  Open  Source™,  which  involves  provid- 
)  robust  and  stable  open-source  software  and  backing  it  up 
th  expert  technical  support  services.  Such  services  include 
ining,  developer  support,  support  for  software  vendors  and 
H  production  support  with  two-hour  response  times. 
"In  theory,  anyone  can  support  JBoss,"  Dr.  Fleury  notes, 
ut  we  bring  the  critical  mass  of  competence,  knowledge 
d  development  of  open-source  middleware  to  our  cus- 
ners.  I  know  of  no  precedent  for  what  we  do.  The  people 
ho  develop  the  product  also  support  the  product.  This  allows 
r  customers  to  feel  safe.  They  know  they  do  not  have  to 
)rry  about  their  middleware  because  the  same  people  who 
ild  it  spend  half  of  their  time  consulting  and  working  direct- 
ivvith  the  people  who  use  it." 


Building  a  Better  Product,  Providing  Superior  Service 

Many  open-source  companies  produce  quality  products  but 
fall  short  because  they  lack  excellent  service.  The  quality  of 
JBoss's  product  lies  in  both  its  development  model  and  the 
superior  services  it  offers.  JBoss  provides  a  worldwide  network 
of  Authorized  Service  Partners  and  on-site  training  from  core 
team  members. 

The  JBoss  Application  Server  leads  the  open-source  market 
with  a  standards-compliant,  J2EE-based  application  server 
implemented  in  100%  Pure  Java.  Hundreds  of  open-source 
developers  have  contributed  to  the  project.  Leading  developers 
from  other  projects  such  as  Apache  Tomcat  and  Hibernate  have 
also  joined  JBoss  to  add  to  its  Open-Source  Java  Middleware 
product  offerings.  Regardless  of  how  much  the  company 
expands,  leading  developers  will  continue  to  seek  affiliation  with 
JBoss  because  they  know  JBoss  will  take  care  of  their  cus- 
tomers. Companies  such  as  Apple  Computer  and  HP  hold  JBoss 
in  high  esteem.  Apple  includes  JBoss  in  its  OS  X  Panther  server 
product.  David  Park,  who  leads  the  Apple  HPC  team,  says  that  he 
finds  working  with  a  professional  open-source  project  fulfilling. 

JBoss  provides  a  convincing  model  for  the  software  industry 
and  for  other  open-source  projects.  Today,  even  the  critics  have 
agreed  that  Professional  Open  Source  works,  and  works  better 
than  they  imagined.  ■ 


For  more  information, 

visit  www.jboss.com, 

JBoss 

e-mail  sales@jboss.org 

or  call  404-467-8555. 

•• 
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Look  at  the  Top  Line 

Jordan  Kimmers  stock-picking  formula  looks  at  both 
value  and  growth — but  the  highest  scorers  tend  to  be 
companies  with  rapid  sales  growth. 

BY  MITCHELL  MARTIN 

STOCK  PICKERS  COME  IN  THREE  BROAD 
varieties:  those  who  prefer  growth,  value 
or  momentum.  Investors,  however,  typi- 
cally come  in  one  configuration:  profit- 
seeking.  In  the  quest  for  substance  over 
style,  they  just  want  their  investments  to  appreciate. 

Jordan  Kimmel,  a  Randolph,  N.J.  author  and 
money  manager,  looks  for  stocks  that  are  attractive  to 
all  three  types  of  investor.  He  likens  his  approach  to 
that  of  a  football  team.  "Offense,  defense,  special 
teams,"  he  says;  a  winning  squad  doesn't  have  to  be 
the  best  in  each  category,  but  it  does  have  to  be  "not 
terrible"  in  any  of  them. 

With  $100  million  under  management  Kimmel 
says  he  earned  about  20%  after  fees  for  his  investors 
last  year.  That  followed  three  years  of  losses  in  the 
wake  of  the  stock  market  bubble  and  the  Sept.  1 1  ter- 
rorist attacks,  but  his  investors  more  than  tripled  their 
money  in  1999. 

Kimmel  calls  his  system  Magnet,  an  acronym  for 
a  number  of  attributes  he  seeks  in  stocks.  He  scores 
on  a  mix  of  value,  momentum  and  growth  criteria, 
but  increasing  sales  count  the  most.  The  score  for  12- 
month  revenue  growth  gets  a  triple  weighting,  as  do 
price-to-sales  and  operating  margin  growth.  The  rest 
go  into  the  pot  at  face  value.  (He  uses  hard  numbers 
as  proxies  for  subjective  traits,  e.g.,  operating  margin 
for  quality  of  management.)  In  a  recent  iteration  of 
his  screen,  Williams  Cos.,  a  Tulsa-based  gas  pipeline 
company,  got  the  best  score  by  dint  of  a  huge  surge  in 
2003  revenues  and  its  margin  improvements. 

As  you  might  expect,  a  relatively  small  number  of 
companies  do  well  when  ranked  according  to  criteria  for  the  three 
investing  styles,  which  are  almost  mutually  exclusive.  Kimmel  says 
that  out  of  16,000  firms  he  looks  at,  only  20  or  30  at  a  time  are  suf- 
ficiendy  unterrible  in  enough  categories  to  be  interesting  buys. 

Inevitably  this  kind  of  analysis  leads  Kimmel  to  smallish  com- 
panies with  market  values  of  S 1  billion  or  less.  As  a  rule  of  thumb 


Kimmel  the  Unterrible 

the  less  well  known  the  company,  the  more  likely  its  stock  is  to  b 
undervalued.  "When  really  left  to  its  own  devices,"  Kimmel  say 
"[Magnet]  is  going  to  find  a  lot  of  smaller  companies.  It  will  occ; 
sionally  find  a  large  company  when  it  has  been  really  smashed  dov\ 
and  begins  to  turn  around."  Williams,  which  is  exiting  a  mes: 
diversification  into  telecommunications,  is  in  a  rapid  turnaroun< 
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YOU  KNOW  CUSHMAN  &  WAKEFIELD 

BUT  DO  YOU  KNOW  THE 

OTHER  10,998  EMPLOYEES? 


few 


There's  Sanjay  Verma  in  Bangalore.  Rupert  Dodson  in  London.  Domingo  Speranza  in 
Buenos  Aires.  In  fact,  Cushman  &  Wakefield  has  thousands  of  highly  skilled 
professionals,  in  every  key  business  market  around  the  globe.  Each  ready  to  give  you 
local  in-depth  knowledge  on  a  global  scale.  Each  ready  to  uncover  bottom  line 
opportunities,  reduce  costs,  and  explore  more  efficient  real  estate  strategies  that  can 
add  significantly  to  overall  corporate  performance.  Simply  stated,  no  one  covers  as 
much  ground  as  Cushman  &  Wakefield.  For  more  information  call  800.376.3133. 


Z      ,|||||||  CUSHMAN  & 
«■/  WAKEFIELD 

;  as 


INVESTMENT  QUID 


If  circumstance  drives  his  portfolios  away  from  the  limelight, 
impatience  keeps  him  from  straying  too  far.  "I'm  looking  at  next 
year,  not  five  years  out,"  Kimmel  says,  adding  that  he  usually  holds 
shares  for  six  to  nine  months,  selling  when  hetter  ideas  present 
themselves.  Unlike  deep-value  managers,  who  can  wait  three  or 
four  years  for  their  ideas  to  hear  fruit,  Kimmel  doesn't  want  to 
hang  around  awaiting  market  recognition  of  an  idea  that  is  right 
hut  so  obscure  that  nobody  has  ever  heard  of  it. 

Thus  one  of  Kimmers  aims  is  to  find  stocks  with  some  insti- 
tutional ownership,  but  not  too  much.  He  looks  for  a  minimum 
of  about  5%,  but  no  more  than  30%.  He  doesn't  want  to  buy 
something  that  lots  of  big  investors  already  hold.  He  is  seeking  to 
beat  out  the  crowd. 

KimmtTs  model  emphasizes  pricing  power  and  widening  mar- 
gins, which  currently  put  energy  companies  like  Williams  Cos.  at 
the  top  of  the  heap.  Other  natural-gas-related  companies  that 
scored  well  include  energy  producer  Edge  Petroleum  and  Matrix 
Service,  a  maker  and  servicer  of  storage  tanks  for  the  energy 
industry  that  in  February  expanded  into  liquefied  natural  gas  via 
a  joint  venture  with  Mitsubishi  Heavy  Industries. 

"The  model  was  screaming  at  us  to  buy  these  things,  so  we 


did,"  says  Kimmel,  although  he  avoids  becoming  too  concentrated 
in  a  single  industry.  How  long  he  will  stay  with  the  energy  shares 
depends  on  those  growth  and  value  scores,  which  can  keep  a  com- 
pany in  the  buy  zone  for  months  or  years.  Once  a  stock  drops  out, 
however,  it  rarely  returns.  Says  Kimmel:  "[It's  like]  a  baseball  player 
who  loses  bat  speed — it  usually  doesn't  come  back." 

Being  such  an  active  trader,  Kimmel  has  to  pay  his  share  of 
commissions.  But  he  finds  them  to  be  inconsequential  in  these  days 
of  low  transaction  costs.  More  disruptive,  he  says,  are  capital  gains 
taxes,  largely  because  investors  don't  like  them.  Take  your  medi- 
cine, he  says:  "Fay  your  taxes  and  be  in  the  top-ranked  companies." 

Sometimes  that  works  out  just  fine.  Based  in  northern  New 
Jersey  near  Lucent's  headquarters,  Kimmel  took  a  lot  of  heat  for 
unloading  that  stock  in  1999  and  causing  tax  problems  for  his 
clients.  The  stock  crashed  the  next  year.  Alas,  his  system  did  not  tell 
him  to  get  out  of  technology  in  toto.  Some  of  the  stinkers  that 
dragged  him  down  in  2001  and  2002:  Oualcomm,  Sun  Microsys- 
tems and  4  Kids  Entertainment. 

At  the  moment  a  surprising  high-ranker  is  Pilgrim's  Pride, 
number  two  (after  Tyson)  in  chicken  slaughtering.  Its  huge  sales 
gain  comes  from  higher  prices  plus  the  acquisition  last  year  ol 


T.  Rowe  Price.  Proven  performance 

with  low  expenses: 

1  year 

5  year 

10  year 

Expense 
Ratio 

Balanced  Fund 

Lipper  Balanced 
Funds  Average 

26.61% 

23.88% 

3.78% 

2.50% 

9.46% 

8.64% 

0.78% 

1.47% 

Equity  Income  Fund 

Lipper  Equity  Income 
Funds  Average 

36.40% 

35.78% 

6.01% 

3.30% 

12.45% 

10.25% 

0.78% 

1.62% 

Equity  Index  500  Fund 

Lipper  S&P  500 
Funds  Average 

34.76% 

34.21% 

-1.46% 

-1.73% 

11.38% 

11.23% 

0.35% 

0.81% 

Growth  Stock  Fund 

Lipper  Large-Cap  Core 
Funds  Average 

35.41% 

31.22% 

2.05% 

-2.34% 

11.85% 

9.27% 

0.76% 

1.62% 

Spectrum  Income  Fund 

Lipper  General  Bond 
Funds  Average 

14.87% 

6.91% 

7.22% 

5.59% 

8.13% 

6.48% 

0.77% 

1.37% 

Figures  as  of  3/31/04.  Current  performance  may  be  higher  or  lower  than  the 
quoted  past  performance,  which  cannot  guarantee  future  results.  Share 
price,  principal  value,  and  return  will  vary,  and  you  may  have  a  gain  or 
loss  when  you  sell  your  shares.  To  obtain  the  most  recent  month-end 
performance,  call  us  or  visit  our  Web  site. 

Request  a  prospectus,  which  contains  complete  information,  or  a  briefer 
profile;  each  includes  investment  objectives,  risks,  fees,  expenses,  and  other 
information  that  you  should  read  and  consider  carefully  before  investing. 
Mutual  funds  are  subject  to  market  risk. 

IMPRESSIVE  PERFORMANCE 
VS.  ITS  PEERS. 


Average  annual  total  return  figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions. 
"All  lunds.  excluding  instilutional  and  bank  institutional  funds  as  defined  by  Lipper,  more  than  six  months  old  as  ol  3/3I/04  are 
included.  (Source  for  tipper  data:  Lipper  Inc.)  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  MDEQ06927 3 


Magnet  attracts  those  rare  equities  that  would  pass  anybody's  screen. 

Company/business 

Recent 
price 

Market 
value 
($mil) 

P/E 

Price/ 
sales 

Latest 
12  months' 
sales  growth 

KIMMEL'S  PICKS 

Edge  Petroleum/oil  &  gas 

$15.36 

$193 

32 

4.4 

62% 

Euronet  Worldwide/financial  software 

19.83 

586 

45 

2.6 

190 

Matrix  Service/construction  services 

10.61 

205 

14 

0.3 

160 

Pilgrim's  Pride/food  processing 

24.53 

1,633 

14 

0.3 

50 

Williams  Cos/oil  &  gas 

10.75 

5,588 

NM 

0.3 

115 

FORBES'  PICKS 

Asbury  Auto/auto  dealerships 

15.85 

514 

26 

0.1 

8 

Bon-Ton  Stores/specialty  retailing 

11.14 

175 

9 

0.2 

30 

Carrier  Access/communications  equip 

10.65 

312 

63 

3.5 

78 

Guess/casual  apparel 

15.52 

678 

97 

1.1 

11 

Volt  Info  Sciences/staffing  &  telecom  svcs 

26.70 

406 

58 

0.2 

12 

Prices  as  of  May  6.  NM:  Not  meaningful. 

Sources:  Reuters  Fundamentals  via  FactSet  Research  Systems;  Magnet  Investment  Group. 


ConAgra's  poultry  operations.  Also, 
Kimmel  notes,  adding  protein 
operations  during  a  "low-carb  diet 
craze  has  got  to  help." 

Then  there's  the  Leawood, 
Kans. -headquartered  Euronet 
Worldwide,  which  handles  trans- 
actions on  the  refillable  kind  of 
phone  cards  that  are  popular  in 
Europe  as  well  as  processing 
secure  electronic  financial  trans- 
actions for  banks  and  retailers  in 
Europe,  Australia  and  the  U.S.  The 
company  had  sales  of  $204  mil- 
lion in  2003.  Over  the  past  five 
years  the  outfit's  sales  have 
exploded  seventeenfold. 

The  list,  left,  shows  five  stocks 
from  Kimmel's  portfolio  and  five 
issues  we  found  by  screening 
according  to  his  criteria.  F 


100%  NO  LOAD 


experience  ■  independence  ■  discipline 

Isn't  it  time  to  switch  to  a  low-cost 
T.  Rowe  Price  fund? 

AtT.  Rowe  Price,  we  believe  that  you  shouldn't  have  to  choose  between 
low  expenses  and  strong  performance;  we  offer  funds  with  both.  We 
have  a  broad  selection  of  low-cost  funds  that  have  outperformed  their 
1-,  5-,  and  10-year  Lipper  averages  as  of  3/31/04.  Our  active,  hands-on 
approach  to  investing  is  just  one  of  the  reasons  our  funds  have  per- 
formed so  well  over  time.  We  also  continue  to  keep  our  costs  low: 
100%  of  our  funds  for  individual  investors  have  expense  ratios  below 
their  Lipper  averages,  with  no  loads,  sales  charges,  or  commissions.* 

Our  Investment  Guidance  Specialists  can  help  you  choose  the  low-cost 
fund  that's  right  for  your  goals  and  tolerance  for  risk.  If  you  want,  we 
can  even  help  you  open  an  account  right  over  the  phone. 


TROWEPRICE.COM/MUTUALFUNDS 


1-800-401-4051 


T.RoweRice 


INVEST  WITH  CONFIDENCE 


N  VES  TMENT   G  Hi  D  E 


Condos  With  Room  Service 

Eloise  had  it  right.  Hotel-based  apartments,  now  all  the  rage, 
give  you  five-star  amenities — at  a  lofty  price. 

BY  CARRIE  COOLIDGE 

RICHARD  AND  SUE  WOLLACK  BOUGHT  A 
San  Francisco  luxury  condominium  two  years 
ago  that  offers  sweeping  views  of  the  bay  and 
the  city  skyline,  and  is  close  to  the  financial  dis- 
trict, theaters  and  Union  Square  shops. 
The  main  attraction,  though,  is  that  the  condo  is  in  a  five- 
star  Four  Seasons  hotel.  So  it  features  amenities  like  a 
concierge  and  room  service  that  a  typical  condo  complex,  no 
matter  how  plush,  does  not  serve  up.  "We  knew  if  the  Four 
Seasons  was  putting  its  name  on  the  project,  it  would  be  well 
executed,"  says  Richard,  58,  co-chief  executive  of  Premier 
Pacific  Vineyards  in  Napa  Valley. 

The  hotel  apartment  concept  has  been  around  since  at 
least  the  1950s  in  New  York,  when  Eloise,  the  children's  book 
character,  romped  mischievously  about  the  luxurious  Plaza. 
While  these  days  most  of  the  newer  hotel  units  sell  for 
between  $1  million  and  $9  million,  the  old-style  New  York 
kind  often  fetch  far  grander  sums  when  they  occasionally  go  on 
the  block.  Money  manager  Martin  Zweig  bought  a  unit  at  the 
Pierre  for  $21  million  five  years  ago.  Other  famed  hotel-space 
dwellers  have  included  the  Duke  and  Duchess  of  Windsor  and 
bon  vivant  heiress  Paris  Hilton  (Waldorf-Astoria),  and  singer 
Diana  Ross  (Sherry-Netherland). 

Real  estate  sales  types  gush  that  a  hotel  with  a  brand  name  like 
Ritz-Carlton  gives  a  condo  a  cachet  you  can  bank  on  when  you 
sell  the  place.  "The  hotel-condo  lifestyle  is  now  considered  to  be 
up  there  with  the  G5,"  says  Scott  Durkin,  chief  operating  officer 
of  the  Corcoran  Group,  the  real  estate  brokerage  with  more  than 
its  share  of  million-dollar  New  York  apartments.  "It's  the  private 


Living  room  of  an  apartment  for  sale  in  a  Manhattan  Ritz-Carlton. 

jet  of  living."  Hotel  condos  are  generally  around  25%  more  ex 
pensive  than  comparable  nonhotel  units,  despite  the  fact  tha 
their  conveniences,  like  concierges,  routine  maintenance  and  ac 
cess  to  the  gym,  also  raise  the  monthly  maintenance  charges. 

Over  the  past  five  years,  in  addition  to  San  Francisco  and  Ne\ 
York,  hotel-managed  apartment  projects  have  sprung  up  in  Bostor 
Miami  and  Washington,  DC.  The  Mandarin  Oriental,  situated  abov 
the  just-opened  Time  Warner  Center  in  Manhattan,  has  66  condo 
selling  for  upwards  of  $3,000  per  square  foot,  which  comes  to  a 
least  $12  million  for  a  three-bedroom  with  a  maid's  room  and  li 
brary.  The  typical  buyer  owns  several  other  homes  around  the  work 
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Many  more  hotel  condos  are  under  construction.  Starwood 
Hotels  &  Resorts  plans  to  open  its  W  Dallas  Victory  Residence  in 
:arly  2007,  with  71  residential  units.  Starwood's  42-story 
St.  Regis  Residences,  under  construction  in  San  Francisco,  will 
}ave  102  apartments  when  it  opens  a  year  from  now.  In  Las 
Vegas  a  condominium-hotel  development  due  to  open  in  2006 
it  the  existing  MGM  Grand  Hotel  8c  Casino  will  be  the  Las  Vegas 
Strip's  first  casino-based  residential  complex. 

Developers,  who  typically  build  hotels  and  hire  hotel  com- 
panies to  manage  them,  like  condos  because  they  fetch  upfront 
noney.  New  York-based  Millennium  Partners  built  seven 
:ondo-hotel  properties — each  managed  by  either  the  Ritz-Carl- 


ton  or  Four  Seasons,  including  the  one  the  Wollacks  call  home — 
and  has  more  in  development. 

Public  relations  man  Joseph  ( Jody)  Powell  and  his  wife,  Nan. 
paid  $1.5  million  three  years  ago  for  a  three-bedroom  condo- 
minium in  The  Residences  At  The  Ritz-Carlton  in  downtown 
Washington,  D.C.  Like  the  Wollacks,  the  Powells  were  enticed  by 
the  Ritz  brand  name.  "The  condo  will  hold  its  value,"  says  Pow- 
ell, press  secretary  in  the  Carter  White  House  and  now  an  exec- 
utive at  Powell  Tate. 

Hotel-managed  properties  give  you  things  you  seldom  find  at 
conventional  condo  buildings.  Several  times  a  week  Powell  uses 
the  Ritz's  sports  club,  which  features  two  basketball  courts,  four 
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squash  courts  and  a  ten-lane  lap- swimming  pool.  The  Powells 
frequently  board  their  out-of-town  guests  at  the  hotel.  "This 
saved  us  the  expense  of  buying  a  larger  apartment,"  he  says. 

Residents  have  the  same  access  to  hotel  services  as  a  nightly 
guest.  The  concierge  can  arrange  anything  from  room  service  to 

valet  parking,  from  a  babysitter  to  a  dog  walker,  says   

Matthew  Hall,  vice  president  of  sales  and  marketing 
at  the  Ritz-managed  residences  at  50  Central  Park 
South  in  New  York.  Like  hotel  guests,  residents  have 
signing  privileges  at  the  hotel's  restaurant,  bar  and 
retail  shops  as  well  as  dry  cleaning  and  laundry  ser- 
vice, at  the  usual  hotel  rates.  For  a  price,  residents 
can  use  hotel  staff  for  cleaning  or  to  water  plants 
when  they  are  out  of  town. 

Last  November  a  condo  owner  at  The  Residences  At  The 
Ritz-Carlton  New  York  at  Battery  Park  decided  to  host  a  last- 
minute  Thanksgiving  dinner  for  26  in  her  condo.  A  single  phone 
call  to  the  catering  manager  arranged  delivery  of  dinner,  chairs, 
tables,  linens,  china,  stemware  and  flowers.  Hotel  condo  owners 
have  a  separate  lobby  and  private  elevators  not  used  by  hotel 
guests  and  their  own  doorman  posted  at  the  front  entrance. 

What's  the  downside?  You  are  in  close  contact  with  guests, 
some  of  whom  may  be  louder  and  drunker  than  you'd  like.  When 
the  hotel  hosts  a  convention,  the  fitness  center,  swimming  pool 
and  dining  room  may  be  jammed.  Also,  there's  always  the  slight 
chance  that  at  some  point  the  contract  with  that  wonderful  up- 
scale hotelier  might  not  be  renewed.  "Of  course,  a  property  is  not 
likely  to  go  from  being  a  Ritz-Carlton  to  a  Days  Inn,"  says  Bruce 
Weiner,  president  of  the  residential  division  of  Turnberry  Associ- 
ates, the  Aventura,  Fla.  real  estate  company  that  is  developing  the 
MGM  Grand  condos.  "It's  usually  another  high-end  brand  taking 
over  a  property."  And  look  at  the  fees.  At  the  Ritz  in  Boston, 
$2.1  million  will  bring  you  a  2,707-square-foot  condo  with  three 
bedrooms  and  two  parking  spaces.  The  monthly  common  charge 
of  $2,197  is  on  top  of  monthly  property  tax  of  $1,61 1.  The  com- 


YOU  LIVE  LIKE  A  HOTEL 
GUEST:  THE  CONCIERGE 
ARRANGES  EVERYTHING, 
EVEN  DOG  WALKERS. 


mon  charge  is  only  $788  for  a  similar  ($1.75  million)  three-bed- 
room in  a  rjonhotel  luxury  high-rise  in  Boston. 

Are  hotel-managed  apartments  good  investments?  Though 
most  such  condo  projects  are  too  new  for  meaningful  compar- 
isons, spot  evidence  suggests  they  are  holding  their  value.  P 

few  have  flipped  at  de- 
cent premiums.  At  th< 
Ritz-Carlton  at  Batten 
Park,  a  three-bedroon 
unit  originally  sold  fo: 
$2.2  million  in  200L 
it  resold  for  $2.5  mil 
lion  earlier  this  yean 
According  to  thi 
Corcoran  Group,  the  average  sale  price  of  a  three-bedroom 
condo  in  downtown  Manhattan  was  $1.8  million  in  2003,  down 
4%  since  2001.  In  San  Francisco  a  two-bedroom  hotel  apartmen 
originally  selling  for  $1  million  was  resold  for  $1.25  million  ; 
year  and  a  half  later. 

When  Millennium  Partners  opened  the  Ritz's  condo 
minium  property  in  Battery  Park  in  late  2001,  the  developer 
worried  because  of  the  Sept.  1 1  terrorist  attack  on  the  nearfr 
World  Trade  Center.  Surprisingly,  not  only  were  sales  brisk,  bu 
many  buyers  had  young  children.  Last  December  stay-at-hom 
dad  Robert  Povlitz  and  his  wife,  Jennifer,  a  financial  services  execu 
tive,  moved  into  the  Battery  Park  Ritz.  Their  three-bedroom  apart 
ment  boasts  views  of  the  Statue  of  Liberty  and  New  York  harbo 
Their  children,  ages  6  and  7,  attend  the  public  school  in  the  neigh 
borhood.  "It  has  been  great  for  all  of  us.  My  wife  can  schedule  early 
morning  meetings  in  the  Ritz's  conference  rooms,"  says  Povlitz. 

At  the  San  Francisco  Four  Seasons  Wollack  is  so  enthusiast! 
about  his  investment  that  he  recently  bought  the  one-bedroor 
apartment  next  door.  "You  don't  really  get  the  sense  you  are  liv 
ing  in  a  hotel,"  he  says.  "Yet  you  get  the  best  of  what  a  hotel  ha 
to  offer."  I 


Name/location 

Monthly 
charges1 

Price  range 
(Sthou) 

Amenities 

Four  Seasons/Miami 

$570-$3,600 

$500-$6,200 

Pool,  fitness  center,  gourmet  dining 

Four  Seasons/San  Francisco 

1,200-2,500 

700-7,000 

Fitness  center,  pool,  squash 

Mandarin  Oriental/New  York 

1,200-10,0002 

3,125-32,000 

Spa,  Infinity  pool,  fingerprint  security  access 

Ritz-Carlton/Georgetown,  D.C. 

2,400-5,700 

2,000-9,300 

Fitness  center,  movie  theater,  gourmet  dininf 

Ritz-Carlton  Towers/Boston 

745-4,045 

800-6,400 

Fitness  center,  movie  theater 

Ritz-Carlton  Battery  Park/New  York 

720-3,850 

700-6,300 

Fitness  center,  outdoor  bar,  ballroom 

Ritz-Carlton,  50  Central  Park  South/New  York 

3,900-8,400 

12,000-28,000 

La  Prairie  spa,  gourmet  dining 

St.  Regis/San  Francisco3 

1.500-1.9002 

l,500-4,5002 

Butler  service,  spa,  personal  chef 

W  Dallas  Victory/Dallas" 

NA 

400-1,000+ 

Bliss  Spa,  personal  trainer,  yoga,  pool 

Not  including  real  estate  taxes.  2Not  including  penthouses.  30pen  for  occupancy  June  2005.  "Open  for  occupancy  in  early  2007  NA:  Not  applicable. 
Source:  Companies 
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I  make  fast  black  and  white 
and  affordable  color. 


?M  MARRIED  TO  MY  JOB 


+  color 


e-STUDI04511 


Affordable 
Multifunction: 

Get  the  economy 
of  biack  and  white 
with  the  added 
benefit  of  color. 


User-Friendly  LCD: 
Tilting  wide-touch 
control  panel  that's 
extra  large  and 
easy  to  use. 


New  e-BRIDGE 
Technology: 

Out-of-the-box 
network  connectivity, 
plus  copy,  print, 
scan  capabilities. 


TOSHIBA 

Don't  copy.  Lead. 


You're  in  the  market  for  a  black  and  white  copier  and  suddenly  you  spot  the 
e-STUDI0451 1 .  You  check  off  all  the  boxes — speed,  cost  per  page  and  reliability 
just  to  name  a  few.  But  here's  the  kicker:  the  451 1  switches  to  color  on  the  fly 
(45  ppm  in  black  and  white,  1 1  in  color).  Whiz-boom-bang,  you're  hooked.  Now 
you  can  copy,  print  and  scan  in  color  while  saving  money  on  the  black  and  whites. 
And  with  new  e-BRIDGE  technology,  you're  Internet-ready,  mobile  and  wireless  right 
out  of  the  box.  Now  you've  got  the  power  to  do  it  all.  And  that  power  is  mighty  sexy. 
Visit  copiers.toshiba.com  or  call  1-800-GO-TOSHIBA  for  more  information. 


©2004  Toshiba  America  Business  Solutions,  Inc.  Electronic  Imaging  Division.  All  rights  reserved. 
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Ivy  League  Confidential 

You'll  pay  through  the  nose  for  college  for  your  kids. 
Should  you  pay  to  get  them  in,  too? 

BY  IRA  CARNAHAN 

4  HE  HARVARD  ADMISSIONS  OFFICE  STATES 
it  plainly:  "There  is  no  formula  for  gaining 
admission  to  Harvard."  Maybe  not.  But  with 
the  admission  rates  to  top  schools  so  daunt- 
ing— 10%  at  Harvard  and  Yale  this  spring — 

parents  jump  at  anything  they  can  do  to  improve  the  odds. 

Can  they?  The  bottom  line,  confide  former  admissions 

officers  who've  had  an  inside  view,  is  yes. 

Scads  of  ambitious  parents  believe  that  if  there  is  a 

magic  formula,  it  involves  spending  big  bucks.  So  they 

shell  out  for  $33,000  college  placement  services,  $300-an- 

hour  SAT  tutors  and  $l,000-a-week  summer  enrichment 

programs,  and  ramp  up  giving  to  their  alma  mater.  Pru- 
dent investments  or  wastes  of  money?  Here  are  our  tips  for 

spending  your  pre-admission  dollars  wisely. 

Getting  Started 

To  get  your  child  into  the  best  college  (and  particularly 
the  best  college  for  him  or  her),  you  need  a  handle  on 
the  admissions  process.  Which  colleges  are  realistic  pos- 
sibilities for  your  child?  What  are  they  looking  for?  You 
don't  have  to  spend  a  cent  to  find  out.  Your  child's  high 
school  guidance  counselor  should  be  able  to  get  you 
started.  (Skilled  college  counselors  are  one  benefit  of  a 
posh  private  secondary  school.) 

then  there  are  the  books.  A  is  for  Admission,  by  former 
Dartmouth  assistant  director  of  admissions  Michele  Hernan- 
dez ($15),  and  Making  It  Into  a  Top  College,  by  freelance  college 
counselors  Howard  and  Matthew  Greene  ($17),  are  worth 


picking  up.  So  are  the  standard  college  guides,  including  th 
Fiske  Guide  to  Colleges,  by  former  New  York  Times  educatioi 
editor  Edward  Fiske  ($23),  and  America's  Best  Colleges  fron 
U.S.  News  ($8). 
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Energy  is  a  very  real  thing,  created  by  real  people  focused  on  the  needs  of  real  businesses. 
And  that's  why  choosing  Constellation  as  your  energy  partner  can  give  you  a  real  advantage. 
We  offer  the  experience,  the  knowledge  and  the  vision  necessary  to  provide  tangible  results. 
To  learn  more,  visit  constellation.com. 

Constellation  Energy 

The  way  energy  works.- 


LtLVLE  S-  T-M  E  N  I   GALL  Q_E  


If  your  child's  high  school  counselor  is  overworked  or 
underinformed,  you  may  want  to  hire  a  freelancer.  Harvard- 
hound  Kaavya  Viswanathan,  from  Franklin  Lakes,  N.J.,  signed 
on  with  IvyWise,  a  counseling  firm  with  offices  in  New  York 
and  Beverly  Hills,  during  her  junior  year.  "They  take  all  the 
raw  material  and  help  you  put  it  together  in  the  way  that  an 
admissions  officer  is  going  to  be  most  impressed  by,"  she  says. 

A  good  counselor  operates  behind  the  scenes,  offering  guid- 
ance but  generally  not  coming  to  the  attention  of  college 
admissions  staff,  which  can  backfire.  Be  careful,  too,  not  to  put 
the  nose  of  your  child's  high  school  guidance  counselor  out  of 
joint.  It  is  he  or  she  who  will  pen  the  school's  recommendation 
to  the  college,  not  your  hired  hand. 

IvyWise  charges  up  to  $33,000  for  its  combined  junior  and 
senior  year  program.  Howard  Greene  &  Associates,  founded 
by  former  Princeton  admissions  officer  Greene,  charges  $750 
for  a  single  consultation  and  $6,000  for  ongoing  consulting. 
Road  to  College,  cofounded  by  former  Harvard  admissions 
official  Charles  Hughes,  charges  $159  for  "Comprehensive 
Essay  Editing"  and  $1,499  for  "Premiere  Application  Revue." 
None  of  these  fees  includes  SAT  coaching. 
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-o  o  o  o -o-o-o 
-o-o  -o  -o-o  -o  -o 


Getting  Ready  for  the  SAT 

To  prepare  your  child  for  the 
all-important  SAT,  you  have 
three  options.  The  cheapest  is 
to  buy  a  test  book  or  online 
course  from  a  company  like 
Princeton  Review  or  Kaplan, 
along  with  some  copies  of  old 
SATs,  and  have  your  child 
study  on  his  own.  This  is  a 
perfectly  fine  approach  if  your  child  is  self-motivated. 

If  that  isn't  the  case,  you  may  want  to  sign  up  your  child  for 
a  prep  course  with  a  live  instructor.  Such  courses  can  cost  $1,000 
or  so.  They  teach  little  that  you  can't  get  out  of  a  book,  but  do 
have  the  benefit  of  providing  structure  and  discipline  your 
teenager  may  lack.  Prep-course  providers  often  claim  to  raise  SAT 
scores  by  200  or  more  points.  But  similar  gains  are  possible  if 
your  child  studies  diligently  on  his  own. 

A  cosdier  option  is  to  hire  an  individual  SAT  tutor.  At  Prince- 
ton Review  a  private  tutor  can  run  up  to  $300  an  hour,  depend- 
ing on  the  experience  of  the  instructor.  This  may  make  sense  in 
certain  circumstances,  but  most  kids  can  get  all  the  help  they 
need  from  a  standard  group  course. 

Whether  you  go  for  individual  tutoring  or  a  group  class,  pay 
heed  to  the  quality  of  the  instructor,  suggest  Richard  Montauk 
and  Krista  Klein  in  How  To  Get  Into  the  Top  Colleges.  There  is 
high  turnover  among  SAT  teachers.  You  want  to  make  sure  your 
child  gets  someone  top-notch.  Get  recommendations  from  past 
students  or  call  up  tutoring  companies  to  ask  which  teachers  are 
in  greatest  demand. 


Donating 

There  are  many  lofty  reasons  U 
contribute  money  to  a  university, 
but  a  baser  motivation  for  man 
parents  is  the  belief  that  it  wil 
help  their  child  to  be  admitted 
Will  it? 

That  depends.  The  first  thin 
to  determine  is  whether  you 
child  will  count  as  a  "legacy. 
Many  elite  schools  consider  only  the  children  of  former  under 
graduates  as  legacies.  Others,  such  as  the  University  of  Pennsylva 
nia,  use  a  broader  definition,  counting  both  children  and  grand 
children  of  former  undergrads  and  graduate  students.  Colleg 
consultants  Howard  and  Matthew  Greene  suggest  you  call  th 
alumni  affairs  or  admissions  office  at  your  alma  mater  and  ask. 

If  your  child  isn't  going  to  be  counted  as  a  legacy,  you  cai 
probably  forget  giving  as  an  admissions  strategy  unless  you'r 
willing  to  hand  over  really  big  bucks — meaning  up  to  seven  fig 
ures.  If  your  child  will  be  counted  as  a  legacy,  you  face  a  toughe 
call.  On  the  one  hand,  your  child  will  get  an  edge  simply  by  bein 
a  legacy,  no  matter  what  you  do.  But  to  get  a  sharp  edge  will  re 
quire  some  serious  giving.  The  deeply  shrouded  question  is  hoi 
serious,  and  the  answer  varies  from  university  to  university. 

At  Georgetown  University,  according  to  senior  associate  direc 
tor  of  admissions  Jaime  Briseno,  various  factors  come  into  play:  th 
amount  of  the  alum's  giving,  the  consistency  of  the  giving  over  th 
years  and  how  the  amount  given  compares  to  the  alum's  incom* 
Briseno  emphasizes  that  alumni  can  also  give  in  other  ways:  b 
acting  as  a  volunteer  for  the  school,  hosting  events  and  interview 
ing  applicants  for  admission.  "The  bottom  line  in  most  cases  real] 
comes  down  to  'How  strong  is  that  connection?' "  he  says. 

In  Harvard's  admissions  office,  former  senior  admission 
officer  Charles  Hughes  recalls,  "We  talked  about  cases,  but  w 
never  talked  about  dollars.  We  used  words  like  'very  important  t 
the  development  office'  and  'generous'  and  'a  significant  contrib 
utor  to  the  institution.' "  Generosity  starts  in  the  hundreds  of  thou 
sands.  "If  you've  given  six  figures,  people  will  notice,"  Hughe 
says,  "but  it  won't  be  enough"  by  itself. 

Paying  for  a  Private  High  School 

A  big  question  for  many  parents  c 
younger  children  is  whether  send 
ing  them  to  a  private  high  schoc 
will  help  when  it  comes  time  t 
apply  to  college.  The  short  answt 
is  maybe.  While  private  schoo. 
send  a  higher  share  of  their  grac 
to  elite  colleges,  the  days  of  guai 
anteed  feeders  are  over.  Fifty-fn. 
percent  of  students  admitted  to  Princeton  this  year  went  t 
public  schools;  the  same  percentage  did  at  Yale. 
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YOU  SEE  AN  AGING  GENERATION. 
WE  SEE  A  GOLDEN  OPPORTUNITY. 

Our  perspective  helps  us  spot  investment  opportunities  ahead  of  the  pack. 


FRANKLIN 
GROWTH 
FUNDS 


When  our  fund  managers  found  a  company  developing  a  new 
treatment  for  the  age-old  problem  of  arthritis,  they  invested  early 
I  in  its  stock.  That  company  is  now  the  world's  largest  biotech 
firm,  and  has  been  providing  healthy  returns  for  our  fund  shareholders. 

Identifying  an  investment  opportunity  like  this  requires  a  unique  per- 
spective. Ours  comes  from  using  bottom-up  research  to  identify  companies 
with  clear  drivers  of  earnings  growth.  With  one  of  the  industry's  largest 
research  staffs  committed  to  strong  long-term  performance  without  taking 
unnecessary  risks,  Franklin  has  been  discovering  growth  opportunities  with 
true  potential  for  more  than  50  years. 

For  details  on  how  Franklin's  perspective  might  benefit  your  portfolio, 
see  your  financial  advisor,  call  1-800-FRANKLIN,  Ext.  F724  or  visit  us 
at  franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN  FROM  OUR  PERSPECTIVE®  > 


RANKLIN  FLEX  CAP  GROWTH  FUND 

weraoe  Annual  Total  Returns  3/31/04  -  Class  Af 

Before  investing  in  Franklin  Flex  Cap  Growth  Fund,  you  should  carefully  consider  the  fund's  investment 
goals,  risks,  charges  and  expenses.  You'll  find  this  and  other  information  in  the  fund's  prospectus, 
which  you  can  obtain  from  your  financial  advisor.  Please  read  the  prospectus  carefully  before  invest- 

1-Year 

35.51% 

ing.  Investment  return  and  principal  value  will  fluctuate  so  that  your  shares,  when  redeemed,  may  be 
worth  more  or  less  than  the  original  cost.  Performance  data  quoted  includes  the  maximum  5. 75% 
initial  sales  charge  and  represents  past  performance,  which  does  not  guarantee  future  results.  More 
recent  returns  may  differ  from  figures  shown;  for  most  recent  month-end  performance  figures,  please 
visit  franklintempleton.com.  The  fund's  focus  on  securities  of  California  companies  involves  special 
risks  including  increased  susceptibility  to  adverse  economic  or  regulatory  developments  in  that  state. 
Smaller-company  stocks  have  historically  exhibited  greater  price  volatility  than  larger-company  stocks, 

5-Year 

6.53% 

particularly  over  the  short  term.  Technology  stocks  can  be  highly  volatile. 

10-Year 

14.75% 

Holdings  subject  to  change. 

Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway.  San  Mateo,  CA  94403. 

The  fund  offers  other  share  classes,  subject  to  different  fees  and  expenses,  which  will  affect  their  performance.  Prior  to  8/3/98,  fund  shares  were  offered  at  a  lower  initial  sales  charge,  thus  actual 
lurns  may  differ.  Average  annual  total  returns  represent  the  average  annual  increase  in  value  of  an  investment  over  the  indicated  periods  and  assume  reinvestment  of 
vidends  and  capital  gains  at  net  asset  value.  fob6/04 
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One  more  point  about  picking  a  high  school:  Despite  the 
desire  of  top  colleges  for  "geographic  diversity,"  don't  think 
you  can  get  a  leg  up  by  pulling  stakes  from  New  York  City  and 
moving  to  the  rural  West  a  couple  of  years  before  your  kid 
plans  to  apply  to  college.  "Merely  moving  to,  let's  say, 
Wyoming,  as  a  junior — it's  not  likely  to  have  much  of  an 
impact,"  warns  Georgetown's  Briseno. 

Going  to  Summer  School 

Many  parents  figure  that 
shelling  out  for  a  summer 
enrichment  program  at  an 
elite  college  will  get  their 
child's  foot  in  the  door. 
Harvard  and  Yale,  for 
example,  both  charge 
about  $1,000  a  week.  But 
earning  a  couple  of  A's  at 
Harvard's  summer  pro- 
gram won't  give  your  child  the  inside  track  to  a  freshman 
dorm  room  on  Harvard  Yard.  An  easier  and  cheaper  option  is 
to  enroll  in  a  summer  college  class  near  your  home.  The  key 
is  to  show  your  interest  in  learning,  advises  Greene.  Where 
you  do  it  isn't  important. 

You  don't  necessarily  need  to  spend  the  summer  with  your 
nose  in  a  book,  but  you  do  need  to  put  your  summers  to  work 
by  pursuing  activities  that  display  drive  and  initiative,  advises 
Katherine  Cohen  of  IvyWise  to  high  school  students.  "Col- 
leges are  mainly  looking  for  what  we  call  'angular'  kids,"  she 
says.  "They're  not  looking  for  well-rounded  students;  they're 
looking  for  well-rounded  student  bodies.  So  in  order  to  posi- 
tion yourself  as  an  angular  kid,  you  have  to  highlight  those 
one  or  two  passions,  interests,  strengths  and  run  with  them." 

College  consultant  Greene  agrees.  "The  well-rounded  kid  at 
the  most  selective  colleges  doesn't  tend  to  do  as  well,"  he  says. 
Elite  colleges  "are  more  focused  on  putting  together  a  class 
made  up  of  a  bunch  of  individuals  with  very  specific  talents." 

Playing  Varsity 

Playing  a  sport  can  be  a  great  way 
(for  either  a  boy  or  girl  these  days) 
to  get  into  to  a  college  that  might 
otherwise  be  a  long  shot.  The  Ivies 
have  a  measure  known  as  the  Aca- 
demic Index  that  governs  how  far 
admissions  standards  can  be  low- 
ered for  athletes.  While  a  typical 
score  for  nonathletes  is  200  to  220, 

the  cutoff  for  athletes  is  about  170,  with  many  scoring  in  the 
170s  and  180s,  according  to  admissions  experts  Montauk  and 
Klein  in  How  To  Get  Into  the  Top  Colleges. 

Admission  rates  for  athletes  are  unusually  high.  For  Dart- 


( 


mouth's  class  of  2000,  the  acceptance  rate  for  recruited  ath 
letes  was  around  60%,  according  to  college  consultant  an^ 
former  Dartmouth  admissions  official  Hernandez.  She  add 
that  while  admissions  officers  scrutinize  nonathletes'  appli 
cations  for  weaknesses,  they  look  at  athletes'  applications  witl 
an  eye  for  strengths. 

If  your  child  is  a  strong  athlete,  the  first  step  is  to  contac 
the  coaches  at  colleges  that  are  of  interest.  Start  making  con 
tacts  by  early  junior  year.  Send  a  cover  letter,  a  sports  resume 
a  coach's  recommendation  and  newspaper  clippings,  advis 
Montauk  and  Klein.  "The  opportunity  for  self-promotion  i 
stronger  for  the  ambitious,  accomplished  student  athlete  tha 
it  is  for  almost  anyone  else  in  the  admissions  pool,"  they  adc 

Visiting  Campuses 

To  get  the  most  out  of  your 
travel  dollar,  have  your  child 
schedule  on-campus  inter- 
views with  an  admissions 
officer.  That's  often  viewed  as 
a  desirable  show  of  interest  in 
a  school  and  can  carry  more 
weight  than  interviews  held  at 
home  by  alumni.  If  you  think 
your  child  will  interview 

poorly,  you  may  want  to  avoid  the  on-campus  chat  wit 
admissions  staff.  And  don't  be  fooled — even  interviews  bille 
as  just  "informational"  are  often  evaluative,  warns  forme 
Harvard  admissions  official  Hughes. 

One  advantage  of  visiting  campuses  early — perhaps  dui 
ing  the  winter  or  spring  of  junior  year — is  that  doing  so  ca 
help  motivate  your  child  for  the  application  process,  which 
going  to  take  a  lot  of  work.  If  you  can,  visit  schools  whe 
classes  are  in  session,  Montauk  and  Klein  suggest.  Mo: 
campuses  feel  much  different — and  more  appealing — whe 
students  are  around. 

Measuring  the  Payoff 

While  Ivy  grads  are  overrepresented  among  business  leader 
Wall  Street  millionaires  and  presidential  candidates,  that  may  t 
because  students  who  are  admitted  to  the  Ivies  are  a  talentei 
driven,  well-connected  bunch  and  excel  in  life  because  of  the  ta 
ent,  drive  and  connections  that  got  them  admitted  to  fancy  co 
leges,  not  because  of  the  diploma.  Indeed,  that's  the  conclusia 
of  a  2002  study  in  the  Quarterly  journal  of  Economics. 

But  not  everyone  from  the  Ivy  League  is  quite  ready  I 
agree.  In  another  study,  Harvard  economist  Caroline  Hoxt 
estimates  that  for  men  who  entered  college  in  1982  the  lifetin 
payoff  from  attending  a  Harvard  or  Columbia  over  a  slight 
less  selective  Carnegie  Mellon  or  Tufts  will  be  rough 
$300,000,  with  about  $100,000  of  the  difference  due  to  tr 
college  attended. 
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Safety  Net 

Insurance  that  works  when  you  can't. 


BY  CARRIE  COOLIDGE 


Danny  Riley's  disability  insurer  helped  him  find  a  new  occupation  as 
a  metal  artist  after  a  brain  disease  forced  him  to  quit  office  work. 


AFTER  EARNING  A  PH.D.  IN  SOCIOLOGY,  DANNY  BAZI 
Riley  started  to  work  as  the  general  manager  at 
commercial  real  estate  firm  at  an  annual  base  salar 
of  $70,000.  Soon  after,  a  financial  planner  stoppe< 
by  his  desk  to  drop  off  brochures  about  insuranc 
benefits  available  through  his  employer.  But,  at  32,  "buying  insur 
ance  was  the  furthest  thing  from  my  mind,"  says  Riley 

Yet  one  thing  caught  Riley's  eye:  a  pamphlet  describing  a  kin« 
of  insurance  that  provided  income  replacement  in  the  event  of 
disability.  The  annual  premium  for  Riley's  income  and  occupa 
tion  was  $  1 ,800.  "I  knew  what  my  debt  ratio  was  and  how  devas 
tating  it  would  be  if  I  lost  my  source  of  income,"  says  Riley. "  Whil 
never  in  a  million  years  did  I  think  I  would  ever  really  need  ii 
buying  the  insurance  seemed  the  smart  thing  to  do." 

Three  years  later  Riley  was  diagnosed  with  an  organic  brail 
disease.  Easily  confused  and  unable  to  concentrate  for  Ion 
stretches,  he  was  forced  to  quit  his  job.  "Life,  as  I  knew  it,  had  com 
unraveled,"  says  Riley. 

After  a  predetermined  waiting  period,  the  policy  he  ha« 
bought — underwritten  by  Principal  Life — began  paying  Riley 
monthly  benefit  of  $3,725.  Since  he  had  paid  the  premiums  witl 
aftertax  dollars,  the  benefit  was  entirely  tax  free.  "Without  this, 
would  have  been  in  Chapter  1 3,  dead  or  living  in  a  shack,"  say 
Riley.  "It  literally  saved  my  life." 

Unlike  Riley,  few  people  plan  for  the  possibility  that  they  migh 
one  day  become  disabled  and  unable  to  work.  "People  natural! 
think  they  should  insure  their  home  and  car,  yet  they  are  mor 
likely  to  suffer  a  disability  than  lose  their  home  in  a  fire  or  die  pre 
maturely,"  says  Deanna  Strable,  vice  president  of  Specialty  Bene 
fits  at  Principal. 
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Disability  and  Retirement 


Group  long-term  disability  policies  usually  continue  until  you 
qualify  for  social  security  retirement  benefits  or  are  able  to 
return  to  work. 

•  If  you  are  fully  vested  in  a  defined-benefit  pension  plan,  you  are 
eligible  for  a  lifetime  pension  income  at  a  reduced  benefit  in  the 
event  of  disability.  Likewise,  you  may  roll  your  vested  401  (k)  or 
any  other  qualified  plan  assets  into  an  IRA  and  take  a  distribution 
without  an  early  withdrawal  penalty  if  you  are  permanently  dis- 
abled before  you  reach  retirement  age. 

■  If  you  have  more  than  one  qualified  plan,  consider  taking  an 
early  distribution  from  one  and  using  it  to  buy  an  immediate 
annuity  with  lifetime  income.  Keep  the  other  plan  invested  for 
growth  to  cope  with  future  increased  costs  of  living  due  to  infla- 
tion. Seek  the  advice  of  a  fee-only  financial  adviser  who  has 
expertise  in  disability  insurance. 

■  If  you  are  over  50  and  have  accumulated  enough  to  consider 
early  retirement,  you  probably  have  no  need  for  a  supplemental 
disability  insurance  policy.  —C.C. 

One  in  three  American  adults  will  become  disabled  before  age 
65  for  90  days  or  more.  One  in  seven  will  be  disabled  for  five  years 
or  more.  A  Rand  Health  study  published  in  January  found  that  the 
number  of  people  aged  30  to  49  who  are  disabled  increased  by 
more  than  50%  between  1984  and  2000  (largely  because  of  the 
increased  prevalence  of  obesity).  During  the  course  of  a  person's 
career  he  or  she  is  3.5  times  more  likely  to  be  injured  and  need 
disability  insurance  than  to  die  and  need  life  insurance. 

If  you  are  self-employed,  have  a  family,  are  the  primary  bread- 
winner and  are  under  45  years  of  age  with  20  to  25  years  of  income- 
producing  years  ahead  of  you,  you  should  review  your  disability  in- 
surance coverage.  More  than  half  of  the  employers  in  the  U.S.  offer 
some  group  coverage,  but  few  employees  are  aware  of  what  they 
have.  "Often  what  they  have  is  not  enough,"  says  Maria  Morris,  se- 
nior vice  president  of  individual  disability  at  MetLife.  "People  don't 
realize  how  important  this  insurance  is  until  they  need  it." 

Start  your  research  by  reading  a  description  (available  from 
your  personnel  department)  of  the  group  disability  coverage,  if 
any,  paid  for  by  your  employer.  That  policy  may  kick  in  only  after 
six  months  of  disability.  No  problem — if  you  have  half  a  year's 
pay  in  the  bank. 

Can  you  get  too  much  coverage?  It's  hard  to  do  that,  says  Bedda 
Emous,  a  fee-only  financial  planner  in  North  Andover,  Mass.  Poli- 
cies tend  to  have  tight-fitting  caps.  (For  good  reason.  Too  rich  a 
benefit  might  make  malingerers  of  people.)  Most  group  plans  have 
a  monthly  benefit  that  caps  out  at  $10,000.  Individual  policies  can 
go  to  $15,000  per  month,  depending  on  your  income  and  occu- 
pation. Either  way,  benefits  from  all  disability  insurance  policies 
combined  are  generally  limited  to  70%  to  80%  of  salary  (includ- 
ing regularly  paid  bonuses),  says  Susan  M.  Baker,  manager  of  dis- 
ability income  sales  and  marketing  at  Berkshire  Life,  a  subsidiary 


of  Guardian  Life.  Paying  premiums  with  aftertax  dollars  stretches 
your  benefit  because  then  the  insurance  payout  is  aftertax. 

Not  all  policies  have  the  same  exclusions;  one  might  cover 
partial  or  recurring  disabilities,  while  another  doesn't.  "And  some 
contracts  only  pay  benefits  if  you  are  unable  to  work  in  any  oc- 
cupation," says  Emous.  "This  is  fine,  except  if  you  sustain  a  dis- 
ability that  merely  prevents  you  from  working  in  your  own  occu- 
pation. If  this  is  the  case,  then  you  will  not  be  covered." 

When  shopping  around  for  a  policy,  it  is  important  to  consider 
a  company's  financial  stability.  You'll  want  to  feel  sure  it  will  be 
around  until  you  hit  retirement  age.  Some  of  the  biggest  disabil- 
ity insurers  include  MetLife,  Principal,  Mass  Mutual,  Northwest- 
ern Mutual,  Aflac  and  Guardian  Life. 

Disability  insurance  isn't  that  expensive,  with  the  average  cost 
normally  1%  to  3%  of  your  gross  pay.  A  typical  policy  from  MetLife 
for  a  40-year-old  male  executive  (nonsmoker)  in  need  of  an  annual 
benefit  of  $42,000  would  have  an  annual  premium  of  about  $  1 , 1 50. 
This  policy  has  a  90-day  waiting  period,  is  guaranteed  renewable  re- 
gardless of  the  person's  health  status  and  pays  benefits  until  the 
policyholder  returns  to  work  or  until  age  65  if  he  doesn't. 

For  an  additional  cost  riders  can  be  added  to  cover  such 
things  as  adjustments  to  payouts  for  inflation  or  partial  disabil- 
ity, or  for  being  forced  for  health  reasons  to  switch  to  a  lower-pay- 
ing occupation  (the  policy  would  pay  a  monthly  benefit  that 
makes  up  the  difference).  A  medical  examination  showing  evi- 
dence of  good  health  is  typically  required  when  applying  for  an 
individual  policy. 

Many  insurance  companies  don't  stop  at  paying  benefits. 
Principal,  for  example,  helped  Riley  research  and  pay  for  cogni- 
tive therapy.  In  the  process  Riley  found  a  new  occupation  that 
accommodates  his  medical  condition.  Now  40  and  a  metal  artist 
in  Mullins,  S.C.,  he  continues  to  receive  monthly  benefits  from 
Principal,  though  on  a  sliding  scale.  During  months  when  he 
sells  artwork,  the  benefit  is  reduced  by  the  same  amount.  During 
the  months  when  he 
logs  no  sales,  the  full 
benefit  is  paid. 

Riley  now  won- 
ders at  his  initial  hesi- 
tation at  buying  yet 
another  insurance 
policy.  "I  had  insur- 
ance for  my  health, 
home  and  car,"  he 
says.  "But  I  had  noth- 
ing to  cover  my  in- 
come, which  is  what 
holds  everything  else 
in  place.  It  would  have 
been  foolish  of  me  to 
safeguard  everything 
else  but  that."  F 


By  the  Numbers 


What  Are  the  Odds? 

1  OUt  Of  5  Chance  that  your  auto 
will  be  damaged  in  an  accident. 


lout  of  21  Chance  that  you  will 
have  a  disabling  accident. 


1  OUt  Of  96  Chance  that  your 
home  will  be  damaged  by  a  fire. 


1  OUt  Of  114  Chance  that  you 
will  die  prematurely. 


Sources:  Field  Guide  2001:  National  Safety  Council: 
World  Almanac. 
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Cialis 

(tadalafil)  tablets 

36-hour  Cialis. 

WHICH  MOMENT  WILL  BE 
RIGHT  FOR  YOU? 

]lALIS  IS  THE  FIRST  TABLET  FOR  ERECTILE  DYSFUNCTION 

HAT  GIVES  YOU  UP  TO  ^6  HOURS  TO  CHOOSE  THE  MOMENT  THAT'S 

IGHT  FOR  YOU  AND  YOUR  PARTNER. 

iscover  Cialis  (pronounced  see-AL-iss),  a  prescription  tablet  for  erectile  dysfunction  (ED)  that  goes  to 
ork  fast  and  can  work  up  to  36  hours*  And  Cialis  is  made  to  work  only  with  sexual  stimulation,  so  a 
rider  moment  can  turn  into  the  right  moment.  Which  moment  will  be  the  right  moment  for  you? 

on't  miss  another  moment,  talk  to  your  doctor  and  see  if  a  free  SdtTlple  of  Cialis  is  right  for  you. 
>r  more  information  visit  www.cialis.com  or  call  1-877-4-CIALIS. 

e  important  safety  information  below  and  Patient  Information  on  following  page. 


ialis  is  not  for  everyone.  If  you  take  nitrates,  often  used  for  chest  pain  (also  known  as  angina),  or  alpha-blockers 
ther  than  Flomax  0.4  mg  once  daily),  prescribed  for  prostate  problems  or  high  blood  pressure,  do  not  take  Cialis. 
ich  combinations  could  cause  a  sudden,  unsafe  drop  in  blood  pressure.  Don't  drink  alcohol  in  excess  (to  a  level 
intoxication)  with  Cialis.  This  combination  may  increase  your  chances  of  getting  dizzy  or  lowering  your  blood 
essure.  Cialis  does  not  protect  a  man  or  his  partner  from  sexually  transmitted  diseases,  including  HTV. 

be  most  common  side  effects  with  Cialis  were  headache  and  upset  stomach.  Backache  and  muscle  ache  were  also 
ported,  sometimes  with  delayed  onset.  Most  men  weren't  bothered  by  the  side  effects  enough  to  stop  taking  Cialis. 
I  though  a  rare  occurrence,  men  who  experience  an  erection  for  more  than  4  hours  (priapism)  should  seek  immediate 
edical  attention.  Discuss  your  medical  conditions  and  medications  with  your  doctor  to  ensure  Cialis  is  right  for 
)u  and  that  you  are  healthy  enough  for  sexual  activity. 

n  clinical  trials,  Cialis  was  shown  to  improve,  up  to  36  hours  after  dosing,  the  ability  of  men  with  ED  to  have  a  single 
ccessful  intercourse  attempt. 

tlis®  is  a  registered  trademark  of  Lilly  ICOS  LLC 

max®  (tamsulosin  HCI)  is  a  registered  trademark  of  Boehrittger  Ingelheim 

*  TD-31831  Printed  in  the  USA.  3000085694  04041  Copyright  'C  2004,  Lilly  ICOS  LLC.  All  Rights  Reserved. 
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tablets 

Read  the  Patient  Information  about  CIALIS  before  you  start  taking  it  and  again  each  time 
you  get  a  refill.  There  may  be  new  information.  You  may  also  find  it  helpful  to  share  this 
information  with  your  partner.  This  leaflet  does  not  take  the  place  of  talking  with  your 
doctor.  You  and  your  doctor  should  talk  about  CIALIS  when  you  start  taking  it  and  at 
regular  checkups.  If  you  do  not  understand  the  information,  or  have  questions,  talk  with 
your  doctor  or  pharmacist. 

What  important  information  should  you  know  about  CIALIS? 

CIALIS  can  cause  your  blood  pressure  to  drop  suddenly  to  an  unsafe  level  if  it  is  taken 
with  certain  other  medicines.  You  could  get  dizzy,  faint,  or  have  a  heart  attack  or  stroke. 

Do  not  take  CIALIS  if  you: 
•take  any  medicines  called  "nitrates." 

•  use  recreational  drugs  called  "poppers"  like  amyl  nitrate  and  butyl  nitrate. 

•  take  medicines  called  alpha  blockers,  other  than  Flomax "  (tamsulosin  HCI)  0.4  mg  daily. 

(See  "Who  should  not  take  CIALIS?") 

Tell  all  your  healthcare  providers  that  you  take  CIALIS.  If  you  need  emergency  medical 
care  for  a  heart  problem,  it  will  be  important  for  your  healthcare  provider  to  know  when  you 
last  took  CIALIS. 

After  taking  a  single  tablet,  some  of  the  active  ingredient  of  CIALIS  remains  in  your 
body  for  more  than  2  days.  The  active  ingredient  can  remain  longer  if  you  have  problems 
with  your  kidneys  or  liver,  or  you  are  taking  certain  other  medications  (see  "Can  other 
medications  affect  CIALIS?"). 
What  is  CIALIS? 

CIALIS  is  a  prescription  medicine  taken  by  mouth  for  the  treatment  of  erectile  dysfunction 
(ED)  in  men. 

ED  is  a  condition  where  the  penis  does  not  harden  and  expand  when  a  man  is  sexually 
excited,  or  when  he  cannot  keep  an  erection.  A  man  who  has  trouble  getting  or  keeping  an 
erection  should  see  his  doctor  for  help  if  the  condition  bothers  him.  CIALIS  may  help  a  man 
with  ED  get  and  keep  an  erection  when  he  is  sexually  excited. 

CIALIS  does  not: 

•  cure  ED 

•  increase  a  man's  sexual  desire 

•  protect  a  man  or  his  partner  from  sexually  transmitted  diseases,  including  HIV.  Speak 
to  your  doctor  about  ways  to  guard  against  sexually  transmitted  diseases. 

•  serve  as  a  male  form  of  birth  control 

CIALIS  is  only  for  men  with  ED.  CIALIS  is  not  for  women  or  children.  CIALIS  must  be  used 
only  under  a  doctor's  care. 

How  does  CIALIS  work? 

When  a  man  is  sexually  stimulated,  his  body's  normal  physical  response  is  to  increase 
blood  flow  to  his  penis.  This  results  in  an  erection.  CIALIS  helps  increase  blood  flow  to 
the  penis  and  may  help  men  with  ED  get  and  keep  an  erection  satisfactory  for  sexual 
activity.  Once  a  man  has  completed  sexual  activity,  blood  flow  to  his  penis  decreases,  and 
his  erection  goes  away. 

Who  can  take  CIALIS? 

Talk  to  your  doctor  to  decide  if  CIALIS  Is  right  for  you. 

CIALIS  has  been  shown  to  be  effective  in  men  over  the  age  of  18  years  who  have  erectile 
dysfunction,  including  men  with  diabetes  or  who  have  undergone  prostatectomy. 

Who  should  not  take  CIALIS? 

Do  not  take  CIALIS  if  you: 

•take  any  medicines  called  "nitrates"  (See  "What  important  information  should 
you  know  about  CIALIS?").  Nitrates  are  commonly  used  to  treat  angina.  Angina  is 
a  symptom  of  heart  disease  and  can  cause  pain  in  your  chest,  jaw,  or  down  your  arm. 

Medicines  called  nitrates  include  nitroglycerin  that  is  found  in  tablets,  sprays,  ointments, 
pastes,  or  patches.  Nitrates  can  also  be  found  in  other  medicines  such  as  isosorbide 
dinitrate  or  isosorbide  mononitrate.  Some  recreational  drugs  called  "poppers"  also 
contain  nitrates,  such  as  amyl  nitrate  and  butyl  nitrate.  Do  not  use  CIALIS  if  you  are  using 
these  drugs.  Ask  your  doctor  or  pharmacist  if  you  are  not  sure  if  any  of  your  medicines 
are  nitrates. 

•take  medicines  called  "alpha  blockers",  other  than  Flomax"  0.4  mg  daily.  Alpha 
blockers  are  sometimes  prescribed  for  prostate  problems  or  high  blood  pressure. 
If  CIALIS  is  taken  with  alpha  blockers  other  than  Flomax®  0.4  mg  daily,  your  blood 
pressure  could  suddenly  drop  to  an  unsafe  level.  You  could  get  dizzy  and  faint. 

•  you  have  been  told  by  your  healthcare  provider  to  not  have  sexual  activity  because  of 
health  problems.  Sexual  activity  can  put  an  extra  strain  on  your  heart,  especially  if  your 
heart  is  already  weak  from  a  heart  attack  or  heart  disease. 

•  are  allergic  to  CIALIS  or  any  of  its  ingredients.  The  active  ingredient  in  CIALIS  is  called 
tadalafil.  See  the  end  of  this  leaflet  for  a  complete  list  of  ingredients. 

What  should  you  discuss  with  your  doctor  before  taking  CIALIS? 
Before  taking  CIALIS,  tell  your  doctor  about  all  your  medical  problems,  including  if  you: 

•  have  heart  problems  such  as  angina,  heart  failure,  irregular  heartbeats,  or  have  had 
a  heart  attack.  Ask  your  doctor  if  it  is  safe  for  you  to  have  sexual  activity. 

•  have  low  blood  pressure  or  have  high  blood  pressure  that  is  not  controlled 

•  have  had  a  stroke 

•  have  liver  problems 

•  have  kidney  problems  or  require  dialysis 

•  have  retinitis  pigmentosa,  a  rare  genetic  (runs  in  families)  eye  disease 

•  have  stomach  ulcers 

•  have  a  bleeding  problem 

•  have  a  deformed  penis  shape  or  Peyronie's  disease 

•  have  had  an  erection  that  lasted  more  than  4  hours 

•  have  blood  cell  problems  such  as  sickle  celi  anemia,  multiple  myeloma,  or  leukemia 


Tell  your  doctor  about  all  the  medicines  you  take  including  prescription  and  nfl 
prescription  medicines,  vitamins,  and  herbal  supplements.  CIALIS  and  other  medicines  m 
affect  each  other.  Always  check  with  your  doctor  before  starting  or  stopping  any  medicini 
Especially  tell  your  doctor  if  you  take  any  of  the  following: 

•  medicines  called  nitrates  (See  "What  important  Information  should  you  know  abc 
CIALIS?") 

•medicines  called  alpha  blockers.  These  include  Hytrin"-  (terazosin  HCI),  Flomai 
(tamsulosin  HCI),  Cardura*-  (doxazosin  mesylate),  Minipress*  (prazosin  HCI)  or  Uroxatri 
(alfuzosin  HCI). 

•  ritonavir  (Norvir" )  or  indinavir  (Crixivan"-) 

•  ketoconazole  or  itraconazole  (such  as  Nizoral*-  or  Sporanox'8) 

•  erythromycin 

•  other  medicines  or  treatments  for  ED 

How  should  you  take  CIALIS? 

Take  CIALIS  exactly  as  your  doctor  prescribes.  CIALIS  comes  in  different  doses  (5  n 
1 0  mg,  and  20  mg).  For  most  men.  the  recommended  starting  dose  is  10  mg  CIALIS  shoi 
be  taken  no  more  than  once  a  day.  Some  men  can  only  take  a  low  dose  of  CIALIS  becau 
of  medical  conditions  or  medicines  they  take.  Your  doctor  will  prescribe  the  dose  that  is  ric, 
for  you. 

•  If  you  have  kidney  problems,  your  doctor  may  start  you  on  a  lower  dose  of  CIALIS. 

•  If  you  have  kidney  or  liver  problems  or  you  are  taking  certain  medications,  your  doc 
may  limit  your  highest  dose  of  CIALIS  to  1 0  mg  and  may  also  limit  you  to  one  tablel 
48  hours  (2  days)  or  one  tablet  in  72  hours  (3  days). 

Take  one  CIALIS  tablet  before  sexual  activity.  In  some  patients,  the  ability  to  have  sex 
activity  was  improved  at  30  minutes  after  taking  CIALIS  when  compared  to  a  sugar  p 
The  ability  to  have  sexual  activity  was  improved  up  to  36  hours  after  taking  CIALIS  wh 
compared  to  a  sugar  pill.  You  and  your  doctor  should  consider  this  in  deciding  when  y 
should  take  CIALIS  prior  to  sexual  activity.  Some  form  of  sexual  stimulation  is  needed  for 
erection  to  happen  with  CIALIS.  CIALIS  may  be  taken  with  or  without  meals. 

Do  not  change  your  dose  of  CIALIS  without  talking  to  your  doctor.  Your  doctor  may  lov 
your  dose  or  raise  your  dose,  depending  on  how  your  body  reacts  to  CIALIS. 

Do  not  drink  alcohol  to  excess  when  taking  CIALIS  (for  example,  5  glasses  of  wine 
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Make  the  IRS  Share  Your  Pain 

Fire?  Theft?  Bum  investments?  Yes,  you  can  deduct  some  losses. 
But  the  rules  are  tricky,  and  not  all  losses  get  equal  treatment. 


BY  JANET  NOVACK 

BETWEEN  1992  AND  2000  CLEARWATER,  FLA.  TECH 
entrepreneur  Michael  Kaplan  and  wife  Anita  poured 
$5.9  million  into  investments  managed  by  Reed 
Slatkin,  a  founder  of  Internet  provider  Earthlink.  They 
never  withdrew  a  penny,  using  odier  funds  to  pay  taxes 
on  the  interest,  dividends  and  gains  Slatkin  reported  to  them.  By 
2000  their  balance  stood  at  $1 1.2  million — or  so  Slatkin  said. 


Slatkin  is  now  doing  1 4  years  in  the  federal  pen  for  orches- 
trating a  $600  million  Ponzi  scheme,  and  the  Kaplans  are  doing 
time  in  tax  purgatory.  The  Internal  Revenue  Service  insists  they  and 
other  victims  can't  deduct  their  losses  until  they  know  precisely 
how  much  of  their  investment  they'll  get  back.  But  that  will  take 
years  more,  says  bankruptcy  trustee  R.  Todd  Neilson,  who  is  try- 
ing to  recover  $  1 88  million  in  net  "profits"  paid  to  470  Slatkin  in- 
vestors who  cashed  out  early  and  redistribute  them  to  340  losers. 

Mitchell  Fuerst,  the  Kaplans'  lawyer,  argues  the  IRS  should 
allow  the  Kaplans  and  others  to  write  off  their  expected  losses 
first  and  report  any  recovery  later  as  income.  "Delaying  the  em- 
bezzlement loss  is  unfair,"  he  says.  After  Fuerst  sued,  the  IRS 
coughed  up  $958,000  in  taxes  the  Kaplans  paid  in  1997,  1998, 
and  1999  on  phantom  Slatkin  profits  they'll  never  receive.  (All 
Neilson  is  trying  to  recover  is  their  original  investment.)  But 
the  Kaplans  can't  claim  refunds  for  taxes  paid  on  bogus  profits 
from  earlier  years  since  taxpayers  have  only  three  years  to  amend 
their  returns.  Their  only  options  for  the  early  years  involve  a 
writeoff  of  some  sort  against  later  income — either  a  capital  loss 
or  a  casualty  (theft)  loss.  As  you  will  see  below,  neither  option  is 
as  good  as  undoing  the  old  tax  returns. 

When  you've  got  gains,  Uncle  Sam  is  an  eager  partner.  And 
when  you've  got  losses?  Sometimes  you  can  force  him  to  share 
your  pain  and  sometimes  not.  Here's  a  guide. 


Disasters  and  Thefts 


Line  19  of  Schedule  A  for  Itemized  Deductions  sounds  simple: 
"Casualty  or  theft  losses" — until  you  see  the  39-line  Form  4684 
needed  to  claim  this  break.  The  first  $100  of  any  loss  isn't 
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deductible,  and  each  loss  is  further  reduced  by  insurance  proceeds 
you  get  and  the  salvage  value  of  your  property  and  is  then  limited 
to  your  basis  in  the  property.  (If  you  spent  $200,000  on  a  beach 
house,  that's  all  the  loss  you  can  claim,  even  if  it  was  worth  $  1  mil- 
lion before  the  hurricane  wrecked  it.)  Finally,  all  your  casualty  and 
theft  losses  are  tallied  up  and  are  deductible  only  to  the  extent  that 
they  exceed  10%  of  your  adjusted  gross  income. 

You  can't  save  up  losses  to  meet  the  10%  test;  usually  you  must 
claim  a  casualty  loss  in  the  year  it  occurs.  A  theft  loss  must  be 
claimed  in  the  year  you  discover  it  or,  if  you  have  a  reasonable 
prospect  of  recovery,  when  you  know  the  size  of  your  loss — the 
issue  in  the  Slatkin  case.  While  the  law  discourages  the  deduction 
of  small  losses,  it's  generous  for  big  ones.  A  loss  that  exceeds  your 
income  creates  a  "net  operating  loss,"  which — just  like  the  net  op- 
erating loss  from  a  business — can  be  carried  back  to  claim  refunds 
for  the  past  2  to  5  years  and  carried  forward  for  up  to  20  years. 

What's  a  casualty  loss?  Damage  due  to  an  unforeseeable  sud- 
den event — fire,  flood,  earthquake,  even  vandalism.  Routine 
wear  and  tear  doesn't  qualify  in  itself,  but  can  cause  a  casualty. 
Last  year  a  U.S.  Tax  Court  judge  allowed  a  woman  to  deduct 
$27,920  in  water  damage  to  her  house  and  possessions  caused  by 
a  deteriorated  washing  machine  hose.  Damage  must  also  be  per- 
manent. In  2000  another  judge  denied  a  $751,427  casualty  loss 
claimed  by  a  couple  who  had  agreed  to  pay  $2.8  million  for  a 
Brentwood  Park,  L.A.  house  adjacent  to  O.  J.  Simpson's — ten 
days  before  the  murder  of  Simpson's  ex-wife,  Nicole.  The  judge 
concluded  that  the  media  hordes  and  "looky  loos"  were  a  nui- 
sance but  caused  only  minor  physical  damage  and  a  temporary 
decline  in  the  house's  value. 

As  a  general  rule  you  can  claim  a  theft  loss  only  if  someone 
could  be  prosecuted  under  state  law  for  stealing  from  you.  If 
your  broker  gets  sticky  fingers,  that's  theft.  But  the  Treasury  re- 
cendy  warned  taxpayers  that — rumors  to  the  contrary — they 
can't  deduct  a  drop  in  the  value  of  publicly  traded  stock  as  theft 
just  because  fraud  caused  the  company  to  collapse. 


Individual  Retirement  Accounts 


John  D.  Stoller,  an  Encino,  Calif.  CPA,  delivered  some  bad  news 
recendy  to  a  couple  who  had  lost  $780,000  in  IRA  funds  to  a 
crooked  trustee:  They  couldn't  deduct  one  cent  of  that  loss.  "They 
were  not  happy  campers,"  Stoller  says.  Remember  the  rule  about 
not  claiming  a  theft  or  casualty  loss  that's  greater  than  your  basis? 
Since  the  money  in  a  traditional  deductible  IRA  or  a  401  (k)  has 
never  been  taxed  as  income,  the  taxpayer  has  no  basis  for  the  pur- 
pose of  claiming  either  investment  or  theft  losses.  Unfair?  Not  re- 
ally. Say  someone  hires  you  to  do  work  and  skips  town  owing  you 
$50,000.  That's  theft.  But  the  only  break  you  get  is  that  you  aren't 
taxed  on  the  $50,000  of  never- collected  income. 

Losses  in  Roth  IRAs,  which  are  funded  with  previously  taxed 
earnings,  can  be  deducted — sort  of.  First  you  must  liquidate  all 
of  your  Roth  accounts,  and  then,  assuming  what's  left  is  less  than 
you  originally  put  in,  you  can  claim  the  decline  as  a  miscellaneous 


itemized  deduction.  But  such  deductions  are  only  allowed  to  the 
extent  they  exceed  2%  of  your  adjusted  gross  income  and  are  de- 
nied completely  in  the  alternative  minimum  tax  calculation.  Worse, 
if  the  money  in  the  Roth  came  from  the  conversion  of  a  tradi- 
tional IRA  and  hasn't  been  in  the  Roth  for  a  full  five  years,  and  if 
you're  under  59'/:,  you'll  owe  a  10%  early  distribution  penalty  on 
the  entire  liquidated  balance,  points  out  Chicago  tax  lawyer  Kaye 
Thomas,  author  of  the  Fairmark  Guide  to  the  Roth  IRA. 


Portfolios 


You  could  write  a  book  on  all  the  weird  rules  that  relate  to  capital 
gains  and  losses.  Pardy  because  there  are  different  maximum  rates 
on  gains  (short-term,  35%;  long-term,  15%;  collectibles,  28%; 
some  real  estate  gains,  25%),  there  are  messy  rules  on  how  to  han- 
dle losses.  Your  losses  in  each  category  are  first  netted  against  your 
gains  in  that  group  and  then  against  gains  in  the  other  groups.  If 
you  don't  have  enough  of  any  gains  to  sop  up  your  capital  losses, 


$3,000  in  capital  losses  a  year  can  be  used  to  offset  ordinary  income 
(say,  from  your  salary).  That  stingy  $3,000  is  why  a  big  Enron  loser 
would  claim  a  theft  loss,  if  he  could.  Mutual  fund  holders  get  a 
bum  deal.  Funds  must  pass  on  their  net  taxable  gains  at  the  end  of 
each  year  to  all  current  shareholders  (even  to  a  holder  who  may 
himself  be  sitting  on  a  loss  in  the  fund).  But  they  can't  pass  on 
losses.  To  realize  a  loss  in  a  fund,  you  must  sell  your  stake. 


Annuities  and  Insurance 


Insurance  salesmen  sometimes  use  this  pitch:  If  you  ditch  that  old 
dog  of  a  variable  annuity  and  buy  a  new  one  from  me,  you  can 
deduct  your  loss  on  the  old  annuity  above  the  line — that  is  before 
you  calculate  your  AGI.  Can  you?  There  appears  to  be  "substantial 
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Everyone  smile  and  say  "fully  vested." 
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j're  going.  It's  an  even  better  feeling  being  in  control  of  how  and  when  you  get  there.  Your 
itLife  advisor  can  help  you  build  a  custom  portfolio  of  funds  and  annuities  that  are  right  for 
j,  and  help  you  handle  all  the  details.  After  all,  whose  retirement  is  it,  anyway?  For  more 
">rmation,  call  1-800-MetLife  or  visit  metlife.com 


ave  you  met  life  today? 
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Shares  Given  Away 


cm  can't  Dass  on  loss  carryforwards  to  heirs  other  than  a  sdousc 


authority"  for  it,  meaning  if  your  accountant  or  lawyer  recom- 
mends this  in  writing,  you  shouldn't  get  penalized,  says  CPA  Robert 
S.  Keebler  of  Virchow,  Krause  &  Co.  in  Green  Bay,  Wis.  But  a  safer 
approach,  he  says,  is  to  claim  the  loss  as  a  miscellaneous  itemized 
deduction.  Losses  in  whole  and  variable  life  insurance  policies 
aren't  deductible.  And  Keebler  advises  against  a  ploy  he's  heard 
pitched:  exchange  your  losing  life  policy  for  an  annuity  and  then 
claim  a  loss  on  ditching  the  annuity  a  year  later. 


Passive  Activities 


Since  Congress  cracked  down  on  partnership  tax  shelters  in  the 
1980s,  losses  from  "passive  activities" — business  activities  in 
which  you  don't  materially  participate — have  been  subject  to 
their  own  complicated  and  restrictive  rules.  Generally,  passive 
losses  can  be  deducted  only  to  the  extent  you  have  passive  in- 
come from  similar  activities,  and  losses  that  can't  be  used  are 
carried  forward  until  you  sell  the  investment.  At  that  point  they 
are  first  used  to  offset  any  gain  from  the  sale  and  then,  if  you  still 
have  losses,  can  be  claimed  against  your  other  income. 

If  you  own  rental  real  estate,  and  if  your  income  isn't  too 
high,  there's  a  small  exception:  You  can  claim  up  to  $25,000  a 
year  in  losses  from  a  rental  you  manage  from  afar  (say  by  ap- 
proving new  tenants  and  big  expenditures),  as  long  as  your  AGI 
(with  some  weird  modifications)  isn't  more  than  $100,000.  After 
that,  your  allowed  loss  is  phased  out  and  disappears  at  $150,000. 


Bad  Loans 


If  you've  made  a  personal  loan  that  can't  be  repaid,  you  can 
deduct  it  as  a  short-term  capital  loss  on  Schedule  D  in  the  year 
you  conclude  you'll  never  collect.  But  watch  out.  The  IRS  is  sus- 
picious that  such  bad  loans  are  really  disguised  gifts,  particularly 
if  they  were  made  to  a  relative  or  friend.  So  you'll  need  to  docu- 
ment that  this  was  an  enforceable  loan  and  you  tried  to  collect.  Cu- 
pertino, Calif,  tax  adviser  Claudia  Hill  says  she  was  about  to  chal- 
lenge a  client  who  wanted  to  claim  a  $120,000  loss  this  year  for  a 
bad  loan  to  his  son — until  he  showed  her  the  claim  he  had  filed 
against  his  own  flesh  and  blood  in  bankruptcy  court.  (He'd  lent  his 
now- insolvent  son  the  cash  to  start  a  business.)  Funds  you  lend 
your  kids  for  living  expenses  are  never  deductible. 


Your  House 


Yes,  your  primary  residence  can  go  down  in  value  as  well  as  up. 
And  no,  you  can't  claim  a  deduction  if  you  do  sell  it  at  a  loss. 

Taxpayers  sometimes  think  they  can  convert  an  underwater 
home  to  a  rental  property  and  sell  a  few  years  later  at  a  loss,  notes 
Hill.  No  dice.  Your  basis  in  the  new  rental  properly,  for  the  purpose 
of  claiming  a  loss,  is  its  market  value  at  the  time  you  converted  the 
house  to  commercial  use,  less  any  depreciation  you  later  claim. 
The  basis  for  the  purpose  of  a  gain,  however,  is  the  amount  you 
paid  for  it,  minus  depreciation.  Thus  if  you  have  to  move  and  be- 
lieve the  market  will  rebound,  it  might  make  sense  to  convert  your 
primary  home  to  a  rental  until  its  value  does  come  back. 


You  can't  pass  on  loss  carryforwards  to  heirs  other  than  a  spouse 
But  if  you  have  stock  that  is  deep  underwater  and  will  probably  re 
bound,  the  smart  move  is  to  give  it  to  the  kids  while  you're  aliv 
rather  than  to  leave  it  as  part  of  your  estate.  Say  you  bought  th 
shares  for  $  1 00,000  and  they're  now  worth  $20,000.  If  your  kids  in 
herit,  their  basis  is  $20,000  and  they'll  owe  capital  gains  tax  on  an 
value  above  $20,000  when  they  sell.  But  if  you  give  the  shares  tl 
your  kids,  they  take  on  your  $100,000  basis  in  them — for  the  pur 


poses  of  gains,  although  not  for  losses.  They  can't  sell  the  stoc 
for  $20,000  and  claim  an  $80,000  loss.  But  if  the  shares  recove 
and  they  sell  for  $100,000  or  less,  they'll  have  no  taxable  gain. 


Kiddies 


Children  under  14  with  investment  income  of  more  than  $1,60 
are  taxed  at  their  parents'  higher  tax  rate,  and  their  income  can  i 
some  cases  be  reported  on  their  parents'  return.  But  this  "kiddi 
tax"  only  works  against  you — if  your  kids  have  capital  losses,  the 
must  file  separately  and  you  can't  use  their  losses.  Still,  like  othe 
taxpayers,  kids  can  shelter  up  to  $3,000  in  ordinary  income  a  yee 
by  using  up  their  capital  loss  carryforward.  So  if  they've  built  u 
capital  losses,  you  may  want  to  put  taxable  bonds,  real  estate  ir 
vestment  trusts  or  other  highly  taxed  ordinary  income  investmen 
in  their  accounts. 


Hobbies 


You  can  use  losses  from  an  avocation  to  offset  your  main  incom< 
but  only  if  you  can  convince  the  IRS  (or  a  judge)  that  you  ir 
tended  to  make  a  profit.  Otherwise,  you  are  subject  to  the  hobby 
loss  rule:  Your  expenses  for  the  venture  are  only  deductible  t 
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Every  client  wants  something  different  from  their  financial  advisor,  except  when 
it  comes  to  integrity.  To  see  why  our  client  relationships  last  for  generations,  we  invite 
to  call  William  A.  Flemer  at  212.408.7705.  Or  visit  us  at  www.bankofny.com/integrit; 
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the  extent  you  have  revenues  from  it  and,  moreover,  must  be 
claimed  as  miscellaneous  itemized  deductions  (which  are  allowed 
only  to  the  extent  they  exceed  2%  of  your  AGI  and  disallowed  in 
the  AMT).  You  could  end  up  paying  taxes  on  profits  when  you  re- 
ally had  losses.  One  way  to  avoid  falling  into  the  hobby'hole  is  to 
show  a  profit  in  at  least  three  years  out  of  five;  if  you  do,  you're 
presumed  to  be  running  a  business,  and  it's  up  to  the  IRS  to  prove 
it's  a  hobby.  Don't  cook  your  books,  but  take  steps  to  limit  ex- 
penses in  the  "profit"  years — cut  back  on  business  travel,  post- 
pone buying  equipment,  use  your  home  office  for  personal  stuff, 
too,  so  it  won't  be  deductible. 

Even  if  you  never  show  a  profit,  you  can  claim  your  losses  if 
you  can  show  you  had  good  reason  to  believe  you  might  make 
money — a  chance  for  a  substantial  profit  in  a  speculative  venture 
is  enough — and  adjusted  your  strategy  or  quit  the  business  when 
it  didn't  pan  out.  But  don't  expect  IRS  auditors  to  like  these  losses, 
particularly  if  the  venture  smacks  of  a  luxury  activity. 

Example:  The  IRS  asserted  $216,000  in  extra  taxes  and  penal- 
ties against  a  New  York  gynecological  oncologist  who  lost  money 
on  a  racing  boat  he  intended  to  enter  in  the  America's  Cup.  Last 
year  a  Tax  Court  judge  ruled  for  the  doc,  concluding  he  had  rea- 


son to  believe  he  might  make  a  profit,  had  made  money  buyin; 
and  selling -other  boats  and  was  done  in  by  factors  beyond  his  con 
trol.  But  this  year  another  judge  denied  a  Washington,  D.C.-arei 
plastic  surgeon  $4.1  million  in  business  loss  deductions  for  a  108 
foot  yacht,  supposedly  built  for  Henry  Ford  II,  that  the  surgeoi 
bought  and  restored.  The  judge  found  this  doctor  had  no  expert 
ence  in  yachts  and  hadn't  made  a  "good  faith,  reasonable  investi 
gation"  into  the  deal's  profit  potential. 


Gambling 


Gambling  losses  can  be  deducted  to  the  extent  you  have  gamblin 
winnings — but  not  against  any  other  income.  ( Remember,  casino 
and  tracks  must  report  large  winnings  to  the  IRS.)  This  rule  sound 
fair,  but  is  something  of  a  sucker  loss.  First,  unless  you're  a  pro 
fessional  gambler,  you  must  claim  gambling  losses  as  a  special  typ 
of  miscellaneous  itemized  deduction;  they're  not  subject  to  th 
same  2%  of  AGI  haircut  as  other  miscellaneous  itemized  deduc 
tions  are,  but  they  still  aren't  allowed  in  the  AMT.  Second,  yoi 
need  to  have  substantiation  of  your  losses — either  a  diary  record 
ing  your  wagers,  wins  and  losses  or  some  credible  paper,  such  a 
casino  credit  card  receipts  or  frequent  gambler  card  records.  I 


Is  it  possible  to  be  nostalgic  for  a  place  you've  never  been  tc 


%  Hi 


Welcome  to  a  spectacular  new  luxury 
resort  that  feels  as  natural  as  a  place 
you've  known  your  whole  life.  A  place 
nestled  in  the  heart  of  Colorado's 


«1'H 


San  Juan  Mountains  that's  filled  with 
an  endless  array  of  outdoor  activities,  giving  new  meaning  to 
the  words  "nature's  playground.''  A  place  where  magnificen 
accommodations,  countless  amenities  and  a  world-class 
..  restaurant  are  situated  on  275  pristine  acres.  A  place  wher 
families  gather,  couples  celebrate  and  sportsmen  thrive. 
Welcome  to  Elk  Mountain  Resort. 


ELK  MOUNTAIN  RESOR 


JUST  OUTSIDE  OF  TELLLRIDE.  C 
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Forbes.com's  Best  of  Life  channel 
offers  you  easy  access  to  all  of 
our  "Best  of"  Lists  for  travel, 
real  estate,  collecting,  vehicles 

AND  MORE. 


VOLVO 

for  life 

www.volvocars.us 
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Visit  www.forbes.com/lifestyle/bestlife  today  and  enter  the 
"Best  of  Life  Challenge"  trivia  game  and  a  chance  to  win 
an  all  expenses  paid  trip  to  the  Forbes  Chateau  de  Balleroy 
in  Normandy,  France  and  other  great  prizes. 
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Who  Owns  What? 

You've  paid  your  lawyer  and  signed  all  the  documents. 
But  your  estate  plan  still  might  have  a  fatal  flaw. 


BY  ASHLEA  EBELING 

THE  FEDERAL  ESTATE  TAX  EXEMPTION  IS  NOW  $1.5  MILLION 
per  person.  So  a  married  couple  worth  $3  million  can  pass 
on  all  their  wealth  to  their  kids  or  other  heirs  without  any 
federal  tax,  right?  Not  necessarily. 

The  biggest  hitch  lies  in  an  often  overlooked  detail:  whose 
name  is  on  the  property.  Say  the  wife  has  $2  million  of  assets  in 
her  name  and  the  husband  $1  million.  If  he  dies  first,  $500,000  of 
the  couple's  combined  exemption  could  be  lost.  As  the  estate  tax 
exemption  rises — it  will  go  to  $2  million  in  2006 — wealthy  folks, 
who  never  had  to  worry  about  this  issue,  are  tripping  over  it. 
Less  affluent  families  get  caught  in  tiding  traps  too,  leading  assets 
to  be  distributed  in  unintended  ways  and  causing  squabbles 
among  heirs. 

So  review  the  five  traps  below  and  then  pull  out  your  own  pa- 
pers to  see  if  you're  at  risk.  Just  because  you've  paid  a  lawyer  to 
draw  up  an  estate  plan,  don't  think  you're  safe.  "The  documents 
may  look  beautiful  and  be  well  drafted,  but  they  don't  do  you  any 
good  if  you  don't  have  the  assets  positioned  correctly,"  warns  Len 
B.  Cason,  an  Oklahoma  City  estate  lawyer. 


The  Helpful  Child 


A  parent  (most  often  a  widow  or  wid- 
ower) sets  up,  as  a  matter  of  convenience, 
a  joint  brokerage  or  bank  account  with  a 
child  who  is  helping  to  manage  invest- 
ments or  pay  bills.  (Technically,  parent 
and  child  are  "joint  tenants  with  right  of 
survivorship.")  The  hitch  is,  when  the 
parent  dies  the  whole  account  legally  be- 
longs to  the  kid  who  was  the  joint  holder, 
even  if  the  will  says  assets  are  to  be  split 
evenly  between  two  children. 

Think  your  kids  will  work  it  out,  ad- 
justing other  asset  distributions  accord- 
ingly? New  York  City  estate  lawyer  Bruce 
Steiner  says  he's  seen  this  situation  turn 
ugly  too  often.  So  instead  of  establishing 
a  joint  account,  give  the  child  who  is 
managing  your  investments  a  power  of 
attorney  over  the  account.  Or  state  ex- 


plicitly in  your  will  that  distributions  should  be  adjusted  to  con 
pensate  for  any  joint  accounts. 


Beneficiary  Blunders 


Just  like  joint  accounts,  retirement  accounts  and  insurance  policii 
follow  their  own  rules — not  what  your  will  says.  By  federal  la 
your  spouse  has  a  claim  on  your  pension  or  401  (k)  unless  he  or  si 
specifically  waives  it.  (The  automatic  claim  doesn't  apply  to  IRAs 
After  that,  the  beneficiary  forms  for  the  account  decide  who  ge 
the  money. 

Say  your  will  creates  a  trust  for  your  infant  daughter  that  w 
pay  her  college  and  graduate  school  expenses  but  doesn't  give  b 
the  rest  of  the  cash  until  she's  30.  If  you  die  with  a  $1  million  ii 
surance  policy  naming  her  (and  not  that  trust)  as  the  beneficiar 
in  most  states  she'll  get  the  cash  outright  at  18,  no  matter  what  yoi 
will  says  or  how  immature  she  may  be. 


Too  Much  Sharing 


Many  happy  couples  hold  their  most  valuable  assets  joindy.  (Tl 
exception  is  retirement  accounts,  which  must  be  individual 
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he  average  employee  stays  with  you 


ie  moral?  Employees  who  feel  well  taken  care  of  are  more  likely  to  be  loyal.  And  our  new  benefit  packages 


or  3.7  years.4  Our  members  stay  with 

re  them  more  reasons  than  ever  to  stay  with  you.  Your  employees  can  choose  a  personal  physician,  and  you 

is  for  an  average  of  14.1  years." 

n  offer  a  whole  spectaim  of  extra  services,  from  dental  to  chiropractic.  To  know  more,  visit  us  online,  or  call. 


KAISER  PERMANEJMTE® 

S.  Dept.  of  Labor,  USDL  02-531 

itional  average.  2001  Satisfaction  Tracking  . 

Reporting  Program,  Markei  Facts  inc  www.kaiserpermanente.org  Call  your  broker  or  1-800-298-9618 


With  an  award-winning,  high-definition  picture 
and  new  sizes  to  choose  from... 

one  line  fits  all. 


42" 


50" 


55" 


63" 


The  Fujitsu  Plasmauision  SlimScreen®  Series. 

Size  matters.  That's  why  we  offer  so  many.  But  so  does  quality.  Our  exclusive  AVM  chip  creates  a  vivid  picture  with  the 
highest  brightness,  contrast  and  color  saturation.  A  high-definition  picture  so  spectacular,  our  technology  won  an  Emmy®  Award! 
You  can  find  the  SlimScreen  Series  exclusively  at  an  authorized  Fujitsu  retailer.  To  find  one  near  you,  call  1-888-888-3424  or  visit 
www.plasmavision.com,  and  find  the  perfect  fit. 


IT'S  WHAT'S  INSIDE 


THE     POSSIBILITIES     ARE  INFINITE 


Fuffrsi 


Three-year  limited  warranty  includes  parts  and  tabor  and  one  year  on  plasma  display  element.  Fujitsu  General  Amenc; 
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Steve  Forbes  • 


As  the  stock  market  "rediscovers 
technology,  nanotech  will  be 
the  next,  "next  big  thing!" 


lanotechnology  is  legitimate, 
s  the  next,  "next  big  thing!"  and  it 
ill  truly  alter  your  world  as  nothing 
ifore!  Unavoidably,  Wall  Street  will 
ely  react  with  a  new  round  of 
discriminate  and  uninformed, 
)t-sector  mania. 

it,  when  you  understand  which 
jnotech  companies  rest  upon  solid 
undations,  investing  in  the  right 
inotechnologies  now  will  prove  to 
;  far  more  profitable  than  buying 
irly  Microsoft  or  Intel! 

:t  now  and  discover  the  small- 
ip  companies  about  to  benefit 
>m  next  year's... 


54  billion  bonanza! 


In  2004,  government-funded 
ademia  (MIT,  Stanford,  Caltech,  UCLA, 
irvard  and  Yale,  to  mention  only  a  few 
3.  centers  for  nanotech  research)  will 
n  with  international  titans  of  technology 
SM,  Hewlett-Packard,  DuPont,  Hitachi 
d  Toshiba  among  many  others)  to  spend 
ire  than  $4  billion  on  incredibly  high- 
:h  "tools"  and  materials  required  to  go 
ward  with  an  entirely-new  technology, 
■xt  year,  and  for  fifteen  to  twenty  years 
come,  the  budget  for  nanotech  develop- 
;nt  will  grow  exponentially!  But... 

The  more  than  $4  billion  dollars 
to  be  spent  in  2004  will  have  a 
dramatic  impact  on  the  earnings 
of  a  few  small-cap  companies 
lhat  have  a  lock  on  the  "tools" 
of  nanotech! 

,  The  Forbes/Wolfe  NANOTECH 

PORT  is  a  new  monthly  advisory  for 
t  investor  ready  to  get  in  on  the  ground 
or  of  the  greatest  technology  revolution 
.  Investing  now  could  be  like  buying 
ly  Microsoft  and  Intel  all  over  again. 


If  you  act  now  to  accept 
a  Money-Saving  Subscription... 

You'll  know  which  5  companies 
stand  to  profit  immediately  from  2004's 
$4-billion  windfall,  and  you'll  always 
know  where  the  new-development 
money  is  flowing. 

That  $4  billion  is  merely  the  first 
trickle  that  primes  the  pump. 
By  2015  the  nanotech  market 
will  be  worth  $1  trillion! 

Just  as  $10,000  invested  early  in  the 
stock  of  a  little-known  company  by  the 
name  of  Intel  grew  to  over  $11,866,660... 
and  $10,000  invested  in  1985  in  a  strug- 
gling company  named  Texas  Instruments 
was  worth  $5,629,984  by  2001... so  will 
the  stocks  of  the  few  companies  on  the 
cutting  edge  of  nanotechnology  likely 
gain  when  Wall  Street  grasps  how 
completely  this  incredible  technology 
will  change  the  world. 

In  your  FREE  Special  Report, 

you'll  discover  how  to  profit 
now  from  the  $4  billion 
being  spent  this  year,  and 
the  tens  of  billions  coming! 


s 

Biggest  Profit 
Takers  of  the 
Nanotech 
Revolution! 


An 

Jnsider^Guide 
JoJtkT 
WorJdof 


It's  already  started.  Right  now,  there  are 
only  a  handful  of  companies  strategically 
positioned  -  the  right  place  at  exactly 
the  right  time  -  to  profit  from  this  year's 
$4  billion  budget.  And  some  of  them  have 
already  been  discovered.  Last  August,  for 
example,  we  advised  buying  a  company 
using  nanotech  for  drug  delivery.  Today, 
the  company  is  up  nearly  1,600%! 

As  a  subscriber,  you'll  receive  5  Biggest 
Profit  Takers  of  the  Nanotech  Revolution! 

that  names  5  nanotech  stocks  you  should 


buy  now  and  Nanotech  101  which 
explains  the  basics. 

With  its  incredible  future  and  the 
promise  of  so  many  practical  applications, 
nanotechnology  is  indeed  a  smart  place  to 
invest  for  the  long  haul.  And  the  best 
place  to  begin  is  with  the  stocks  of  the 
5  companies  named  in  your  FREE  report. 


Subscriber 
Reservation  Form 


YES! 


I  want  to  get  in  on  the 
ground  floor  of  the  nanotech  revolution. 
Please  rush  me  BOTH  FREE  Reports, 
Nanotech  101  and  5  Biggest  Profit  Takers 
of  the  Nanotech  Revolution.  Enter  my 
subscription  for  1-year  (12  issues)  of  the 
Forbes/Wolfe  NANOTECH  REPORT  at 
just  $195,  a  67%  savings  off  the  single- 
issue  cost.  If  not  delighted,  I  may  cancel 
for  a  prompt  refund  on  the  unmailed  bal- 
ance, no  questions  asked. 

Method  of  payment: 

□  I  enclose  my  check  payable  to 
Forbes/Wolfe  NANOTECH  REPORT 
for  $195  for  a  full  year  (12  issues). 

□  Charge  my  credit  card: 

□  Visa  □  MasterCard  □  American  Express 


Card  Number 


Exp.  Date 


Signature 


Name 


Address 


City 


State 

Email  address 


Zip  Code 


Needed  for  breaking  news 

www.forbeswolfe.com/invest 

or  call  toll-free  1-800-353-8198 

Forbes/Wolfe  NANOTECH  REPORT 

P.O.  Box  3078  •  Harlan,  IA  51593-0142 
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owned.)  What's  mine  is  yours,  right?  This  sentimental  approach 
can  undermine  a  common  trust  strategy  designed  to  preserve  the 
estate  tax  exemption  of  the  first  spouse  to  die  without  leaving  the 
survivor  short  of  funds.  At  the  death  of  the  first — assume  it's  the 
husband — his  assets,  up  to  the  exemption  amount,  go  into  a 
"credit  shelter"  or  "bypass"  trust.  The  widow  can  draw  income, 
and,  if  need  be,  principal  from  the  trust.  When  she  dies,  what's 
lefi  in  the  trust  bypasses  her  estate  and  goes  di-  ^^^^^^^^ 
rectly  to  the  kids.  (Of  course  if  you  have  enough 
money,  the  first  spouse  can  leave  his  $1.5  million 
directly  to  the  kids  and  you  can  save  yourself  the 
fees  and  inconvenience.) 

But  not  all  assets  work  well  in  a  bypass  trust. 
Putting  a  house  or  retirement  account  in  it  is  tricky 
and  has  disadvantages.  The  best  assets  for  filling  a 
trust  are  liquid  nonretirement  investments,  such  as 
your  brokerage  account.  But  if  that  account  is  owned  by  both 
spouses  jointly  with  right  of  survivorship,  then  at  the  husband's 
death  his  half  goes  directly  to  his  wife,  not  to  his  estate,  and  so 
isn't  available  to  fund  the  trust. 

Sometimes  the  widow  can  fix  this  by  "disclaiming"  the  hus- 
band's half  (or  all  of  it,  if  he  made  all  the  money)  and  using  it  to 
fund  the  trust.  But  if  she  draws  from  the  account  before  she  dis- 
claims, she's  in  trouble.  Even  worse,  if  the  money  in  the  joint  ac- 
count was  hers  (she  earned  it  all  or  inherited  it)  and  she  lives  in  one 
of  the  nation's  41  common  law  states,  she  can't  disclaim  it.  (If  she 
lives  in  one  of  the  community  property  states — Arizona,  Califor- 
nia, Idaho,  Louisiana,  Nevada,  New  Mexico,  Texas,  Washington  or 
Wisconsin — she  can  disclaim  half  of  the  account  if  she  earned  the 
money  but  none  if  she  inherited  it.  Go  figure.) 

So  if  you  have  a  $3  million  brokerage  account  and  don't  live  in 
a  community  property  state,  split  the  account  into  individual  his 
and  her  accounts  now.  Husbands  and  wives  can  make  unlimited 
gills  to  each  other,  with  no  tax  consequences,  so  long  as  neither  dies 
within  a  year  after  the  transfers. 

What  if  you  have  only  $1.5  million  in  the  account?  Split  it  any- 
way, so  at  least  some  liquid  assets  will  be  readily  available  to  fund 
the  trust.  Then  ask  your  lawyer  about  a  new  approach  that  the  In- 
ternal Revenue  Service  blessed  in  a  private  letter  ruling  just  issued 
in  lanuary.  The  IRS  letter  essentially  allows  the  survivor  to  use  her 
own  assets  to  fund  the  trust.  It's  a  complicated  maneuver  that  in- 
volves the  creation  of  a  revocable  trust  and  a  gift  of  her  assets  to 
him  right  before  he  dies.  And  your  estate  documents  must  include 
a  provision  specify  air;  allowing  this  little  ploy. 


Crossing  State  Lines 


Nearly  a  third  of  the  population  now  lives  in  states  with  commu- 
nity property  laws.  Th<  :se  laws  treat  property  acquired  before  mar- 
riage and  via  inheritance  as  separate  and  any  other  property  ac- 
quired during  a  marriage  as  jointly  owned.  Still,  spouses  can  write 
out  an  agreement  recasting  pieces  of  property  as  either  separate  or 
community,  depending  on  what  works  best  for  them.  The  result: 


Residents  of  community  property  states  have  more  flexibilit 
when  it  comes  to  filling  a  bypass  trust.  Say  the  wife  in  a  commu 
nity  property  state  has  a  $3  million  brokerage  account  in  he 
name  but  representing  wealth  she  earned  during  the  marriage.  I 
her  husband  dies,  unless  the  couple  has  specifically  designate* 
the  account  as  separate  property,  his  bypass  trust  can  be  fillei 
with  $1.5  million  in  securities  from  the  account. 
  Residents  of  com 


DO  YOU  HOLD  ALL  YOUR 
STOCKS  AND  BONDS  IN  A 
JOINT  ACCOUNT?  THAT 
COULD  BE  A  MISTAKE. 


in  unity  property  state 
get  a  big  income  ta; 
break,  too.  If  you  owi 
property  jointly  an< 
don't  live  in  a  commu 
nity  property  state,  a 
the  death  of  the  firs 
spouse  the  half  of  th 
property  he  owned  gets  stepped  up  in  basis  to  its  current  marke 
value.  If,  however,  you  live  in  a  community  property  state  an< 
hold  property  jointly,  at  the  death  of  the  first  spouse  the  entin 
property  is  stepped  up  in  basis — meaning  it  can  be  sold  immedi 
ately  without  gains  tax. 

If  you  move  from  a  common  law  to  a  community  propert 
state,  be  vigilant.  If  you  sell  a  California  house  and  use  the  cash  t< 
buy  one  in  New  York,  write  into  the  deed  of  the  New  York  plao 
that  the  parties  intend  that  it  remain  community  property.  Tha 
way,  if  one  spouse  dies,  the  whole  house  will  get  a  step- up  in  basis 
This  can  have  a  big  impact.  A  California  tech  executive  got  in 
centive  stock  options,  moved  to  Oregon  and  then  exercised  he 
options  at  $8  a  share.  Shortly  thereafter  her  husband  died.  Portlanc 
estate  lawyer  Marsha  Murray- Lusby  was  able  to  show  the  option 
were  community  property  in  California  and  claim  a  100%  step-u] 
in  the  basis  for  the  stock  to  its  then  market  value  o 
$140  a  share,  saving  the  woman  $150,000  in  capital  gains  taxe 
when  she  sold.  But  if  the  exec  had  changed  the  titling  of  the  stocl 
after  moving  and  before  her  husband's  death— say,  by  putting  th 
stock  in  a  joint  account  with  right  of  survivorship — she  woulc 
have  lost  that  valuable  community  property  step-up. 


Creditor  Obsession 


Some  affluent  folks — obstetricians,  for  example — are  so  worriec 
about  protecting  their  assets  from  lawsuits  that  they  transfer  every 
thing  into  a  spouse's  name.  But  that  makes  it  difficult  to  fund  hot! 
spouses'  estate  exemption. 

The  simplest  approach,  says  Cason,  is  to  have  the  doctor  owi 
assets  exempt  from  creditors'  reach.  This  varies  by  state,  but  can  in 
elude  a  principal  home,  certain  retirement  accounts  and  insurana 
benefits.  The  less-at-risk  spouse  takes  ownership  of  nonexemp 
assets,  such  as  brokerage  accounts,  other  real  estate  and  collectibles 
You  must  make  the  transfers  before  any  potential  creditor  problem: 
develop.  And  if  you  live  in  a  community  property  state,  you  mus 
have  an  explicit  agreement,  when  you  transfer  assets,  that  yoi 
intend  to  treat  these  assets  as  separate  property.  f 
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AMERICAN  EXPRESS  FINANCIAL  ADVISORS 


You  have  insurance 
on  your  house  and  car. 

We  can  help  cover 
the  things  that 
mean  most. 


Call  1-877-MY-ECONOMY  to  arrange  your  free  Family  and  Financial 
Security  Review  with  an  American  Express  financial  advisor. 

When  people  take  a  look  at  their  financial  picture,  they  often  don't  see  life 
insurance  as  part  of  their  plan.  Yet  it's  one  of  the  most  important  financial 
decisions  they'll  ever  make.  Your  American  Express  financial  advisor  starts 
with  your  overall  financial  plan,  then  integrates  life  insurance  into  the  big 
picture.  This  makes  it  easier  to  keep  your  coverage  current  as  your  assets 
change  and  as  your  life  changes.  Depending  on  your  goals,  we  offer  a  range 
of  quality  life  insurance  products  that  gives  you  maximum  flexibility  in 
protecting  your  family.  Give  us  a  call  and  set  up  a  free  Family  and  Financial 
Security  Review.  Together  we'll  review  your  complete  financial  situation  and 
arrive  at  a  plan  to  help  ensure  your  family's  security  today  and  tomorrow. 
You  can  also  visit  us  at  americanexpress.com/myeconomy 

Managing  the  economy  that  means  most:  yours. 
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Inside  Track 


Want  to  invest  in  a  Thoroughbred?  Bring  big  money, 
a  big  ego  and  a  skeptical  view  of  bloodstock  auctions. 

BY  DAN  SELIGMAN 

IN  THE  MARKET  FOR  TWO-YEAR-OLD  THOROUGH- 
breds  the  five-month  season  now  coming  to  an  end 
has  been  tremendous.  The  animal  spirits  are  back — 
among  the  humans,  that  is.  Auction  prices  paid  for  the 
fledgling  racehorses  are  up  perhaps  40%  on  average 
and  are  setting  records.  The  biggest  sale  of  all  was  run  by  the 
Fasig-Tipton  auction  house  in  February  at  the  Calder  race- 
track near  Miami.  Also  accounted  huge  successes  were  later 
sales  by  the  Keeneland  Association  in  Kentucky  and  Barretts 
Equine  in  California.  At  Newmarket  in  Britain,  Tattersalls' 
April  sale  attracted  several  contingents  of  Japanese  buyers, 
one  of  whom  paid  $450,000  for  a  granddaughter  of  Seattle 
Slew,  in  the  process  pushing  prices  to  European  records. 

A  funny  thing  about  all  this  is  that  nobody  is  quite  sure 
why  it's  happening.  The  fact  that  the  rich  have  long  found 
racing  an  agreeable  way  to  create  useful  tax  losses  is  only  part 
of  the  answer.  The  economics  of  owning  and  breeding  Thor- 
oughbreds is  ugly.  Why  would  smart  guys  put  money  into 
investments  that  are  highly  likely  to  be  losers,  and  why  would 
they  bid  most  feverishly  at  the  top  end,  where  the  losses  are  likely 
to  be  the  greatest? 

Two  is  the  age  at  which  Thoroughbreds  typically  begin  run- 
ning for  money.  In  an  average  year  about  4,000  of  them  leave  the 
farms  on  which  they've  been  bred  to  be  auctioned  off"  to  racing 
stables.  The  auction  season  runs  from  February  through  June, 
with  the  better  prospects  tending  to  be  available  earlier  in  the 
year.  Fasig-Tipton's  blockbuster  Calder  sale  was  a  monumentally 
hectic  event.  It  ran  from  1 1  a.m.  to  8  p.m.  in  the  saddling  area  of 
the  track.  Attesting  to  the  hecticity  of  it  all  were  the  sheer  num- 


Horses  parade  for  big  bucks  at  Fasig-Tipton  auction. 

ber  of  horses  needing  to  get  time  onstage  (246),  the  rapid-fire 
pace  of  the  bidding  (less  than  two  minutes  a  horse)  and  the  often 
unpredictable  behavior  of  young  steeds  in  the  spotlight  (buck- 
ing, rearing  and  making  work  for  the  people  with  buckets  and 
shovels). 

Three  hours  into  the  proceedings  a  record  was  set  when  an 
agent  for  Sheikh  Mohammed  al  Maktoum  of  Dubai  paid 
$3.1  million  for  a  colt  sired  by  Stephen  Got  Even.  Two  hours 
later  Fusao  Sekiguchi,  a  Japanese  businessman,  broke  the 
sheikh's  record  by  paying  $4.5  million  for  a  colt  sired  by  Fusaichi 
Pegasus — the  horse  that  won  the  Kentucky  Derby  for  him  three 
years  ago,  before  he  sold  it  for  stud  duties.  The  bidding,  in  which 
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Unbridled's  Song,  a  rare  high-priced  winner. 


ikiguchi  was  matched  against  Satish  Sanan,  an  Indian  software 
eveloper,  was  covered  by  Japanese  television. 

The  animals  on  display  in  Fasig-Tipton  sales  are  widely 
•garded  as  the  best  prospects  in  the  business.  The  two  weeks 
ading  up  to  the  auction  had  elements  of  the  NFL  Combine  and 
D  SAT.  At  the  Combine  280-pound  tackles  are  judged  severely  if 
ley  do  poorly  in  the  40-yard  dash.  At  Calder  the  critical  distance 
a  furlong  (220  yards).  A  two-year-old  had  better  run  the  dis- 
[nce  in  less  than  1 1  seconds.  "If  they're  over  that  time,"  says 
[isig-Tipton  marketing  director  Terence  Collier,  "they  end  up  on 
'suspicious'  list."  Most  of  the  horses  sold  at  Calder  had  regis- 
jred  times  between  9.8  and  1 1  seconds. 


The  horses'  times  were  clocked  in  two  spectacular  shows 
put  on  by  Fasig-Tipton  before  the  auction,  one  on  Feb.  15, 
the  other  a  week  later.  Each  event  featured  the  Thorough- 
breds consecutively  going  off  just  seconds  apart  over  a  span  of 
five  hours  and  getting  timed  over  a  furlong  or,  if  the  owner 
preferred  a  longer  test,  a  quarter-mile.  Just  about  all  the  two- 
year-olds  gave  it  a  shot  on  Feb.  15.  About  half  stood  pat  with 
the  times  they  turned  in  that  day.  But,  as  with  the  SAT,  if  you 
think  you  can  do  better,  you  try  again.  A  fair  number  of  the 
horses  that  showed  up  again  on  Feb.  22  managed  to  shave  a 
fifth  of  a  second  or  more  off  their  time.  It  appears  to  be  worth 
the  effort.  I  note  a  modest  but  meaningful  correlation,  -0.4, 
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between  the  times  recorded  in  these  tests  and  prices  subse- 
quently paid  at  the  auction. 

Evaluating  two-year-olds  is  a  maddening  exercise.  Many 
are  gawkv  adolescents,  many  are  still  unused  to  saddles  and 
stirrups,  all  are  injury-prone,  and  none  have  raced' competi- 
tively. Their  first  race  will  most  likely  be  late  in  the  year,  or  per- 
haps the  following  year,  when  they  are  three-year-olds.  (All 
horses  add  a  year  to  their  official  age  on  New  Year's  Day.)  Their 
furlong  times  afford  a  clue  to  their 
value  but  don't  come  close  to  prov- 
ing anything:  When  the  horses  start 
competing,  the  shortest  race  they 
will  run  is  5  furlongs.  The  Kentucky 
Derby,  about  which  all  racing  stables 
have  fantasies,  is  10  furlongs,  or  a 
mile  and  a  quarter. 

Aside  from  sprinting  times,  buy- 
ers look  at  bloodlines.  The  Fasig- 
Tipton  sale  catalog  gives  buyers 
detailed  information  on  the  racing 
pedigree  of  each  horse's  parents, 
grandparents  and  great-grandpar- 
ents. The  predictive  value  of  this 
data  avalanche  is  less  than  you  might 
think.  Secretariat,  the  greatest  race- 
horse of  modern  times,  produced 
more  than  600  foals,  and  only  3  were 
champions.  Danzig,  arguably  the 
greatest  sire  now  in  business,  ran  in 
only  three  undistinguished  races 
before  he  began  fathering  champi- 
ons. Estimates  of  racing  heritability 
tend  to  be  low,  in  a  range  between  0.2  and  0.35.  These  esti- 
mates, many  of  them  produced  by  university  veterinary 
schools,  measure  the  degree  to  which  a  measurable  trait,  usu- 
ally speed,  is  attributable  to  the  animal's  genes.  However,  speed 
is  only  one  factor  in  a  classic  race.  The  attributes  that  make 
champions  are  harder  to  quantify. 

Surprisingly  or  otherwise,  the  characters  buying  into  all 
this  uncertainty  tend  to  be  losers,  and  there  is  some  evidence 
to  suggest  that  the  biggest  buyers  are  the  biggest  losers.  Last 
year  Blood  Horse  magazine  ran  an  article  tracking  the  subse- 
quent performance  of  the  22  horses  that  had  sold  for  $1  mil- 
lion or  more  as  two-year-olds.  Four  of  them  never  raced. 
Another  8  never  won  a  race.  Only  1  of  the  22,  Unbridled's 
Song,  earned  as  much  as  $1  million  in  racing  purses,  and  he 
also  went  on  to  become  a  successful  sire,  commanding  stud 
fees  as  high  as  $125,000.  But  even  in  this  case  the  purchase  did 
not  pan  out.  After  paying  $1.4  million  for  Unbridled's  Song, 
buyer  Hiroshi  Fujita  evidently  developed  a  case  of  buyer's 
remorse  and,  claiming  a  physical  defect,  returned  the  horse  to 
its  original  owner,  Ernie  Paragallo.  It  was  Paragallo  who  pock- 


Portrait  of  a  stud:  Fusaichi  Pegasus 


eted  the  purses  and  a  percentage  of  stud  fees. 

So  there  is  a  mystery  about  this  market.  Why  do  smart  pei 
pie  keep  flinging  money  at  investments  that  usually  lose?  Pa 
of  the  answer,  and  doubtless  a  clue  to  the  market's  recei 
strong  performance,  resides  in  some  recent  tax  changes  offe 
ing  aid  and  comfort  to  horse  buyers.  One  change  is  a  tempi 
rary  (2003-06)  allowance  of  more  rapid  depreciation.  As  muc 
as  75%  of  a  young  racehorse's  purchase  price  can  now  be  wri 
ten  off  in  the  first  year.  Another  is 
lower  capital  gains  rate  (reduced 
15%),  and  yet  another  possibility  is 
change,  approved  by  the  Senate  bi 
thus  far  not  by  the  House,  in  tl 
required  holding  period  from  tv\ 
years  to  one. 

Another  part  of  the  answer  h; 
something  to  do  with  the  distribi 
tions  of  returns.  Most  horse  investo 
lose,  but  some  get  staggerir 
amounts  in  purses  and,  when  th 
horse  has  finished  a  successful  ra< 
ing  career,  in  stud  fees.  These  fees  ri; 
on  any  sign  that  the  stallion's  ofl 
spring  know  how  to  run.  The  la 
W.T  Young  was  the  owner  of  Ston 
Cat,  a  stallion  who  initially  charge 
$30,000  for  each  live  foal.  As  tr 
years  went  by  and  Storm  Cat's  foa 
kept  turning  out  to  be  great  rur 
ners — winners  of  1 14  stakes  races 
last  count — the  fee  kept  rising.  It 
now  a  guaranteed  $500,000.  Th 
horse  performs  perhaps  115  times  a  year. 

A  third  part  of  the  answer  is  that  guys  like  Sekiguchi  an 
Sheikh  Mohammed  have  big  egos,  big  budgets  and  a  willinj 
ness  to  accept  the  risk  that  their  multimillion-dollar  inves 
ments  will  not  lead  to  worldwide  television  coverage  of  then 
selves  cavorting  in  the  Kentucky  Derby  winner's  circle.  1 
Sekiguchi,  who  has  been  there  before,  the  risk  may  not  loc 
so  large. 

Yet  another  possible  explanation  of  the  fancy  prices  is  tha 
some  of  them  are  fishy.  Nobody  can  prove  this,  but  a  lot  < 
well-informed  people  in  racing  wonder  about  it.  Let's  say  yo 
own  a  sire  who  has  been  getting  stud  fees  of  $30,000.  Let 
say  that  one  of  the  sire's  young  colts  is  now  up  for  auctioi 
You  would  certainly  have  an  economic  interest  in  havin 
bidders  bid  generously.  Or  say  you  have  a  mare  you  use  i 
collateral  for  a  loan.  Consignors  can  bid  at  auction.  So,  migl 
you  be  tempted  to  buy  back  your  own  horse — in  a  biddir 
match  with  a  confederate — to  raise  its  collateral  value 
This  may  all  be  fanciful  speculation.  But  it  does  have  a  certai 
logic  to  it.  I 
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UAME  FL AIM 


[ANOTHER  REASON  PSEG  HAS  WALL  STREET'S  ATTENTION] 
In  the  end,  the  team  with  the  most  runs,  not  home  runs,  wins.  That's 
been  our  game  plan  at  PSEG  for  one  hundred  years.  Our  corporate 
style  is  to  stick  to  what  we  know  best.  We  go  for  singles  and  doubles. 
Rather  than  swing  for  the  fences.  Besides,  our  portfolio  of  businesses 
gives  us  a  balanced  lineup  of  performers,  including  a  New  Jersey 
utility,  a  Northeast  generating  company  and  other  energy  related 
businesses.  And  as  our  overall  earnings  record  suggests,  good 
things  happen  when  you  cover  all  the  bases. 

We  make  things  work  for  you. 


pseg.com 


PSEG 


Designing  Returns 


Fashion  investing  is  glamorous  but  treacherous.  Here's  how  to 
traverse  that  slippery  catwalk. 


BY  CHANA  R.  SCHOENBERGER 


M 


ERIDETH  TALL  INVESTS  IN  A  FASHION 
designer,  bringing  her  into  a  world  of  great 
clothes,  great  parties — and  potentially  great 
losses.  But  Tall,  founder  and  president  of  Clip- 
per Navigation,  which  runs  high-speed  fer- 


Cecilia  De  Bucourt  has  ventured  out  with  her  own  with  flirty,  feminine  designs. 


ries  between  Seattle  and  Victoria,  B.C.,  seems  to  be  one  of  the 
lucky  ones.  In  2000  she  plunked  a  sizable  (though  undisclosed) 
sum  into  a  Seattle-based  handbag  firm,  Accessory  Design  Hold- 
ings. She's  making  a  killing  on  the  handbags,  she  says. 

Accessory  Design's  luxury  purse  brands,  Isabella  Fiore  and 
Talbery,  are  hot  items.  Although  Tail's  minority 
investment  isn't  liquid  (she's  one  of  55  investors), 
she  is  having  a  blast.  Her  five  children  get  a  kick 
out  of  the  bags'  celebrity  cachet.  "It's  something 
they  can  really  get  excited  about  when  they  open 
People  magazine  and  see  those  bags  being  carried 
by  all  the  stars,"  says  Tall,  now  ADH's  chairman. 

Calvin,  Donna,  Giorgio,  Ralph:  Fashion  has 
made  its  top  designers  very  rich.  Savvy  investors 
can  bet  on  chic  by  backing  the  next  Seventh  Av- 
enue sensation.  If  the  gamble  pays  off,  the  investor 
can  look  forward  to  years  of  way-cool  fashion 
shows,  early  looks  at  new  trends  and  fat  profits.  If 
not,  there  are  always  tax  losses. 

It's  certainly  an  easy  way  to  lose  your  designer 
shirts.  "My  guess  is  less  than  1%  make  it,  signifi- 
cantly less,"  says  Gilbert  Harrison,  chairman  of  Fi- 
nance a  New  York  investment  bank  that  has  ad- 
vised Nautica,  Ellen  Tracy  and  Oscar  de  la  Renta. 
Even  when  designers  do  become  household 
names,  fashion-apparel  margins  can  be  thin,  in  the 
single-digit  percentages,  although  accessories  make 
much  nicer  profits. 

The  economic  rebound  seems  to  portend  good 
times  ahead  for  fashion.  The  $166  billion  apparel 
industry  (including  accessories  but  not  shoes)  saw 
its  revenue  drop  5%  last  year,  according  to  markel 
information  firm  NPD.  Gail  Zauder,  who  runs 
Elixir  Advisors,  a  boutique  luxury-goods  invest- 
ment bank  that  has  worked  for  Donna  Karan  anc 
Versace,  projects  healthy  gains  in  2004.  The 
Bloomberg  U.S.  Apparel  Index  (measuring  pub- 
licly traded  stocks)  is  up  30%  since  May  2003,  ver- 
sus 17%  for  the  S&P  500. 

There  are  no  standard  investment  amounts  ir 
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the  fashion  industry.  A  new  designer  will  need  at 
east  $300,000  in  seed  money  to  get  a  fashion  busi- 
ness off  the  ground,  says  Mark-Evan  Blackman, 
menswear  department  head  at  New  York's  Fashion 
Institute  of  Technology.  For  one  line,  comprising 
jp  to  two  dozen  pieces,  the  money  will  cover  the 
patterns,  samples  and  production  of  the  clothes, 
is  well  as  ads,  showroom  space  and  a  few  sales  reps 
:o  target  retailers.  Investors  often  set  up  a  partner- 
ship, in  which  the  designer  owns  a  piece,  to  control 
he  designer's  brand  name,  or  a  corporation  where 
be  designer  is  an  employee,  with  an  agreement  on 
low  much  the  company  must  make  in  profits  be- 
:ore  anybody  gets  dividends,  says  Robin  Sackin, 
lead  of  FIT's  fashion  merchandising  management 
department. 

Assuming  your  designer  is  one  of  the  few 
vho  succeed,  you  cash  out  of  your  investment  in 
me  of  two  ways.  The  first  is  when  some  huge 
ashion  house  buys  the  designer's  small  company, 
example:  French  fashion  giant  Chanel  funded 
saac  Mizrahi's  operation  in  1990.  The  second 
:xit  strategy  is  when  the  designer  goes  public. 
\pparel  maker  Liz  Claiborne  has  posted  annual- 
zed  total  returns  (price  appreciation  plus  divi- 
dends) of  22%  since  its  initial  offering  in  1981,  to 
:he  S&P  500's  13%. 

Of  course,  the  easier  and  less  risky  route  is  to 
>uy  established,  long-public  apparel  stocks  like 
hose  of  Coach,  lones  Apparel  and  Tommy  Hil- 
lger.  As  the  Bloomberg  index  shows,  a  number  of 
hese  stocks  have  done  well  of  late.  Over  the  past 
12  months,  for  instance,  Hilfiger  has  doubled  to 
515.  That's  still  cheap,  if  he  doesn't  go  out  of 
tyle — Hilfiger  trades  at  1 1  times  earnings. 

To  hedge  fashion  bets,  pick  a  retailer  specializing  in  high-end 
lothing  from  multiple  designers,  like  Nordstrom  or  Neiman 
4arcus  Group,  which  also  owns  high-fashion  emporium 
tergdorf  Goodman  and  handbag  brand  Kate  Spade. 

Trouble  is,  fashion  stock  investing  is  no  fun.  You  won't  get 
>hotographed  with  Naomi  Campbell  or  trade  bons  mots  with 
lalph  Lauren.  This  cachet  is  why  designer  angels  will  always  be 
round.  Many  have  scant  background  in  fashion,  such  as  ferry- 
boat honcho  Tall  or  Richard  Fisher,  the  former  chairman  of  Mor- 
an  Stanley,  who  is  reportedly  backing  Roberto  Menichetti,  head 
esigner  at  LVMH's  Celine,  in  his  own  signature  line. 

For  the  maximum  upside  find  a  designer  with  a  nascent  fol- 
wing  and  growing  business  before  he  or  she  gets  too  famous, 
very  spring  unknowns  pour  out  of  fashion  schools,  portfolios  in 
;  and,  looking  for  financial  backers.  "There  is  a  huge  opportu- 
ity  for  someone  to  create  a  fund  or  to  go  in  as  an  investor,"  says 
auder. 


Menswear  designer  Christopher  Bevans  (right)  is  close  to  signing  a  funding  deal. 

Believe  it  or  not,  some  designers  won't  take  your  money.  For 
the  last  two  years  the  former  model  Cecilia  De  Bucourt  has  been 
designing  under  her  own  name  for  retailer  Arden  B.  as  well  as  for 
Barneys,  specializing  in  "feminine"  hand-painted  and  embroi- 
dered pieces.  She  has  no  plans  to  seek  funding  until  she  opens  a 
boutique. 

She's  one  exception.  But  how  do  you  find  the  next  Kate  Spade, 
Donna  Karan  or  Ralph  Lauren  to  invest  in? 


Treat  This  Like  Any  Other  Business 


Especially  when  a  designer  has  nothing  but  samples,  due  dili- 
gence matters.  In  looking  at  a  designer's  business  plan,  investors 
will  want  to  see  if  he  or  she  has  a  good  sense  of  the  market — tar- 
geting, for  example,  fast  growing  areas  like  children's  wear  and 
sporting  apparel.  A  fashion-school  professor  who  taught  the  de- 
signer can  help  investors  ascertain  his  or  her  chances  of  critical 
success,  while  retail  buyers  can  talk  about  the  clothes'  sell-through 
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figures  as  well  as  the  designer's  ability  to  deliver  on  time. 

Patience  is  needed  because  fashion  designers  can  often  be 
closer  to  temperamental  artists  than  to  stolid  businesspeople, 
says  Francesca  Sterlacci,  chair  of  FIT's  women's  wear  department. 
But  die  product  is  the  most  important  predictor  of  success.  "If  the 
work  itself  isn't  extremely  seductive,  it  doesn't  matter  how  good 
[the  designer's]  personal  characteristics  are,"  says  Timothy  Gunn, 
fashion  design  department  head  at  New  York's  Parsons  School  of 
Design,  part  of  the  New  School  University. 


Look  for  Good  Initiative  and  Work  History 


Christopher  Bevans,  31,  has  a  terrific  resume.  Bevans,  who  spe- 
cializes in  high-priced  ($150)  jeans  in  funky,  pop  colors,  grew 
up  in  Rochester,  N.Y.,  where  he  apprenticed  with  a  strip-mall 
tailor  and  later  bought  out  the  business.  Moving  to  New  York 
City,  he  worked  as  a  freelance  tailor  for  fashion  shows,  director 
Ang  Lee's  BMW  commercials  and  magazine  shoots.  In  1997  he 
graduated  from  FIT,  part  of  the  State  University 
of  New  York,  and  got  a  job  working  for  a  fabric 
manufacturer  while  trying  to  sell  his  own  line  of 
clothing. 

He  bounced  between  urban  wear  makers  like 
Erving  Geoffrey,  a  jeans  line  backed  by  rap  moguls 
Irv  Gotti  and  }a  Rule,  and  Rocawear,  record  pro- 
ducer Damon  Dash's  denim  brand.  Then  Bevans 
hooked  up  with  stylist  June  Ambrose  and  her 
Chance  line.  He  and  Ambrose  are  in  advanced  dis- 
cussions with  a  licensing  company  for  $5  million- 
plus  to  launch  a  denim  brand. 


Go  to  Small  Shows 


These  are  found  mainly  in  designers'  natural  habi- 
tat, the  loft  districts  of  big  cities  like  New  York  and 
Los  Angeles.  Gen  Art,  a  nonprofit  that  sponsors 
fashion  shows  and  contests  for  up-and-comers  in 
five  cities,  has  helped  retail  buyers  discover  names 
like  23-year-old  Zac  Posen,  who  recently  received 
an  investment  from  rap  impresario  P.  Diddy's  Sean 
John  clothing  company. 

Also,  the  big  fashion  schools  like  FIT,  Parsons  and 
Pratt  in  New  York  sponsor  senior  design  exhibitions 
each  year.  The  Proenza  Schouler  line,  designed  by 
Parsons  grads  Lazaro  Hernandez  and  Jack  McCol- 
lough  and  funded  by  a  wealthy  German  investor,  got 
its  start  when  Barneys  buyer  Julie  Gilhart  learned 
about  the  pair's  clothes  after  the  school's  2002  senior 
show  and  signed  them  on. 

Designers  themselves  often  band  together  to  get 
attention.  Melissa  Kirgan,  24,  a  2003  FIT  graduate 
who  designs  jackets  and  pants  out  of  molded  and 
twisted  leather,  coordinates  a  newbie  showcase 
called  Emerge.  Its  first  New  York  show  in  January 


featured  six  designers  and  attracted  2,000  people.  "It's  very  dil 
ficult  to  get  financial  backing,  especially  if  you  don't  have  ric 
parents,"  sighs  Kirgan. 


Don't  Invest  on  Glitz  Alone 


The  rag  trade  is  replete  with  tales  of  unwary,  naive  investors  be 
dazzled  by  visions  of  being  cool.  Many  avant-garde  designs  ar 
too  cool  for  the  average  Platinum  Card  holder,  and  certainly  id 
the  general  public.  Investment  banker  Harrison  recalls  one  neo 
phyte  who  met  a  billionaire's  wife  at  a  cocktail  party  and  talke^ 
her  into  forking  over  the  likes  of  $20  million  for  his  new  fashio 
company.  She  lost  it  all  when  costs  spiraled  out  of  control. 


Never  Forget:  Hot  Can  Turn  Cold 


Look  at  Mizrahi.  When  his  sales  slumped  in  1998,  Chant 
dumped  him.  He  has  made  a  comeback,  of  a  kind,  doing  clothe 
for  the  Target  discount  chain.  I 


Melissa  Kirgan  organized  other  young  designers  in  a  fashion  show  to  gain  exposure 
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.We  all  have  aspirations.  The  challenge  is  being  able  to  fulfill  them.  For  that,  you  need  a  partner  with  a 
proven  record  of  success.  Friedman  Billings  Ramsey  ranked  as  the  #3  underwriter  of  IPOs  in  2003* 
In  addition,  FBR  ranks  #1  among  all  major  investment  banks  for  the  1,  3  and  5  year  periods  ending  12/31/03 
for  the  aftermarket  performance  of  our  lead-managed  equity  underwritings.'  So  dream  big.  Whatever 
your  vision  may  be,  we'll  be  with  you  every  step  of  the  way.  For  more  information,  please  visit  fbr.com.   !     YOUR  CONQUEST 


Source  is  Dealogic.  "Relates  to  total  $  amount,  w/over-allotment,  of  US  IPOs  priced  between  1/1/03  and  12/31/03,  with  full  credit  to  all  bookrunners,  excluding  American  Depository  Receipts  and  closed-end  funds  t  Relates  to 
all  public  US  equity  transactions  (IPOs  and  secondaries/follow-ons,  excluding  closed-end  funds)  and  all  industries.  Transactions  and  performance  priced  thru  12/31/03.  Non-weighted  average  aftermarket  performance. 
Ranked  among  lead  managing  underwriters  of  more  than  10  transactions  for  the  1  year  period,  and  more  than  30  transactions  for  the  3  and  5  year  periods.  Past  results  are  no  guarantee  of  future  performance. 


MAKERS  &  BREAKERS 


For  more  financial  stats,  go  to  www.forbes.com/makors. 


Sandy's  Boy  Makes  Good 


Citigroup  Chairman  Sanford  Weill  may  be  under  a  cloud  now 
from  the  lack  B.  Grubman  scandal  and  Citi's  $2.6- billion 
investor  settlement  for  the  WorldCom  mess.  But  let's  not  forget 
Weill  is  a  great  builder  of  financial  companies  through  acquisi- 
tions. And  Jay  S.  Fishman  is  Weill's  apt  pupil.  Fishman  left  Citi  in 
2001  to  head  St.  Paul,  the  large  property-casualty  insurer.  This 
spring  he  bought  the  two-times-bigger  Travelers,  which  he  had 
headed  under  Weill  before  Citi  spun  it  off.  The  new  ST.  PAUL 
TRAVELERS  (40,  STA)  becomes  the  nation's  second-largest  com- 
mercial insurer,  behind  American  International  Group. 

Protege  Fishman,  now  51,  has  learned  his  lessons  well.  Like 
Weill,  he  has  deftly  pared  ailing  divisions  such  as  medical  mal- 
practice coverage.  He  has  repaired  other  problems,  as  well: 
Travelers  had  to  work  through  huge  liabilities  from  asbestos  and 
World  Trade  Center  attack  claims — $1.8  billion  for  both.  But 
Weill's  tutelage  really  shows  when  it  comes  to  doing  strategic  merg- 
ers that  work  well.  St.  Paul,  focused  on  specialty  insurance  for 
businesses  like  oil  and  gas,  is  strong  in  the  Midwest  and  the  South; 
Travelers  is  big  in  general  commercial  lines  and  in  the  Northeast. 

Daniel  Collins,  senior  portfolio  manager  at  DuPont  Capital 


Merger  maestro  Sandy  Weill 
schooled  Jay  Fishman  in  M&A. 


Management,  sees  the  new  insurance  giant  as  a  long-term  win- 
ner. At  eight  times  projected  earnings  it  is  a  tad  cheaper  than  the 
rest  of  the  P-C  industry  (ten).  With  two  years  of  premium 
increases  seemingly  ending,  St.  Paul  Travelers  should  still  make 
money  muscling  smaller  competitors,  he  says.  — Phyllis  Berman 


Outside  the  Box        No  Steelyard  Blues     Laser  Burn 


Stock  price 


Among  cable  set-top  boxes,  which  let  you 
watch  shows  like  The  Sopranos,  Motorola 
is  getting  a  challenge  to  its  turf.  Rival 
SCIENTIFIC-ATLANTA  (33,  SFA)  has  40%  of  the 

market  to  Motorola's  55%.  Both  sell  to 
cable  companies;  Scientific-Atlanta's  top 
customers:  Comcast  and  Time  Warner. 

Scientific-Atlanta  beat  Motorola  by 
first  debuting  a  TiVo-like  box  that  can 
digitally  record,  pause  and  rewind  TV.  For 
the  nine  months 
ended  in  early  April 
the  company  tripled 
net  income  to  $148 
million  as  revenue 
increased  19%  to 
$1.2  billion. 

At  26  times  trail- 
ing earnings,  fast-growing  Scientific- 
Atlanta  is  a  better  buy  than  Motorola 
(33).  Robert  Sanderson  at  American 
Technology  Research  believes  Scientific- 
Atlanta  will  edge  ahead  by  poaching 
Motorola's  customers. 

— Dorothy  Pomerantz 


Foreign  competition  has  forced  North 
American  steelmakers  into  plant  closings 
and  consolidations;  Wilbur  Ross'  Interna- 
tional Steel  Group  has  bought  up  failing 
players  like  Bethlehem  Steel.  Good  news 
for  midsize  IPSCO  (18,  IPS),  which  has  ex- 
panded from  tubemaking  (as  in  pipes)  into 
plate  steel,  used  in  heavy  construction. 

The  Canadian  steel  outfit,  say  R.W. 
Cousins  and  David  Montreuil  of  BMO 
Nesbitt  Burns,  is  generating  enough  cash 
to  slice  expansion  debt.  After  a  bad  2003 
the  first  quarter  had  sales  of  $483  million 
(U.S.),  a  73%  gain;  earnings  expanded  sev- 
enfold to  $33  million.  Among  its  com- 
petitors like  Nucor,  Ipsco  is  cheapest:  Pro- 
jected 2004  enterprise  value  (debt  plus 
equity  minus  cash)  is 
3.5  times  operating 
income  (earnings  be- 
fore depreciation,  in- 
terest, taxes  and  non- 
recurring items), 
versus  the  group's  4.4 
average.        — P.B. 


Stock  price 


Having  the  best  product  doesn't 
always  guarantee  riches.  Such  is  the  case 
at  LASERSCOPE  (31,  LSCP),  maker  of  med- 
ical lasers  to  treat 
dermatological  con- 
ditions. It  is  placing 
a  big  bet  on  a  laser 
device  that  reduces 
swollen  prostates,  a 
condition  called  be- 
nign prostatic  hy- 
perplasia. While  10 
million  men  suffer  from  BPH,  the  num- 
ber who  seek  treatment  is  much 
smaller. 

There's  real  concern  about  how 
readily  most  prostate  docs,  who  prefer 
traditional  surgery,  will  take  to  the  laser. 
Anthony  Vendetti,  a  Maxim  Group  an- 
alyst, says  Laserscope  has  the  best  device 
for  the  problem,  but  the  market  is  valu- 
ing the  company  at  an  overoptimistic 
148  times  trailing  earnings.  We  say  short 
it;  cover  at  $24. 

— Daniel  Kruger 
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Introducing  the  lowest 
International  calling  rates  ever. 

Now  lower  than  your  home  phone. 


UK 

FRA 

GER 

JPN 

ITA 

60 

70 

70 

70 

70 

Rates  apply  only  when  calling  from  the  AT&T  Wireless  network.  Airtlme  or  roaming 
and  mobile  surcharge  may  apply. 


INTERNA 


,  YOU'RE  BETTER  OFF  DIALING  WIRELESSLY 


Now  you  can  dial  from  the  AT&T  Wireless  National  Network  to  these  countries  with  the  lowest  per  minute  direct  dial  international 
calling  rates.  Lower  than  any  other  direct  dial  service.  You'll  also  get  great  low  rates  to  over  200  other  countries  including  Mexico,  India, 
and  the  Philippines.  Just  add  Enhanced  Discounted  International  Dialing  to  any  qualified  AT&T  Wireless  calling  plan  for  an  additional 
$3.99  a  month.  So  whether  you're  calling  across  town  or  around  the  world,  an  AT&T  Wireless  phone  is  all  you'll  ever  need. 


NOW  TRAVEL  ABROAD  WITH  OUR  LOWEST 
ROAMING  RATES  EVER. 

For  a  limited  time,  pay  as  little  as  89  cents/minute  when  roaming  in  select 
countries  throughout  Europe.  All  with  the  same  phone,  same  number. 

HURRY  IN.  SPECIAL  SUMMER  RATES  END  9/30. 

Requires  activation  of  Discounted  International  Roaming  to  any  qualified  plan  for  only  $5.99/month. 


AT&T  Wireless 


CALL      1  800  735-8542    CLICK      attwireless.com/international    ViSIT      any  AT&T  Wireless  store 


lortant  Information 

jgraphic  limitations,  special  credit  and  billing  requirements,  and  other  terms,  charges,  taxes  and  restrictions  apply.  Requires  compatible  device  and  qualified  domestic  plan.  Discounted 
rnational  Roaming  available  only  with  a  qualified  domestic  GSM'VGPRS  rate  plan.  International  calling  rates  apply  only  when  using  the  AT&T  Wireless  network.  Airtime  or  roaming  charges 
in  addition  to  long  distance  charges.  Calling  to  certain  countries  is  blocked,  which  may  change  without  notice. You  may  be  charged  a  per-minute  surcharge  for  certain  international  calls  from 
U.S.  to  wireless  devices.  Only  one  rate  for  the  call  will  appear  on  your  invoice.  Before  traveling  with  your  device,  be  sure  to  check  the  frequency  of  both  your  device  and  the  international 
twork  where  you  are  traveling  to  confirm  compatibility.  Availability  of  wireless  features  varies  by  country.  Incoming  and  outgoing  call  charges  may  apply  to  calls  forwarded  to  the  AT&T  Wireless 
ice-mail  system  even  if  no  message  is  left.  Available  countries,  rates  and  surcharges  are  subject  to  change.  See  attwireless.com/international  for  updated  countries,  rates  and  additional 
ormation  about  wireless  surcharges.  Comparison  of  lowest  rates  is  based  on  publicly  available  information  as  of  December  2003  regarding  direct-dial  wireless  and  landline  earners,  and  does 
t  include  carriers  providing  service  via  the  Internet.  Summer  Offer:  Special  pricing  available  from  6/1/04-9/30/04.  Prices  will  increase  to  standard  Discounted  International  Roaming  rates 
er  9/30.  See  website  for  rates.  ©2004  AT&T  Wireless.  All  Rights  Reserved. 


Thfi  Hnntrarian 


Ry  Daviri  Drfiman 


Inflation  Investing 


THE  LAST  ISSUE  OF  THIS  MAGAZINE  FEATURED  AN 
economist  who  talked  about  a  return  of  inflation  and 
a  consequent  rise  in  interest  rates  (see  "Mr.  Reflation," 
May  24).  Time  to  get  out  of  the  stock  market?  Not  so. 
This  will  shock  you,  if  you  subscribe  to  the  conven- 
tional wisdom,  but  the  place  to  be  when  prices  are  rising  is  the 
slock  market.  It's  also  the  place  to  be  when  prices  are  falling. 

As  Edgar  Smith  showed  in  his  classic  Common  Stocks  as  Long 
Term  Investments  (1924),  stocks  outperform  bonds  in  times  of 
both  rising  and  falling  prices.  Smith's  data  went  from  just  after 
the  Civil  War  to  the  early  20th  century.  Updates  of  Smith's  work 
produced  the  same  pattern 
through  the  1960s. 

More  recent  periods  of 
rapidly  rising  prices  vindicate 
Smith's  findings,  at  least  if  you 
step  back  a  bit  and  look  beyond 
short-term  effects.  Stocks  got 
killed  in  1973-74,  when  the 
Arab  oil  embargo  ignited  a  sud- 
den upturn  in  the  inflation  rate. 
But  over  time  they  more  than 
made  up  those  losses. 

In  the  next  inflationary 
bout  (1977  through  1981)  the 
Consumer  Price  Index  in- 
creased at  an  annual  10%  rate 
and  stocks  at  only  8.1%.  Someone  holding  long  Treasury 
bonds  during  that  five-year  period  would  have  fared  far  worse, 
with  an  annualized  return  of  negative  1%. 

It's  unexpected  inflation  that  damages  stocks.  Once  infla- 
tion ebbs,  or  even  plateaus  to  a  constant  annual  rate,  stocks 
romp.  That  was  the  case  in  the  1982-2000  bull  market, 
with  stocks  returning  17%  annually  versus  a  3.3%  annual 
increase  in  the  CPI  and  a  12.5%  annual  return  for  long 
Treasurys. 

This  is  true  even  in  nations  suffering  from  hyperinflation. 
Over  the  past  40  years  the  currencies  of  Brazil  and  Argentina 
have  depreciated  to  a  sliver  of  their  original  worth,  yet  their 
stock  indexes  have  more  than  made  up  the  currency  shrinkage. 

Inflation  will,  in  contrast,  destroy  any  bond  portfolio.  The 
Lehman  Brothers  Long  T  Bond  index  increased  10.7%  annually 
from  2000  through  2003,  but  that's  a  memory.  So  far  in  2004 
the  total  return  (coupons  plus  price  changes)  on  long  T  bonds 
is  a  negative  2.6%.  If  you  want  to  hold  fixed  income,  stay  very 
short — in  bonds  with  maturities  less  than  one  year — or  in 
money  market  funds.  Your  return,  after  inflation  and  taxes,  will 


Surprise:  The 
stock  market  is 
a  haven  that 
can  withstand 
serious  surges  in 
the  CPI.  Straight 
bonds  cannot 
stand  up  to 
that  force. 


keep  a  much  bigger  chunk  ( 
your  principal  than  you  will  i 
long  bonds.  Real  estate  inves 
ment  trusts  (a  dividend  yiel 
play  whose  prices  rose  too  higl 
and  preferreds  (which  act  muc 
like  bonds)  are  also  losers. 

Some  kinds  of  stocks  ai 
best  avoided  as  inflation  picl 
up  its  pace.  Growth  stocks  ai 
vulnerable  because  high< 
interest  rates  make  their  di: 
tantly  future  earnings — the  earnings  they  trade  on — le: 
appealing.  That's  why  the  Nasdaq  is  sick.  Domestic  property 
casualty  stocks  are  another  sector  to  be  wary  of  as  claims  pai 
outs  escalate  and  portfolios  of  bonds  used  to  fund  those  pai 
outs  decline  in  value. 

Brokerage  stocks  should  continue  to  do  well  with 
stronger  economy.  Most  banks  will  show  reasonably  goo 
earnings,  because  service  charges  and  other  nonintere 
income  are  becoming  an  increasingly  larger  part  of  the  re^ 
enue  pot.  Plus,  they  have  become  much  more  sophisticated  \ 
rate  hedging  and  should  not  be  caught,  as  they  were  a  decac 
ago,  lending  short  while  investing  long.  Small  banks,  howeve 
are  less  likely  to  do  a  good  job  of  matching  assets  and  liability 
for  interest  rate  sensitivity,  so  unless  you  know  exactly  what 
small  bank  is  up  to,  stay  away. 

Energy  stocks  should  benefit  from  rising  prices.  Oil  and  g; 
prices  will  firm  with  an  improving  economy.  Trading  in  singh 
or  low-double-digit  multiples  on  this  year's  earnings,  ener^ 
stocks  are  considerably  cheaper  than  other  cyclicals. 

Consumer  stocks,  especially  those  that  have  their  cost  < 
goods  under  control,  should  also  do  well.  The  same  goes  ft 
health  care  stocks,  including  pharmaceuticals.  Both  sectors  ha^ 
reasonable  growth  prospects,  as  well  as  some  pricing  powe 
Many  stocks  in  both  groups  are  trading  at  low  price/earninj 
multiples.  Several  stocks  to  look  at  here: 

AmerisourceBergen  (59,  ABC)  is  a  distributor  of  pharmaceut 
cal  products  and  services.  Amerisource  should  show  a  growl 
rate  of  better  than  10%  for  the  next  several  years.  The  stoc 
trades  at  a  price/earnings  ratio  of  14  and  yields  0.2%. 

ConocoPhillips  (73,  COP),  an  integrated  oil  and  chemical  pre 
ducer,  is  benefiting  from  rising  oil  prices  and  a  shortage  of  dome 
tic  refining  capacity.  It  trades  at  a  P/E  of  10  and  yields  2.3%. 

Devon  Energy  (61,  dvn)  extracts  oil  from  the  ground  but  doi 
not  refine  it.  Devon  has  1 10  drilling  rigs  operating  on  its  prope 
ties.  It's  cheap  at  eight  times  earnings  and  a  yield  of  0.7%.  I 


be  negative,  but  only  FOI"t)CS      Davitl  Dreman  is  chairman  of  Dreman  Value  Management  of  Jersey  City,  N.J.  His  latest  book  is  Contrarii 

slightly  negative.  You'll  '  — ■^^—■com    I  Investment  Strategies.  The  Next  Generation.  Visit  his  home  page  at  www.forbes.com/dreman. 
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security  solutions 


could  a  POWDERED 
DOUGH  NUT  shut  down 

^^0^      El  LJ  *S  S  N  E  ? 


One  piece  of  suspect  mail  can  bring 
your  business  to  a  grinding  halt. 
But  Pitney  Bowes  can  protect  you. 

We're  the  leader  in  mail  security 
solutions.  By  combining  over  80 
years  of  experience  with  standard- 
setting  technology  we  can  help 
keep  your  people,  and  your  busi- 
ness, safe.  To  find  out  more  about 
this,  or  any  of  our  other  innovative 
solutions,  visit  pb.com/security 
or  call  1  866  DOC  FLOW. 


Pitney  Bowes 

Engineering  the  flow  of  communication 


Yfis,  But 


Ry  James  Grant 


The  Used-Car  Indicator 


USED-CAR  PRICES  CAN'T  GO  UP.  THIS  IS  A  KNOWN  FACT. 
The  supply  is  too  great.  Consumers  are  too  knowl- 
edgeable. The  government  says  so.  But  wait:  Used-car 
prices  have  gone  up.  At  the  wholesale  level  they  are  up 
by  5.1%  over  the  past  12  months.  Following  is  a 
glimpse  at  interest  rates  through  the  windshields  of  previously 
owned  vehicles. 

To  skip  to  the  bottom  line,  the  bond  market  is  in  trouble  be- 
cause supposedly  impossible  things  continue  to  happen.  Number 
one  among  these  unimaginable  occurrences  is  a  rising  inflation 
rate,  including  rising  prices  on  used  cars  and  trucks.  What  4% 
Treasury  bond  yields  make  no 
allowance  for  is  a  rise  in  the  rate 
of  inflation — even  to  so  seem- 
ingly harmless  a  level  as,  say,  4%. 

The  automotive  facts  almost 
seem  to  defy  logic.  New-car 
inventories  are  the  highest  in 
13  years,  according  to  Merrill 
Lynch.  Automakers  have  discov- 
ered that  the  U.S.  consumer  likes 
no  interest  rate  so  much  as  a 
0%  rate.  Take  away  that  incen- 
tive and  sales  downshift.  Yet, 
reports  the  nation's  top  used-car 
vendor,  prices  have  gone  up, 
not  down. 

"April's  rise  in  wholesale 
used-vehicle  prices  came  on  the 
heels  of  an  even  larger  1.7% 
jump  in  March,"  reports  Man- 
heim  Auctions.  "Combined,  the  two-month  increase  in  prices 
was  the  largest  gain  since  the  bounceback  following  9/11.  The 
5.1%  year-over-year  increase  in  used-vehicle  prices  is  the  biggest 
since  June  of  1999." 

Now  it's  an  interesting  thing  about  used-car  prices.  They  are 
among  the  weaker  components  in  the  Consumer  Price  Index. 
In  the  March  CPI  they  were  reported  to  be  down  by  1 1.7%  from 
the  year  before. 

How  could  this  be?  The  private  and  public  sectors  count  dif- 
ferently. Manheim  measures  its  prices  at  wholesale  and  the  gov- 
ernment at  retail;  Manheim  uses  every  price  in  every  transaction 
it  books,  the  government  uses  a  sample;  Manheim  takes  the 
months  as  they  come,  the  government  uses  three-month  mo\ing 
averages.  I'll  take  Manheim's  numbers,  but  you  can  compare  and 
contrast  for  yourself  (visit  vvww.manheimvalueindex.com). 

The  prevailing  1%  federal  funds  rate  is  testament  to  the  lin- 
gering power  of  the  government's  numbers.  Weakness  in  T 
used-car  prices  and  in  residential  rents  were  among  the  I  = 


An  example  of 
how  badly  the 
rate  of  inflation  is 
gauged:  When  the 
government  says 
car  prices  are 
weak,  it  is  doing 
no  more  than 
reporting  the 
effect  of  its  own 
cheap  money. 


prime  reasons  that  a  year  ag 
the  Federal  Reserve  uttered  th 
portentous  words:  "The  proba 
bility  of  an  unwelcome  substar 
tial  fall  in  inflation,  thoug 
minor,  exceeds  that  of  a  picku 
in  inflation  from  its  already  lo^ 
level."  On  the  wings  of  that  fin 
language  the  ten-year  Treasur 
note  soared  to  a  price  the 
pushed  the  yield  to  3.1%. 
It  was  a  mistake,  though- 
not  just  the  yield  but  also  the  inflation  data  on  which  the  Fe 
based  its  policy.  My  source  for  this  contention  is  "Examinin 
Contributions  to  Core  Consumer  Inflation  Measures,"  a 
innocuously  titled  new  report  from  the  Federal  Reserve  Bank  c 
Adanta.  The  Adanta  economists — Andrew  Bauer,  Nicholas  Hal 
torn  and  William  Peterman — demonstrate  that  no  broad-base 
fall  in  the  overall  price  level  was  unfolding  in  spring  2003.  A  lead 
ing  cause  of  the  alleged  deflationary  peril  was  none  other  than  th 
Federal  Reserve.  The  inflation  rate  fell  as  interest  rates  did. 

Between  November  2001  and  December  2003  the  so-calle 
core  inflation  rate  (the  CPI  stripped  of  food  and  energy  )  droppe 
by  1 .6  percentage  points.  This  decline  was  what  inspired  a  cei 
tain  Fed  chairman  to  declare  that  deflation  was  nigh. 

It  was  no  such  thing,  as  a  matter  of  fact.  Deflation  is  th 
destruction  of  credit.  In  consequence  of  this  monetary  ever 
prices  broadly  fall.  But  there  was  no  such  destruction,  and  ther 
was  no  such  fall.  Falling  prices  absent  a  collapse  in  credit  ar 
called  "falling  prices,"  pure  and  simple.  Wal-Mart  has  built 
nice  little  business  on  them. 

Team  Atlanta  points  out  that  low  interest  rates  (and  th 
federally  subsidized  push  for  home  ownership)  served  t 
depress  residential  rents,  thus  flattening  the  largest  componer 
of  the  CPI.  And  pervasive  sales  incentives  served  to  depres 
used-car  prices. 

Then,  too,  as  the  paper  notes,  "Used-car  superstores  hav 
emerged,  increasing  competition  at  the  retail  level....  Befor 
1995  price  changes  for  motor  vehicles  and  parts  averaged  2.89i 
Since  1995  they  have  averaged  just  0.3%." 

Is  that  a  bad  thing  for  consumers?  On  the  contrary.  Is 
"deflationary"?  If  so,  bring  on  deflation. 

But  wait.  If  falling  interest  rates  have  depressed  rents  an 
used-car  prices,  rising  interest  rates  will  serve  to  suppoi 
them.  In  which  case  the  Fed  will  be  chasing  its  own  tail  agair 
just  as  it  did  a  year  ago.  The  bond  market  could  be  in  for 
long,  hot  summer.  I 


p0|"|)£§  James  Grant  is  the  editor  of  Grant's  Interest  Rate  Observe 
^-^^-■»  ^       Visit  his  home  page  at  www.forbes.com/grant. 
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Pnint  nf  View  |  Ry  Steve  H.  Hanke 


Received  Ideas 


MILITARY  HISTORY  IS  WRITTEN  BY  THE  Vic- 
tors. Economic  history  is  written,  to  a  degree, 
by  central  bankers.  In  both  cases  you  have 
to  take  official  accounts  with  a  large  dose 
of  salt. 

You  'thought  you  knew  that  the  Duke  of  Wellington  whipped 
Napoleon  at  the  Battle  of  Waterloo.  But  according  to  the  expert 
on  Waterloo,  Peter  Hofschroer,  Wellington's  army  of  68,000 
men  was  locked  in  a  bloody  stalemate  with  Napoleon's  force  of 
73,140  until  late  in  the  afternoon  of  June  18,  1815.  That's  when 
Field  Marshall  Blucher's  47,000  Prussian  troops  entered  the  field 
of  battle  and  turned  the  tide. 

The  Iron  Duke's  official 
account  has  Prince  Blucher  fail- 
ing to  arrive  until  early  evening 
and  with  only  8,000  troops. 
Somehow  39,000  Prussians  sim- 
ply vanished.  As  they  say,  the  rest 
is  history — history  literally  as 
written  by  Wellington. 

Doctored  accounts  often 
gain  wide  circulation  in  the 
sphere  of  economics,  too.  In 
2002  Argentina  devalued  the 
peso,  defaulted  on  its  debt  and 
was  engulfed  in  economic  chaos. 
Why?  Most  commentators 
pointed  their  accusatory  fingers 
at  Argentina's  monetary  regime.  For  example,  Paul  Krugman 
repeatedly  used  his  New  York  Times  column  to  castigate  the 
Argentinean  convertibility  system. 

Krugman  (and  the  rest  of  the  herd)  claimed  that 
Argentina's  monetary  setup  was  governed  by  currency  board 
rules.  Accordingly,  from  April  1991  until  Jan.  6, 2002,  the  central 
bank's  hands  were  tied  and  domestic  monetary  policy  was  ver- 
boten.  In  addition,  he  claimed  that  the  peso's  one-to-one 
exchange  rate  with  the  dollar  was  overvalued,  rendering  Argen- 
tinean exports  uncompetitive.  Does  this  story  hold  water? 

A  currency  board  issues  a  domestic  currency  convertible 
into  a  foreign  reserve  currency  at  a  fixed  exchange  rate.  To 
ensure  convertibility,  it  holds  foreign  reserves  equal  (or 
slightly  greater)  in  value  to  its  monetary  liabilities.  It  there- 
fore operates  as  an  exchange  house  with  a  balance  sheet  that 
contains  only  foreign  reserve  assets  and  domestic  monetary 
liabilities.  Consequently  the  domestic  money  supply  auto- 
matically fluctuates  in  a  one-to-one  correspondence  with 
changes  in  a  currency  board's  foreign  reserves. 
Unlike 


The  central 
bank's  hands 
were  anything 
but  tied,  thus 
allowing 
Argentina  to 
practice  a 
hyperactive 
monetary  policy. 


tral  bank  could  accumulate  fo 
eign  reserves  in  excess  of  » 
monetary  liabilities  and  cou 
hold  domestic  assets.  These  fe 
tures  allowed  it  to  engage  in  di 
cretionary  monetary  policy  ar 
to  break  the  link  betwee 
changes  in  its  foreign  reserv 
and  the  domestic  money  suppl 
During  the  period  when  tl 
central  bank  operated  under  tl 
convertibility  law  of  1991, 
aggressively  used  its  discretionary  powers.  Indeed,  it  neutralized  v 
open  market  operations  59%  of  the  changes  in  its  foreign  reserve 
In  2001  neutralization  was  dramatic.  Foreign  reserves  fell  t 
$12  billion,  but  the  central  bank  more  than  offset  this  dramat 
decline  by  issuing  peso  liabilities  and  purchasing  domestic  assel 
The  Argentinean  monetary  regime's  reputation  as  a  current 
board  represents  a  classic  case  of  mistaken  identity.  The  centr 
bank's  hands  were  anything  but  tied,  allowing  it  to  practice 
hyperactive  monetary  policy.  That  was  the  system's  fatal  flaw. 

The  peso  overvaluation/uncompetitiveness  story  also  fail 
If  that  story  were  true,  exports  would  have  been  sluggish  c 
declining  during  the  1991-2001  period.  In  fact  the  volume  • 
exports  was  relatively  robust  when  the  peso  was  linked  to  tr 
dollar.  The  average  annual  export  growth  rate  (measured  b 
volume)  was  a  brisk  7.8%.  After  the  devaluation  export  volurm 
have  grown  at  only  a  3%  annual  rate. 

So  much  for  received  ideas.  Where  does  all  this  leave  i 
today?  Argentina  finally  bounced  off  the  bottom.  In  the  la 
quarter  of  2003  the  real  gross  domestic  product  was  11. 3C 
higher  than  in  the  same  period  in  2002.  As  a  result  of  its  recei 
growth  spurt,  Argentina's  real  GDP  is  now  where  it  was  at  tr 
end  of  1 996.  Can  sizzling  growth  be  sustained? 

To  answer  that  question  we  have  to  go  back  to  the  devaluj 
tion  of  2002.  It  was  not  a  garden -variety  devaluation.  Wh; 
made  Argentina's  monetary  regime  unique  in  the  predevaluj 
tion  period  was  its  explicit  redemption  pledge.  Each  perso 
who  owned  an  Argentinean  peso  was  guaranteed  the  right  t 
convert  a  peso  for  a  U.S.  dollar.  When  the  redemption  pled^ 
was  revoked,  the  government  confiscated  SI 7.8  billion  of  cer 
tral  bank  reserves  that  had  been  the  property  of  people  wh 
held  pesos.  Talk  about  a  bank  robbery! 

As  a  result  of  that  bank  heist  and  the  embrace  of  neopopuli. 
policies,  the  rule  of  law  in  Argentina  remains  in  shambles.  Thoj 
who  expect  a  sustained  boom  will,  therefore,  be  disappointed.  Aj 
gentina  has  a  long  way  to  go  to  make  amends  for  its  past  sins.  I 


a  currency 
board,  Argentina's  cen- 


Forbes 


Steve  H.  Hanke  is  a  professor  of  applied  economics  at  The  Johns  Hopkins  University  in  Baltimore  and 
senior  fellow  at  the  Cato  Institute  in  Washington.  D.C.  Visit  his  home  page  at  www.forbes.com/hanke. 


FORBES  MAGAZINE 


PRESENTS 


The  10th  Annual 
Forbes  CEO  Forum  -The  Politics  of  Business 

October  4-5,  2004 
The  St.  Regis  Hotel 
New  York,  NY 


Another  presidential  campaign  is  in  full  swing. 

But  for  today's  CEO,  "running  for  office"  is  a 
daily  affair.  Each  morning  brings  a  demanding 
blend  of  challenges  from  a  wide  range  of  fickle 
constituents:  Consumers,  testy  supply  chain  part- 
ners, government  regulators,  stockholders,  and 
consumer  watchdog  groups.  Today's  CEO  has  to 
communicate  every  single  waking  moment. 

THE  FORBES  CEO  FORUM  WILL 
PROVIDE  A  COMPREHENSIVE  GUIDE 
TO  PERFECTING  A  CEO  CENTRIC 
"POLITICAL  CAMPAIGN." 


Forbes 


CEO 


FORUM 


SPEAKERS  INCLUDE: 

•  Steve  Forbes, 

President  &  CEO,  Forbes 

•  Caspar  Weinberger, 

Chairman,  Forbes 

•  Brad  Anderson, 

Vice  Chairman  &  CEO,  Best  Buy 

•  Vern  Raburn, 

President  &  CEO,  Eclipse  Aviation 

•  William  Baldwin, 

Editor,  Forbes  magazine 

•  Garry  Betty, 

President  &  CEO,  Earthlink 

•  Noel  Tichy, 

Director,  Global  Leadership  Program 
&  Professor,  Organizational  Behavior 
&  Human  Resource  Management, 
University  of  Michigan  Business  School 


To  register  contact  Christina  Towle  at  For  sponsorship  information  please  contact  Kim 

212-367-2519;  ctowle@forbes.com.  Harrell  at  212-367-2532;  kharrell@forbes.com 

www.forbesconferences.com 


esented  by: 


learingPoint 

tess  and  Systems  Aligned.  Business  Empowered. 


Q 

Internet 
Security 
Systems8 


Sybase 

The  Enterprise.  Unwired. 


The  Patient  Investor  |  By  John  W.  Rogers  Jr. 


When  to  Say  When 


RECENTLY  I  WAS  STRUCK  BY  AN  UNUSUAL  EDITORIAL  IN 
the  Chicago  Tribune  that  tied  the  hype  surrounding 
the  final  season  of  the  popular  sitcom  Friends  to  our 
"natural  curiosity  about  how  things  end."  The  gist  of 
the  editorial:  "The  end  matters  ...  possibly  more  than 
all  that  came  before."  Advertisers,  anticipating  a  huge  audience, 
paid  Super  Bowl  rates  ($2  million)  for  30-second  slots  during 
that  show's  last  episode,  which  aired  May  6. 

Another  well-loved  TV  comedy,  Sex  and  the  City,  attracted  an 
enormous  viewership  of  10.6  million  fans  to  its  last  episode.  That's 
4  million  more  people  than  it  drew  on  any  other  given  night.  (Too 
bad  Sex  was  on  Home  Box  Of- 
fice, which  as  a  pay  cable  chan- 
nel enjoyed  no  ad  bonanza.) 

As  children,  before  we  can 
even  read,  we  come  to  expect  a 
"happily  ever  after"  and  believe 
the  story  is  not  complete  until  we 
reach  "The  End."  Human  nature 
is  fascinated  with  endings — 
whether  of  books,  movies  or 
sporting  events — and  we  yearn 
to  witness  the  finale  firsthand.  To 
those  who  already  know  where 
the  tale  winds  up,  we  plead, 
"Don't  tell  me  how  it  ends!" 

So  one  must  wonder  why 
more  people  don't  do  endings 
better.  One  hindrance  to  the  perfect  wrap-up  is  that  most  peo- 
ple don't  know  when  to  call  it  quits.  The  original  Jaws  was  a 
great  thriller.  The  sequels  were  not.  The  franchise  was  severely 
diminished  by  Jaws  III.  And  who  even  saw  Jaws  IV7.  Similarly, 
few  would  argue  that  Muhammad  Ali  was  indeed  the  Greatest, 
up  until  he  retired  in  1979;  then,  he  had  lost  only  three  decisions 
in  59  fights.  When  he  went  back  into  the  ring  a  year  later  and 
lost  back-to-back  bouts  to  Larry  Holmes  and  Trevor  Berbick, 
you  had  to  feel  sorry  for  him. 

Rare  is  the  lohnny  Carson  who  gracefully  bows  out  on  top 
and  does  not  feel  compelled  to  come  back  for  validation.  He  did 
it  right.  The  former  Tonight  Show  host's  reputation  has  risen  in 
retirement  because  of  his  absence  from  the  limelight. 

The  executive  suite  is  one  place  where  the  price  of  hanging 
on  too  long  is  often  paid  by  others — by  shareholders,  that  is.  To 
be  fair,  it  is  easy  to  see  how  committed,  hard-working  corporate 
leaders  have  difficulty  planning  their  exits  when  their  work  has 
largely  defined  their  lives.  Still,  Richard  Manoogian,  head  of 
home  furnishings  maker  Masco  for  36  years,  has  given  investors 
a  long-lagging  stock, 
even  while  collecting 


A  truly  great  chief 
executive  knows 
when  to  bow  out. 
If  only  every 
planned  exit 
came  off  as 
successfully  as 
the  last  episode 
of  Friends. 


large  pay  packages.  Manoogia 
67,  has  made  strategic  misstep 
like  buying  a  poorly  performir 
cabinet  business  and  overpa' 
ing  for  a  paint  company. 

Here  are  two  companh 
that  continue  to  show  gre; 
promise.  And  one  big  reason 
that  the  chief  executives  an 
their  boards  planned  the  perfe 
exit,  stage  right. 

Wal-Mart  Stores  (56,  wmt 
with  4,800  stores  across  the  globe,  serves  100  million  custome 
each  week.  Thank  the  foresight  of  the  company's  ubiquitoi 
and  now-deceased  founder,  Sam  Walton,  whose  legacy  remaii 
entrenched  in  the  corporate  philosophy.  Wal-Mart's  spectacul; 
growth  benefits  from  excellent  planning,  both  then  and  now. 

Walton  hired  his  hand-picked  successor,  David  Glass,  back : 
1976,  when  the  company  was  just  14  years  old.  They  worked 
closely  over  the  next  two  decades  that  by  the  time  Walton  hande 
Glass  the  chief  executive  role  in  1988,  theirs  was  a  common  visio 
During  Glass'  12-year  tenure  at  the  top,  the  number  of  ston 
tripled,  Wal-Mart  expanded  overseas,  sales  rose  tenfold,  and  ft 
split-adjusted  stock  moved  from  $3  to  $55.  Having  done  his  jc 
and  then  some,  Glass,  at  64,  stepped  down  from  his  top  spot 
2000.  Business  was  still  bustling,  but  he  knew  it  was  time  to  go. 

Lee  Scott,  a  25-year  company  veteran,  now  ably  runs  tl 
business.  Although  Wal-Mart  has  been  a  stock  market  darlir 
for  years  now,  the  company  sells  at  a  1 5%  discount  to  my  est 
mate  of  its  private  market  value.  It  is  worth  every  bit  of  its  trai 
ing  price/earnings  ratio  of  28.  I  expect  earnings  per  share  t 
compound  at  a  14%  rate  over  the  next  several  years. 

SunGard  Data  Systems  (26,  SDS)  supplies  the  technology  th 
handles  most  of  Nasdaq's  trades  and  provides  the  backu 
computers  for  companies  disrupted  by  disasters.  With  open 
tions  in  50  countries,  it  had  revenue  of  $2.9  billion  last  yea 
up  13.5%  from  2002.  This  company  has  excellent  leadersh 
development  and  succession  planning.  The  chief  executiv 
James  L.  Mann,  who  built  SunGard  for  two  decades,  steppe 
down  at  68  in  2002,  in  favor  of  Cristobal  Conde,  then  42. 

While  Mann  (now  nonexecutive  chairman)  is  the  deal  guy  wr 
expanded  SunGard  by  acquisition,  Conde  has  integrated  the  con 
pany's  holdings  and  is  now  focused  on  organic  growth.  Progress 
solid.  Customers  are  staying:  95%  of  the  company's  revenues  a 
recurring.  For  a  tech  stock  this  one  is  cheap  at  20  times  trailir 
earnings.  I  see  long-term  earnings  growth  of  11%.  SunGard  sel 
at  a  29%  discount  to  my  private  market  value  estimate. 
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Health 


The  Inflatable  Spine 

Doctors  are  realigning  broken  backs  with  an  injection  of  a  small  balloon,  by  matthew  herper 


■  SADOR  (IZZY)  LIEBERMAN  WAS  DUMBFOUNDED 
I  when,  in  1997,  an  energetic  inventor  named  Mark 
I  Reiley  showed  him  a  new  procedure  for  restor- 
I  ing  the  shape  of  broken  and  bent  spine  bones. 
I  "You're  going  to  take  a  balloon  where?"  said  the 
Cleveland  Clinic  orthopedist.  "And  do  what  with  it?" 

Once  Lieberman  tried  the  procedure,  known  as 
yphoplasty,  he  became  a  convert.  Reiley's  idea  of 
sing  a  thumb-size  balloon  as  a  bellows  to  prop  up 
□mpressed  vertebrae  has  become  one  of  the  fastest- 
rowing  back  procedures  in  the  U.S. — 33,000  a  year. 

Some  800,000  spinal  fractures  afflict  Americans 
ach  year  as  a  result  of  osteoporosis  or  bone  cancer. 
:not  treated  by  braces  or  surgery,  fractures  can  leave 
le  back  painfully  hunched,  crushing  the  lungs  and 
igestive  system  so  that  breathing  and  eating  be- 
ome  difficult. 

Kyphoplasty,  says  Lieberman,  who  now  directs 
le  Cleveland  Clinic's  center  for  minimally  inva- 
ive  surgery,  is  the  only  way  to  restore  a  fractured 
sine  to  its  normal  shape.  In  the  older  surgery,  ver- 
jbroplasty,  a  doctor  injects  cement  to  solidify  brit- 
e  bone  mass.  That  alleviates  pain  but  leaves  the 
one  deformed,  something  Lieberman  detests. 
The  premise  of  orthopedics  is  to  restore  align- 
lent  so  you  can  retain  function,"  says  Lieberman. 
I  trained  for  six  years  as  an  orthopedic  resident  to 
■am  to  put  bones  back  where  they  belong." 

Kyphon,  the  Sunnyvale,  Calif,  company  that 
eiley  founded  in  1994,  saw  its  sales  rise  72%  to 
131  million  last  year,  even  though  the  Food  & 
'rug  Administration  cleared  Kyphon's  premixed 
.'ment  recipe  only  two  months  ago,  allowing  the 
)mpany  to  market  the  full  procedure,  where 
afore  it  could  not  mention  cement  injection  or 
le  name  kyphoplasty.  Kyphon's  market  value  is 
p  120%  in  a  year  to  $940  million,  or  34  times 
st  year's  net  earnings. 

Reiley  was  an  orthopedic  surgeon  in  Berkeley,  Calif,  in  1984 
hen  he  began  working  on  techniques  to  restore  shape  to  spines, 
e  figured  it  would  be  possible  to  restore  shape  to  a  collapsed  bone 
he  could  first  hollow  out  a  space  inside  it  before  injecting  bone 
{■ment.  He  dove  into  spines  of  cadavers  with  tiny  jacks,  scrapers, 
i.-pandable  rotors,  lasers  and  ultrasound  when  he  happened  upon 
stack  of  balloons  used  to  clear  small  kidney  stones.  He  brought 


* 
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A  weakened  or  injured 
vertebra  can  fracture 
and  collapse. 


•  To  restore  shape, 
a  surgeon  inserts  two 
balloons  into  the  fracture. 


1  The  balloons  are  inflated, 
lifting  the  bone  mass  and 
creating  a  cavity. 


The  balloons  are  removed  one  at  a 
time  and  the  cavity  is  filled  with 
cement,  fixing  the  spine  in  place. 


them  into  the  anatomy  lab  and  tried  them,  first  drilling 
a  hole  in  the  bone  for  the  balloon  to  go  in,  then  inflat- 
ing it,  deflating  it  and  injecting  cement  into  the  cavity 
created.  The  balloons  were  a  success,  strong  enough  to 
move  bone.  In  an  October  2003  study  29  patients  had 
their  painfully  hunched  backs  unbent  by  8.8  degrees. 
Eventually  Reiley  created  even  hardier  versions. 
Kyphon  began  marketing  the  device  in  1999,  after 
being  cleared  by  the  FDA.  A  kyphoplasty  kit  for  a  sin- 
gle vertebra  costs  $3,500,  six  times  more  dian  some 
vertebroplasty  kits,  according  to  Shawn  Fitz,  an  ana- 
lyst at  Stephens  Inc.  Eerie  Truumees,  an  orthopedist 
at  Detroit's  William  Beaumont  Hospital,  says  that 
his  hospital  gets  the  same  payment  from  insurers  or 
Medicare  of  about  $5,000  for  each  procedure. 

Critics  of  the  procedure  say  it's  too  early  to  call 
it  a  success.  "I  am  certainly  not  going  to  say  that  it 
doesn't  work,  because  it  may  be  the  greatest  thing 
since  sliced  bread,"  says  Richard  Deyo,  a  professor 
of  medicine  at  the  University  of  Washington.  "I  just 
don't  think  we  know  that  yet."  Jeffrey  Goldstein, 
an  assistant  professor  of  orthopedic  surgery  at  New 
York  University's  Hospital  for  Joint  Diseases,  has 
been  impressed  with  the  results  of  his  kyphoplas- 
ties,  but  he  worries  about  performing  the  surgery 
too  broadly,  especially  on  elderly  patients  under 
general  anesthesia.  "I  think  this  is  an  excellent  pro- 
cedure in  the  proper  patient,"  says  Goldstein.  "I 
just  wonder  how  many  properly  indicated  patients 
there  will  be  after  all  the  dust  has  settled." 

Who's  the  patient  to  believe?  "Find  a  doc- 
tor who  does  both  procedures,"  says  John 
Mathis  of  the  Virginia  College  of  Osteopathic 
Medicine.  "Then  let  him  decide  which  is  in 
your  best  interest." 

"Sure,"  says  RciJey,  "but  if  it's  your  mother, 
get  the  balloon."  He  and  other  kyphoplasty  pro- 
ponents say  that  their  procedure  is  safer  than 
vertebroplasty.  Using  the  balloon  to  create  a  space  in  the  bone  sup- 
posedly allows  doctors  to  inject  cement  under  less  pressure,  po- 
tentially preventing  harmful  leaks  of  this  toxic  substance.  Rciicy 
now  a  consultant  at  Kyphon,  would  like  to  see  studies  comparing 
postoperative  lung  function  after  the  two  procedures  to  prove  his 
theory  that  kyphoplasty  patients  will  breathe  better.  "1  think  more 
people  would  use  it  anyway,"  he  says.  "Because  it  is  safer."  F 
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COLLECTING 


Red  Eye 

Collector  Michael  Mattis  aims  to  make  an  obscure  dead  Russian 
photographer  famous.  If  he  can,  he'll  make  himself  richer. 

BY  SUSAN  ADAMS 


DMITRI  BALTERMANTS,  A  BATTLEFIELD  PHO- 
tographer  during  World  War  II,  was  the  Red 
Army's  Robert  Capa.  Later  he  became  a  pho- 
tographer for  Ogonyok,  a  Soviet  newsmagazine. 
By  the  time  he  died  in  1990,  he  had  docu- 
mented everything  from  the  travels  of  Stalin,  Khrushchev, 
Brezhnev  and  Gorbachev  to  the  virtuous  lives  of  factory 
workers  and  milkmaids.Today  in  the  West  only  a  hand- 
ful of  his  images  make  the  rounds  of  galleries  and  auction 
houses,  where  they  sell  for  between  $5,000  and  $15,000. 
Therein  lies  a  great  value  play.  The  collector  who  owns  the 
rest  of  the  Baltermants  oeuvre  stands  to  make  a  fortune. 

That  collector  is  Michael  Mattis,  44,  a  former  Los 
Alamos  labs  physicist  who  has  turned  his  photo-collect- 
ing hobby  into  a  full-time  venture.  Mattis,  together  with 
his  cousin  Neil  Lemelman,  bought  the  entire  Baltermants 
archive  five  years  ago  for  $1  million  from  the  photogra- 
pher's family  in  Moscow. 

How  could  a  guy  with  a  government  job  afford  to 
buy  162,000  negatives  and  50,000  prints,  haul  them  to  the 
U.S.  and  hire  six  people  ( including  three  Russian  trans- 
lators) to  help  catalog  them?  Baltermants'  work  is  only 
part  (albeit  the  biggest)  of  Mattis'  trove.  The  whole,  ac- 
cumulated over  20  years,  is  estimated  to  be  worth  more 
than  $20  million. 

Mattis  and  Judith  Hochberg,  his  wife  and  collecting 
partner,  live  frugally,  pouring  every  extra  dollar  into  their 
collection.  In  the  couple's  mock-Tudor  house  in  Scars- 
dale,  N.Y.,  which  they  share  with  their  three  kids,  stalac- 
tites of  peeling  paint  droop  down  from  the  kitchen  ceil- 
ing, and  linoleum  curls  up  from  the  floor.  Mattis  drives 
a  1 99 1  Subaru  Legacy  that  he  acquired  through  a  trade  of 
photographs.  Now  he  and  Hochberg,  a  former  IBM  com- 
puter scientist  who  teaches  Spanish  and  French  at  a  mag- 
net high  school  in  Yonkers,  find  their  collection  has 
reached  a  point  where  it  pays  for  its  own  expansion.  "In 
Los  Alamos  lingo,"  says  Mattis,  "it's  a  self-sustaining 
chain  reaction." 

Example:  In  1990,  while  combing  through  books 


about  renowned  fashion  photographer  Irving  Penn, 
Mattis  and  Hochberg  discovered  that  in  1949-50  Penn 
had  done  a  series  of  nudes,  mostly  of  fat  women.  While 
other  Penn  prints  were  selling  for  $5,000  to  $15,000, 
these  were  priced  at  under  $2,500  each,  owing  to  the 
"challenging"  subject  matter.  (Penn's  models  usually 
were  X-ray  thin.)  Mattis  bought  16  prints.  Over  the  next 
five  years  he  was  able  to  sell  7  of  the  prints  for  $40,000, 
paying  for  the  whole  purchase.  The  Metropolitan  Mu- 
seum of  Art  put  on  a  show  of  Penn  nudes  in  New  York 
in  2002.  Now,  says  Mattis,  his  9  remaining  prints  are 
worth  at  least  $25,000  each. 

In  the  early  1980s,  when  Mattis  and  Hochberg  first 
began  their  acquisitions,  the  market  for  fine-art 
photographs  (as  opposed  to  old  photos  you  might  find 
in  an  antique  store)  was  barely  a  decade  old.  At  first  they 
concentrated  on  prints  made  between  1840  and  1870, 
the  first  three  decades  after  the  technology  was  formally 
announced  to  the  public.  They  paid  as  little  as  $500;  at 
least  one  of  those  classic  prints  is  now  worth  $50,000. 

The  couple,  then  both  doctoral  candidates  at  Stan- 
ford (he  in  physics,  she  in  linguistics),  bought  carefully. 
No  washed-out  or  yellowish  hues  (the  best  19th-century 
prints  have  a  deep,  almost  purplish  tone)  and  only  so- 
called  vintage  prints,  meaning  ones  printed  by  the  pho- 
tographer close  to  the  time  he  took  the  picture.  It  makes 
a  difference.  One  of  Edward  Weston's  famous  shell  stud- 
ies, printed  by  Weston  himself,  can  fetch  more  than 
$250,000.  A  picture  from  the  same  negative,  printed  after 
Weston's  death  by  his  son  Cole,  is  worth  just  $2,500. 

Weston  was  one  of  the  photographers  whose  work 
got  Mattis  and  Hochberg  interested  in  early-20th-cen- 
tury  photos.  For  Mattis,  Weston's  intricate  portraits  of 
objects  like  peppers,  cabbages  and  shells  reflected  his  own 
obsessively  detailed  study  of  quarks,  electrons  and  pho- 
tons. He  persuaded  members  of  Weston's  circle  to  part 
with  more  than  400  prints.  Today  Mattis  and  Hochberg's 
Weston  collection  is  worth  well  over  $5  million. 

During  a  four-hour  interview  at  his  home,  Mattis — 
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a  restless,  intense  live  wire  of  a  man — doesn't  sit  down  even 
once  (nor  does  he  offer  his  visitor  a  chair).  With  an  oddly 
cut  mustacheless  beard  and  zero  fashion  sense,  he  seems 
out  of  place  in  the  polished  art  world  in  which  he  travels. 
At  the  Phillips  de  Pury  auction  house  during  a  recent  auc- 
tion preview,  dapper  worldwide  photo  curator  Philippe 
Garner  straightened  Mattis'  disheveled  leather  jacket  and 
beige  corduroy  shirt.  No  matter  that  Mattis  is  maladroit, 
he  is  respected  by  fellow  collectors,  in  part  for  having  solved 
a  vexing  art  world  mystery. 

Mattis  and  Hochberg  owned  a  half-dozen  photos  by 
the  pioneering  documentarian  Lewis  Hine,  best  known 
for  his  shots  of  Ellis  Island  and  New  York  laborers  in  the 
1920s  and  1930s.  By  the  late  1990s  dealers  and  collectors 
realized  that  there  were  excessive  numbers  of  the  same  vin- 
tage Hines  making  the  rounds  of  shows  and  auctions.  How 
could  that  be? 

While  others  speculated,  Mattis,  working  with  two  con- 
servators and  a  paper-fiber  specialist,  succeeded  in  blowing 
open  the  biggest  forgery  scandal  in  American  photography. 
After  analyzing  optical  brightening  techniques  used  on  the 
prints  and  scrutinizing  the  corporate  logos  and  fiber  com- 
position of  the  paper,  Mattis'  team  proved  most  of  the  photos  could 
not  have  been  made  before  the  1950s,  long  after  Hine's  death. 

It  turned  out  that  Walter  and  Naomi  Rosenblum,  elderly, 
much-respected  Hine  scholars  and  dealers,  had  been  making  new 
prints  from  Hine's  negatives  and  selling  them  as  vintage. 

Consumed  by  projects  like  this,  Mattis  walked  away  from  a 
prestigious  J.  Robert  Oppenheimer  fellowship  at  Los  Alamos  to 
tackle  the  Baltermants  archive,  a  cataloguing  job  so  big  it  might 
better  have  gone  to  a  university  or  museum.  The  timing  was  right. 
This  was  2000,  when  Los  Alamos  was  threatened  by  forest  fires 
and  had  just  been  racked  by  the  Wen  Ho  Lee  nuclear  secrets  scan- 
dal. Coming  from  a  lab  that  had  played  such  a  key  role  in  winning 
the  Cold  War,  Mattis  saw  a  delicious  irony  in  his  having  bought  a 
Soviet  archive. 

Mattis  and  Hochberg  moved  back  to  Scarsdale,  where  they'd 
both  grown  up,  and  set  up  a  Baltermants  command  post  on  the 
second  floor  of  their  house.  Their  objective:  to  spread  the  Rus- 
sian's fame.  Though  Mattis  got  an  expression  of  interest  from  the 
Brooklyn  Museum  in  mounting  a  Baltermants  exhibit,  that  pro- 
ject was  put  on  ice  after  Sept.  1 1  chilled  arts  budgets.  He  since  has 
worked  out  a  deal  with  Dartmouth  College's  Hood  Museum, 

Photo  Enlargements 


Collector  Michael  Mattis  has  an  eye  for  value.  Since  he  started  buying  photographs  in  the 
early  1980s,  the  field  has  taken  off.  Some  of  his  best  buys,  he  says,  include: 

•  "Identical  Twins,  Roselle,  N.J."  (1967)  by  Diane  Arbus.  Mattis  bought  his  vintage  print  in 
1990  from  the  Robert  Miller  Gallery  for  $18,000.  In  April  a  print  of  the  same  photograph  sold 
at  Sotheby's  in  New  York  for  $478,400. 

•  "The  Great  Wave"  (1856)  by  19th-century  French  landscape  photographer  Gustave  Le  Gray. 
Mattis  bought  his  from  the  Daniel  Wolf  Gallery  in  1986  for  $11,000.  A  print  of  the  same  photo 
sold  at  Sotheby's  London  in  October  1999  for  $840,000. 

•  "Pepper  #31"  (1930)  by  Edward  Weston,  purchased  by  Mattis  from  the  Laurence  Miller 
Gallery  in  1993  for  $18,000.  A  print  of  the  same  photo  sold  at  Christie's  New  York  in 
October  2000  for  $110,500.  -S.A. 


where  a  wealthy  alumnus  has  chipped  in  $200,000  to  pay  for  a  set 
of  800  large-format  prints  that  span  Baltermants'  50-year  career. 

To  Western  eyes  today,  much  of  the  photographer's  work  looks 
mannered.  That's  because  Baltermants,  like  all  Soviet  photojour- 
nalists,  was  required  to  work  in  the  socialist  realist  style.  Photog- 
raphy's purpose  was  to  serve  the  state  and  to  make  sure  every  So- 
viet citizen  looked  pleased  as  punch  to  be  living  under 
communism. 

The  most  revealing  photos  are  those  Baltermants  didn't  dare 
print  until  long  after  he'd  taken  them.  "Grief,"  a  searing  1942  pic- 
ture of  a  muddy  Crimean  battlefield,  shows  an  anguished  peasant 
discovering  the  body  of  her  husband.  It  wasn't  printed  until  the 
1960s.  Nor  did  he  print  an  anomalous  photo  of  Khrushchev  taken 
during  the  premier's  waning  days  of  power.  It  shows  Khrushchev 
waving,  oblivious  to  the  fact  that  behind  him  a  disrespectful  un- 
derling has  turned  his  back  on  the  premier.  "Baltermants  had  a 
subversive  side,"  explains  Mattis. 

How  will  the  photography  market  treat  these  unfamiliar  im- 
ages? Mattis,  mindful  that  the  art  market  values  scarcity,  is  tread- 
ing carefully.  He  is  making  limited  large-format  editions  of  se- 
lected images,  including  four  additional  sets  of  the  800  prints  he's 
supplying  to  Dartmouth  and  28  each  oi 
two  portfolios  containing  20  World  Wai 
II  prints.  He's  already  sold  about  a  third 
of  the  portfolios  for  $10,000  each,  and  he's 
reached  an  agreement  with  San  Francisco 
dealer  Robert  Koch  to  retail  prints  and  to 
put  on  a  Baltermants  show.  A  gradual 
buildup  in  Baltermants'  fame  may  pay  ofi 
some  day  in  Russia,  where  the  newly  rich 
are  buying  back  their  country's  art  trea- 
sures. Mattis  would  be  pleased  if  someday 
the  archive  returned  home  to  Russia — at 
the  right  price.  F 
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bucketful  with  her  gossipy  autobiography,  Laughing  All  The  Way.  She  makes  no  bones 
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him  after  that.  All  my  life  I  could  never  fool  around  with  a  Republican."  — MALCOLM  S.  FORBES  (1976) 
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STANDARD 


Napster  is  back.  Over  700.000  songs  strong.  Students 
everywhere  are  downloading  the  music  they  want,  when  they 
want  it,  with  just  a  click.  IBM  is  helping  university  servers 
handle  the  demand.  That's  On  Demand  Business. 


-  The  new  Acura  2005  RL  automatically  downloads  diagnostic 

'M      ^  data,  maintenance  reminders  and  up-to-the-minute  traffic 

5jj  -  conditions.  IBM  business  consultants  helped.  Acura  delivered. 

*..>-.    -  That's  On  Demand  Business. 


It's  On  Demand  Business.  Ready  to  respond  to  the  pace, 
pressures  and  fluctuations  of  an  on  demand  world. 


On  Demand  Business  is  about  how  you  design  your 
business  to  respond  quickly  to  ever-changing  levels  of 
competition,  customer  expectation  and  market  flux. 

Few  of  today's  business  challenges  are  new:  create 
value,  differentiate,  delight  customers,  increase  your 
productivity,  grow. 

What  is  new  is  the  intense  pressure  to  deliver  it  all  in 
less  time,  with  less  money,  little  warning  and  almost 
no  forgiveness  for  error  -  against  a  constantly  fluid 
background.  All  of  which  creates  two  distinct  types  of 
organizations:  the  quick  and  the  dead. 

Staying  quick  means  rethinking  how  processes, 
people  and  information  are  integrated  across  your 
company.  Identifying  bottlenecks,  blind  spots  and 
inefficiency.  Rethinking  rigid,  costly  or  commodity 
processes.  Replacing  them -with  flexible,  integrated 


designs,  often  newly  enabled  by  technology.  Either 
in-house  or  with  partners.  One  step  at  a  time,  building 
ROI  upon  ROI. 

Why  IBM?  Because  the  best  partner  to  help  you 
integrate  is  the  partner  who  best  understands  all  the 
pieces  that  need  to  be  integrated,  from  people  to 
processes  to  industry  specifics  to  technology. 

That  partner  is  IBM. 

Today,  IBM  is  both  the  world's  largest  business 
consultancy  and  the  world's  largest  technology 
company,  with  deep  experience  in  industries  from 
Financial  Services  to  Government  to  Automotive.  We 
help  clients  thrive.  We  can  help  you,  too. 

It's  an  on  demand  world.  Be  an  On  Demand  Business. 

To  talk  to  us,  visit  ibm.com/ondemand 

ION  DEMAND  BUSINESS 

I     •  * 


.IBM-,  the  IBM  logo  and  the  On  Demand  logo  are  registered  trademarks  or  trademarks  of  International  Business  Machines  Corporation  in  the  United  Slates  and/or  other  countries. 
Other  company,  product  and  servicenames  may  be  trademarks  or  service  marks  of  others.  <£j  2004  IBM  Corporation.  All  rights  reserved. 


Sleep  more. 


No,  we're  not  a  mattress  superstor  e.  We're  one  of  the  nation  's 
leading  health  plans.  And  we  want  you  to  get  more  sleep 
because  it's  a  simple  thing  you  can  do  to  improve  your  health. 
If  everyone  were  more  conscious  of  their  basic  health  needs, 
we  could  all  contribute  to  reducing  the  rising  cost  or  health 
care  in  America.  Meanwhile,  we'll  locus  on  our  mission  to 
contain  rising  costs  by  offering  innovations  that  will  help 
doctors  deliver  quality  medical  care  more  efficiently.  Our 
Physician  Technology  Initiative,  for  example,  donates  new 
computers  to  help  doctors  reduce  paperwork  and  optimize 
their  time  with  patients.  So,  listen  to  FORTUNE9 magazine  s. 
Most  Admired  Health  Care  Company'-  and  get  some  shut-eye. 


WellPoint. 


JRTUNE'  March  8.  2004,  edition  ©2004  WellPoint  Health  Networks  Inc 


wellpoint.com 


Profiles  in  Business 


Every  business  is  a  team  of  individuals.  And  if  you  can  maximize  teamwork,  you'll 
maximize  productivity— which  is  where  Nokia  comes  in.  Everything  we  make,  from 


advanced  messaging  devices  to  secure  mobile  connectivity  offerings,  is  engineered  to 


Mobility:  Teamwork 


^jjjjj^  How  to  be  more  competitive,  more  productive,  and,  uh,  more  in  sync. 


improved  coordination,  faster  growth.  And  because  Nokia 

Nokia  security  appliance 

supports  a  variety  of  access  methods  and  devices,  your  people  can  work  on  their 
own  terms  while  taking  care  of  business  demands.  Learn  more  today.  And  give  your 
team— and  your  business— the  advantage  of  more  mobility.  Anytime,  anywhere, 

i  o 


and  on  virtually  any  device. 

1  IBS 
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peg, 

Nokia  One  Business  Server 

Learn  how  to  mobilize  your  team  and  increase  business 
productivity.  Download  "The  Anytime,  Anyplace 
World"  white  paper  at  »nokiaforbusiness.com 


The  "Never  in  the  Office"  Girl 


Metro  Mel 


Time  Zone  Tim 


IMOKIA 

Connecting  People 
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The  Royal  Bank  of  Scotland  Group 


Quality  investment  advice  is  for 
ealthv  investors  who  need  it. 


Tired  of  compromising? 
Here's  a  new  way  to  get  investment  advice. 

When  it  comes  to  investment  advice,  investors  have  had  few  affordable  options  between  going  with  a  full- 
commission  broker  or  doing  it  all  themselves.  Charles  Schwab  offers  choices  in  between. 

►  Advice  based  on  more  than  your  portfolio's  size. 

At  Schwab,  we  think  ongoing  personalized  investment  advice  should  be  available  to  all  investors 
who  need  it.  So  even  if  you  don't  have  a  huge  portfolio,  we've  got  options  for  you. 

►  Consultants  not  paid  to  sell  specific  stocks  or  funds. 

They'll  listen  to  you  and  take  your  needs  into  account.  Only  then  do  they  give  you  guidance  on 
building  and  maintaining  a  portfolio  that  works  for  you. 

►  All  at  a  fair  and  simple  price. 

At  Schwab,  we  think  advice  relationships  should  be  available  at  a  fair  and  reasonable  price. 
And  we'll  tell  you  up-front  what  the  fees  are  so  you'll  know  what  you're  paying  for. 


Get  advice  on  your  terms. 


^  Call  1-800-653-0243 


to  talk  to  one  of  our  consultants  about  Advised  Investing 
Services  or  other  Schwab  Personal  Choice™  options. 


How  do  you  know  if  you're  getting  quality 

investment  advice?  Call  or  stop  by  today  for  our  free  guide. 


diaries schwae 

Seeing  the  market  from  a  different  perspective.  Your: 


Schwab  Advised  Investing  Foundational'," Schwab  Advised  Investing  Signature  "  and  Schwab  Private  Client  "  are  available  for  a  fee.  You  mus 
have  a  Schwab  brokerage  account  to  receive  these  services.  Your  account  will  be  a  nondiscretionary  brokerage  account  and  not  an  investmen1 
advisory  account  regulated  under  the  Investment  Advisers  Act  of  1940.  Investment  advice  offered  within  these  services  is  solely  incidental  tc 
Schwab's  broker-dealer  services.  ©2004  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE.  (0404-3395).  ADS27069FUL. 
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Come  Home  to  Momma  Frustrated 
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independence.  By  Jonathan  Fahey 

Fool  Me  Twice  Suckers  scammed 
again.  By  Seth  Lubove 

Junk  Bond  Binge  No  credit? 
No  problem!  By  Nathan  Vardi 
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housing.  By  David  Armstrong 
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SPECIAL 
SECTION 
Wi-Fi  in  the 
21st-century 
Workplace 

No  longer  a  Sci-Fi  scenario,  Wi-Fi  delivers  the  real-world  promise  of 
mobile  solutions  and  has  the  power  to  transform  the  way  we  work. 
See  our  insert  after  page  114. 
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I70  Clearing  the  Air  Hydrogen- 
powered  cars  are  a  long  way  off. 
But  one  auto  supplier  is  already 
using  hydrogen  to  clean  up 
diesel  exhaust  fumes. 
By  Joann  Midler 

I74  Digital  Tools  |  Game  Got  You  Turn 
your  body  into  a  joystick. 

By  Stephen  Manes 

Marketing 

I77  Slow  Burn  Zig-Zag  fires  up  a  new 
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I80  In  Dust  We  Trust  A  nanotech 
company  starts  small. 
By  Tomas  Kellner 
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as  Lexus  dealers." 


I84  Near-Perfect  Pitch  The  guy  who 
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By  Dan  Ackman 
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By  Brett  Nelson 


200  Parlez  Vous  REIT?  As  U.S.  real 
estate  trusts  cool  off,  things  are 
heating  up  across  the  pond. 
By  Matthew  Swibel 

202  Makers  &  Breakers  FirstEnergy; 
Cognizant  Technology;  Taro  Phar- 
maceutical Industries;  Ford  Motor. 

204  Portfolio  Strategy  |  Road  Map  2004 

By  Kenneth  L.  Fisher 

206  Stock  Trends  |  Fed  Fear 

By  Laszlo  Birinyi  Jr. 

208  Financial  Strategy  |  Profit  Illusions 

By  A.  Gary  Shilling 
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2I0  The  Perfect  Patient  A  new 

simulator  for  medical  training 
could  prove  better  than  the 
real  thing.  By  Mary  Ellen  Egan 


Forbes  Life 

2I2  Lodging  |  "We  Weren't  Hut  People" 

Levi  Strauss'  former  president 
didn't  set  out  to  build  the  finest 
resort  in  New  Zealand.  It  just 
sort  of  happened. 

By  Brendan  Coffey 
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CEO  +  BPO"+  ADP  =  1  (gr 


ADP  introduces  one  really  smart  investment  - 
Comprehensive  Outsourcing  Services  (COS) 


COS  is  ADP's  total  back-office-to-front-office  BPO  solution;  designed  to  give 
large  businesses  such  as  yours  a  competitive  edge.  With  ADP's  domain  expertise  and 
a  proven  track  record  spanning  50  years,  you  can  count  on  us  to  be  there  for  your 
business  today,  tomorrow  and  well  into  the  future.  Plus,  no  one  else  offers  as  wide  a 
range  of  services  as  ADP  -  payroll,  benefits,  human  resource  management,  time  & 
labor  management,  tax  filing  and  much  more.  That's  why  businesses  across  26 
countries  choose  ADP  for  their  HR  outsourcing  needs.  When  it  comes  to  cost 
savings,  financial  stability  and  a  company  you  can  rely  on,  it  all  adds  up  to  ADP. 


1-800-CALL-ADP  www.adp.com 


HR  Information  Management  •  Benefit  Administration  •  Small  Business  Services  •  Payroll  Services 
Tax  &  Compliance  Management  •  TiiYte  &  Labor  Managenhent  •  Professional  Employer  Organization 

The  ADP  Logo  is  a  registered  trademark  of  ADP  of  North  America,  Inc. 
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The  right  software  can  transform  your 
infrastructure  into  an  on-demand  environment. 

The  best  way  to  survive  any  business  crisis  is  to  avoid  it  altogether.  That's  why 
our  management  software  is  designed  to  make  your  business  more  responsive 
than  ever.  It  lets  you  align  your  IT  to  fit  your  business  needs.  And  it's  seamlessly 
integrated.  As  a  result,  you  can  maximize  your  resources  and  increase 
profitability.  To  find  out  more  about  transforming  your  IT  environment  for 
business  success,  go  to  ca.com/management1. 
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HAT  CAN  BROWN  DO  FOR  YOU?1 


We  don't  just  synchronize  Deliveries. 
We  synchronize  companies. 


Traditionally,  supply  chains 
have  been  viewed  as  a  necessary 
evil.  A  cost  to  be  contained. 
Which  is  why  so  many  logistics 
managers  have  been  given  - 
orders  to  just  make  them  leaner 
and  cheaper. 

But  the  truth  is,  supply  chains 
do  not  exist  in  a  vacuum. 

They  are  the  one  thing  that 
integrates  every  single  part  of 
your  company.  Connecting  your 
suppliers  and,  most  importantly, 
your  customers. 

At  UPS  Supply  Chain  Solutions™ 
we're  working  with  customers 
to  synchronize  the  movement  of 
goods,  information,  and  funds. 
We  have  expertise  fn  everything 
from  freight  and  customs  handling 
to  inventory  management  and 
service  parts  logistics. 

We  know  how  to  design  the 
ideal  supply  chain.  And  we  have 
the  technology  to  give  you 
visibility  and  control  all  along 
the  way. 

At  UPS  we  see  this  as 
synchronizing  commerce. 

bur  customers  usually  see  it 
as  the  competitive  edge  they 
were  looking  for. 


UPS-SCS.com  1-866-822-5336 


keeping  up  with  new  customers. 

mberly-Clark  Corporation  is  home  to  some  of  the  world's 
ost  trusted  brands-like  HUGGIES'  and  KLEENEX;  With 
Derations  in  43  countries,  the  company  needed  to  simplify 
;  operations.  HP  helped  them  implement  a  standardized 
environment  that  streamlined  the  move  into  new  markets 
id  sped  the  integration  of  disparate  technology  into  their 
Derations. Today,  Kimberly-Clark  enjoys  a  41%  lower 
~0  of  IT,  and  is  able  to  stay  ahead  of  its  customers. 
ww.hp.com/adapt 
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SIDE  LINES 


The  Privatized  Policeman  The  fellow  in 

charge  of  Underwriters  Laboratories  is  getting  run  ragged  these 
days,  reportsJBretl  Nelson  on  page  103,  because  he's  got  to  keep 
his  customers  happy  while  hiring  salesmen  and  purchasing 
fancy  testing  equipment.  UL  is  the  not-for-profit  that  makes  sure 
your  fridge  won't  catch  on  fire  when  you  plug  it  in.  It's  the  dom- 
inant player  in  product  testing,  but  it  doesn't  have  any  monop- 
oly. If  it's  late  with  a  certification  or  rude  on  the 
phone,  the  manufacturer  may  send  the  next 
assignment  to  a  rival  testing  company. 

Competition  at  work.  What  a  radi- 
cal thought!  Suppose  we  applied  it  to 
other  organizations  that  protect  the 
public. 

The  Food  &  Drug  Administration 
is  in  business  to  make  sure  pills  are  safe 
and  effective.  It  protected  us  from 
thalidomide,  but  its  slow  and  careful  ways 
may  be  killing  cancer  patients.  On  balance,  is 
it  doing  a  good  job?  The  way  to  find  out  is  to  make  it  compete. 
Give  pillmakers  the  option  of  sending  a  new  drug  to  a  non- 
government testing  lab  for  approval.  And  let  patients  decide, 
when  they  buy  pills,  whose  seal  of  approval  they  want. 

A  federal  agency  crash-tests  cars.  So  does  Consumer  Reports. 
They  should  compete  for  car  buyers'  attention. 

John  Garamendi,  the  California  insurance  commissioner, 
puts  a  stamp  of  approval  on  life  insurers.  Smart  consumers 
don't  settle  for  that;  they  look  at  the  rating  from  A.M.  Best  Co. 
So  why  not  make  state  regulation  optional?  If  too  many  insurers 
opted  out,  Garamendi  would  have  to  seek  a  new  line  of  work. 
Perhaps  he  could  go  into  politics. 

A  bevy  of  regional  accrediting  organizations,  with  quasi- 
governmental  authority,  determines  which  colleges  are  up  to 
snuff.  Is  all  their  paperwork  useful  to  you  when  you  are  asked  to 
pay  $38,000  for  tuition,  room  and  board?  You  might  be  better 
off  with  a  copy  of  Peterson's  Complete  Guide  to  Colleges.  Let's 
make  accreditation  optional,  at  least  for  liberal  arts  programs. 
The  government's  regulatory  reach — and  its  subsidies — should 
extend  only  to  vocational  schools. 

We're  spending  $1.8  billion  a  year  on  the  government  regu- 
lators who  make  sure  your  bank  doesn't  go  bust.  They  seem  to 
be  doing  a  good  job;  one  doesn't  hear  about  runs.  But  why 
should  the  government  have  a  monopoly  on  bank  supervision? 
Make  the  feds  compete  with  Moody's  for  the  business.  Don't  be 
fearful  that  banks  would  gravitate  to  pushover  auditors.  They 
want  your  deposit  money. -It  would  be  helpful  if  we  also  abol- 
ished federal  deposit  insurance.  It's  remarkable  how  smart  con- 
sumers can  be  when  their  own  money  is  at  stake. 
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Prudential  Financial  makes 
a  bold  move  to  bring  you 
an  even  better  retirement  plan. 


Combining  the  strength  of  two 
top  retirement  services  providers. 


With  the  recent  acquisition 
of  CIGNA's  retirement  services 
operation,  Prudential  Retirement 
now  offers  even  greater  strength 
and  more  resources  to  grow  and 
protect  your  wealth. 

Today,  when  you  choose  Prudential, 
you'll  find  a  full  spectrum  of  retirement 
plans — defined  contribution,  defined 
benefit,  non-qualified,  not-for-profit, 
governmental,  and  multi-employer — 
customized  to  your  specific  needs. 

You'll  enjoy  access  to  an  even  broader 
array  of  investment  offerings  from 
world-class  money  managers. 

You'll  benefit  from  state-of-the-art  technology, 
dependable  risk  management  support, 
cutting- edge  participant  education  programs, 
and  unparalleled  advisory  services,  all  to 
help  you  satisfy  your  fiduciary  obligations. 

Of  course,  it's  all  backed  by  the  trusted  brand 
and  Rock  Solid®  commitment  of  Prudential. 


The  retirement 
business  of 
Prudential  CIGNA 

The  two 
businesses 

Retirement 

Corporation 

combined 

Total  Assets  under 
administration 

$71  billion 

$49  billion 

$120  billion 

Defined  Benefit/Guaranteed 
Products  assets' 

$42  billion 

$19  billion 

$61  billion 

Defined  Contribution 
assets 

$29  billion 

$30  billion 

$59  billion 

Defined  Contribution 
participants 

1.061  million 

1.079  million 

2.1  million 

Defined  Contribution 
ranking  (by  assets)* 

20th 

16th 

8  th 

Stable  Value  and  funding 
agreement  ranking  (by  assets)' 

5th 

4th 

1st 

'  Includes  guaranteed  investment  contracts  and  investment  advisory  accounts 

i  Based  on  PlanSponsor  Magazine  June  2003  survey  ol  defined  contribution  providers. 

>  Based  on  UMRA  International,  2003. 

Prudential  Retirement. 

More  than  75  years  of  experience  and  stronger 
than  ever.  Find  out  what  we  can  do  for  your 
retirement  plan  now.  For  information,  call: 

1-800 -THE- ROCK  ext.  3882 


Prudential  (M  Financial 

Crowing  and  Protecting  Your  Wealth® 


Prudential  Financial  is  a  service  mark  of  The  Prudential  Insurance  Company  of  America,  Newark,  NJ  and  its  affiliates.  Securities  products  and  services  are 
offered  by  Prudential  Retirement  Brokerage  Services,  Inc.  (PRBS),  280  Trumbull  Street,  Hartford,  CT  06103.  PRBS  is  a  Prudential  Financial  company. 
Prudential  Retirement  is  a  Prudential  Financial  business.  Mutual  funds  are  sold  by  prospectus  only.  INST-20040506-A015513 


FOR  THE  FIRST  TIME  EVER,  FLY  NOI 

Now  the  world  is  an  even  smaller  place.  After  introducing  the  first  non-stop  flight  between  Los  Angeles  and  Singapa 
in  February,  Singapore  Airlines  now  offers  daily  non-stop  service  between  New  York  (Newark)  and  Singapore.  En\i 
more  comfort  and  space  on  our  new  Airbus  340-500  while  reducing  travel  time  by  up  to  four  hours.  Experience  a  mol 


"OP  FROM  NEW  YORK  TO  SINGAPORE. 

urious  Raffles  Class  or  our  new  Executive  Economy  Class,  both  specially  designed  with  the  executive  traveler  in  mind. 
:d  of  course,  the  inflight  service  even  other  airlines  talk  about. 

A  great  way  to  fly 

SinGAPORE  AIRLIHES 


.nonstop2singapore.com  A  star  alliance  MEMBER    y  ^ 
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Bargaining  for  Intelligence 

Your  story  on  Geneva  Global,  "Contrar- 
ian Charity"  (May  10,  p.  102),  picked  a 
solid  example  of  how  philanthropy  can 
learn  from  the  best  practices  in  busi- 
ness. However,  you  describe  Geneva's 
10%  fee'as  "hefty."  I  disagree.  Most 
charities  disguise  the  real  costs  of  giving. 
A  recent  estimate  for  American  non- 
profits distributing  philanthropic 
monies  abroad  suggests  a  typical  cost  of 
24%.  We  recently  used  Geneva  to  check 
a  lead  on  an  ostensibly  attractive  grant 
in  India.  Prognosis:  not  pretty.  Result: 
no  deal,  and  all  of  the  money  saved  for 
better  purposes.  Opportunities  for 
doing  great  good  with  small  donations 
in  the  developing  world  are  spectacular. 
But  clear,  unbiased  fiduciary  and  per- 
formance information  is  very  hard  to 
come  by.  A  10%  load  is  a  bargain. 

CHARLES  HARPER 
Executive  Director, 
John  Templeton  Foundation 
Radnor,  Pa. 

Hedge  Fund  Follies,  Part  Deux 

The  Managed  Funds  Association  shares 
your  contempt  for  fraud  in  the  financial 
services  industry  ("The  Sleaziest  Show 
on  Earth,"  May  24,  p.  1 10).  We  strongly 
agree  with  you  that  hedge  funds  are 
appropriate  only  for  sophisticated 
investors  with  substantial  assets  and  not 
for  "middle-class  savers."  But  the  pic- 
ture painted  by  your  story  no  more 
resembled  the  hedge  fund  industry  than 
a  boiler  room  represents  the  securities 
business.  You  made  no  mention  of  the 
SEC's  report  on  the  hedge  fund  industry, 
which  found  no  evidence  of  significant 
fraudulent  activity  following  an  18- 
month  investigation.  In  fact,  of  nearly 
3,400  enforcement  actions  brought  be- 
tween 1997  and  2002,  only  2%  involved 
hedge  funds  or  commodity  pools. 

JOHN  G.  GAINE 
President,  Managed  Funds  Association 
Washington,  D.C. 

Need  a  Headlight? 

I've  been  reading  FORBES  since  college 
and  have  always  enjoyed  your  insights. 
But  I  disagree  with  "The  Disposable 


Not  All  That  Glitters  Is  Gold 

Most  actors  who  receive  residual 
payments  aren't  nearly  as  suc- 
cessful as  those  cited  in  "Shoot- 
out in  Hollywood"  (June  7, 
p.  58).  The  uncertainty  of 
performers'  careers  entitles  them 
to  some  measure  of  security. 
Other  artists  are  compensated 
after  their  original  work  is  pro- 
duced. Why  not  those  in  the  per- 
forming arts? 

ROBERT  KRAUSE 
Columbia,  Md. 


Car"  (May  24,  p.  68).  Every  insurance 
company  has  claims  adjusters  who  do 
nothing  but  call  on  auto  recyclers  for 
parts  when  writing  estimates.  Our 
largest  volume  of  sales  come  from  body 
shops  that  prefer  to  work  with  auto  re- 
cyclers  (junkyards)  because  the  parts 
are  cheaper.  You  cited  a  BMW  headlight 
that  retailed  for  $2,000.  With  our  na- 
tionwide parts  locator  I  can  have  a  left 
headlight  (with  Xenon  bulb,  no  amber 
cornering  lenses  1  that  fits  a  new  BMW 
745U  for  $450. 

CHARLES  (CHUCK)  HUARD 
Salesman,  Denton  Auto  Salvage 
Saint  Mary's,  Kans. 

Shortsighted? 

I  differ  with  FORBES'  analysis  and  strong 
short-selling  of  Laserscope  in  "Laser 
Burn"  (Makers  &  Breakers,  June  7, 
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BEWARE  OF  HARDWARE  TRAPS 

VERITAS  software  works  with  all  storage  hardware.  You  can  take  advantage  of  tumbling  disk  prices,  and  make  your  IT 
staff  more  productive.  That's  why  99%  of  the  FORTUNE  500®  rely  on  VERITAS.  Software  for  Utility  Computing,  veritas.com 


VERITAS 


O  2004  VERITAS  Software  Corporation.  \ll  rights  reserved.  VERITAS  and  the  \  E  KIT  \s  Logo  are  trademarks  or  registered  trademarks  of  V  E  RITAS  Software  Corporation 
or  Us  affiliates  in  the  I  .S.  and  other  countries.  OiImt  names  ma)  be  trademarks  of  their  respective  ow  ners. 


•  Ready  to  go  right  out  of  the  box 

•  Pre-loaded  hard  drive 

•  Detailed  City  Navigator"  street  maps 

•  Covers  ail  U.S.  and  major  Canadian  cities 

•  Touch  screen  and  remote  control 

•  Automatic  turn-by-turn  directions 

•  Voice-guided  steering  prompts 

•  High  resolution,  bright  color  display 

•  Compact,  lightweight,  truly  portable 

•  Includes  12/24  volt  plug-in  adapter 

•  Power  adapter  has  built-in  speaker 

•  "Find  Feature"  access  to  restaurants, 
hotels,  services,  points  of  interest,  etc. 

•  Quick-release  dash  mounting 

•  Use  in  multiple  vehicles  or  rental  cars 

•  Garmin  12-channel  GPS  accuracy 


HIT  THE  ROAD 
WITH  NO  DOWNLOAD 

GARMIN  STREETPILOT  2620. 


Visit  your  dealer  or  go  to  garmin.com 
for  more  details  on  mobile  navigation 
with  a  built-in  headstart. 


GflRMIN 


www.garmin.com  nasdaqgrmn 
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p.  216).  Look  at  our  aging  population  and 
those  who  suffer  from  BPH  (benign 
prostate  hyperplasia).  There  is  demand 
for  an  outpatient  procedure  that  has  min- 
imal side  effects,  with  very  little  bleeding 
and  virtually  no  sexual  dysfunction.  You'll 
find  a  lot  of  lemonade  being  made  out  of 
the  lemons  you  profess  to  have  found. 

WILLIAM  SCHAEFER 
Firefighter 
Castle  Rock,  Colo. 

Turndown  Service  Isn't  Bad,  Either 

"Tough  Guys  Finish  First"  (May  10,  p.  66) 
is  a  prime  example  of  the  fact  that  who- 
ever owns  accounts  receivable  owns  the 
business.  Owning  assets  automatically 
generates  negative  cash  flow  like  taxes, 
insurance  premiums  and  debt  service. 


EXEC  PAY  THE  BEST 
BOSSES  FOR  THE  BUCK 


JAPAN  LAND  OF 
RISING  STOCKS 


Not  only  that,  the  owner  may  get  locked 
in  to  a  single  account  receivable  with  no 
gains  or  losses  from  the  use  of  his  asset. 
His  only  variable  is  the  market  value  of 
the  asset  resulting  in  capital  gain  or  loss  if 
he  should  sell  it.  The  beauty  of  Marriott's 
model  is  that  it  gets  the  benefit  of  high 
fees  from  its  hotel  owners  but  none  of  the 
downside  of  owning  assets. 

TOM  MARTIN 
El  Dorado  Hills,  Calif. 

It's  the  Middlemen,  Stupid 

"Preying  on  Human  Cargo"  (June  7, 
p.  74)  was  a  stunner.  The  profiteering 
middlemen  trading  in  illegal  immigration 


are,  in  fact,  part  of  the  underground 
economy.  As  with  virtually  all  of  this  kind 
of  economic  activity,  its  existence 
depends  on  burdensome  aboveground 
controls,  usually  imposed  by  government. 
In  this  case,  our  best  solution  is  to 
strengthen  enforcement  efforts  against 
illegal  immigration  while  at  the  same 
time  expediting  legal  immigration. 

ROGER  MAUPIN 
Lockhart,  Tex. 

There  is  a  simple  solution  to  the  suffering 
and  criminal  activity  generated  by  illegal 
immigration.  By  enforcing  sanctions 
against  employers  and  improving  domes- 
tic enforcement  through  legislation  such 
as  the  proposed  Clear  Act,  we  would 
reduce  demand  for  middlemen's  services. 
Ironically,  immigrant  rights  groups  that 
press  for  amnesties  and  lax  enforcement 
actually  serve  to  perpetuate  these  abuses. 

JAMES  SEIDMAN 
Naperville,  III. 

All  in  the  Algorithm 

In  "Mass  Intelligence"  (On  My  Mind, 
May  24,  p.  48)  James  Surowiecki  says  that 
Google  works  because  the  collective  intel- 
ligence of  Web  page  links  is  better  than 
individual  intelligence.  So  multiple  search 
engines  should  work  better  than  wise 
Google.  Metasearch  engines  like  Dogpile, 
Ixquick  and  Vivisimo  combine  the  votes 
from  multiple  search  engines — Google 
and  others — into  a  collective  ranking. 
Shouldn't  such  collective  intelligence 
work  better  than  any  single  search 
engine? 

RAUL  VALDES-PEREZ 
Pittsburgh,  Pa. 

Ticker  Shock 

"When  Patience  Pays"  (June  7,  p.  172) 
overstated  Hewlett-Packard's  recent  trad- 
ing price  as  being  $45.37  (it  was  actually 
$19.33)  and  the  yield  for  OMI  at  4.1% 
(the  correct  yield  is  1.9%). 


Forbes 

Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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Now  you'll  have  the  whole  country  at  your  fingertips  -  with  Garmin's  new  StreetPilot®  2620. 
Its  pre-loaded  hard  drive  comes  with  detailed  City  Navigator  "  street  mapping  for  the 
entire  U.S.  and  Canada.  So,  there's  no  need  to  download  area-specific 
maps  -  or  even  hook  up  your  computer:  The  2620  comes  ready  to  roll 
right  out  of  the  box.  Just  enter  your  destination  via  the  touch  screen  or 
remote  control,  and  StreetPilot  will  guide  you  there  with  turn-by-turn 


directions  and  voice  steering  cues.  You  can  look  up  restaurants,  hotels,  or  other  addresses 
in  seconds.  Plus,  you  never  pay  a  service  charge  or  subscription  fee  for  access.  Just  turn  it 
on  and  you're  good  to  go.  Anywhere.  Anytime.  Any  vehicle. 


www.garmm.com  nasdaqgrmn 
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Here  are  three  figures  any  CFO  and  CEO  will  love. 
$100  million.  240,000  disability  days.  Up  to  17% 
fewer  claims.  That's  what  our  safety  programs 
saved  our  clients  last  year.  Those  numbers 
become  even  more  compelling  when  you 
consider  this  fact:  injuries  and  disabilities  can 
comprise  5%  or  more  of  a  company's  costs. 
This  is  where  Liberty  Mutual  can  truly  help.  Over 
the  years,  our  loss  prevention  specialists  have 
developed  a  wide  range  of  safety  programs,  each 
designed  to  not  only  help  businesses  become 
safer,  but  more  cost  efficient. 
We  use  all  the  latest  technologies,  but  the 
approach  itself  goes  back  90  years  to  our 
founding  philosophy:  to  help  people  live  safer, 
more  secure  lives.  As  it  turns  out,  that  includes 
giving  companies  a  sizeable  financial  advantage. 
Something  any  board  member  can  appreciate. 


For  more  information  on  ho  v  to  help  moke  your  workplace  safer,  visit  www.libertymutuol.com/business 


Liberty 
Mutual 


2003  liberty  Mutuol  Group 


FACT  AND  COMMENT 

By  Steve  Forbes,  Editor-in-Chief 
"With  all  thy  getting  get  understanding" 


Getting  Serious  About  Syria  and  Iran 


TURKEY 


IRAN  AND  SYRIA  ARE  NOW  PLAYING  ROLES  SIMILAR  TO  THOSE  OF 
the  Soviet  Union  and  China  during  the  Vietnam  War.  Iraq's  neigh- 
bors supply  sanctuaries,  money,  weapons  and  even  manpower  to 
fan  the  insurgency  in  Iraq  against  American  and  allied  occupation 
forces.  If  we're  serious  about  winning  this 
strategic  battle — saving  Iraq  from  fanatical 
Islamic  guerrillas — then  we'd  best  be  pre- 
pared to  make  major  moves.  In  addition  to 
waging  unrelenting  warfare  inside  Iraq — no 
more  offensive- inter ruptus  a  la  Fallujah — 
we  must  aggressively  move  against  these 
outside  abettors  of  rebellion. 

Syria  has  a  large  Kurdish  population, 
some  1.7  million  people.  Why  not  mount  a 
military  expedition — made  up  primarily  of 
Iraqi  Kurdish  militia  forces — to  secure  a 
free  Kurdish  zone  in  Syria?  We  did  that  more  than  a  decade  ago  in 
Kurdish-dominated  northern  Iraq.  The  once-Saddam-Hussein- 
oppressed  Kurds  quickly  learned  the  art  of  self-government.  They 


are  our  most  reliable  ally  today  in  that  misbegotten  country.  Estab- 
lish a  similar  zone  in  Syria,  and  Syrian  dictator  Bashar  al-Assad — 
who  is  probably  hiding  some  of  Saddam's  weapons  of  mass 
destruction — might  get  the  message:  Don't  mess  with  us  in  Iraq. 


AZERBAIJAN 


Area  of  Kurdish  population 
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Iran  has  major  ambitions  in  this 
region,  none  of  them — especially  the 
development  of  nuclear  weapons — help- 
ful to  us.  We  should  immediately  seize  the 
three  major  Iranian-controlled  islands  in 
the  Persian  Gulf  and  declare  a  blockade 
against  the  export  of  Iranian  oil.  Without 
their  petroleum  cash  cow,  how  long  would 
the  dictatorial  fundamentalist  mullahs 
last?  They're  already  highly  unpopular. 

Such  dramatic  steps,  though,  are  not 
likely  to  be  taken,  to  say  the  least.  Which  is 
another  reason  Middle  Easterners  and  others  harbor  the  suspi- 
cion that  once  the  appropriate  diplomatic  fig  leaves  are  in  place, 
the  U.S.  will  cut  and  run  from  Iraq. 


X  " 


KUWAIT 


We  Build,  They  Destroy 


PRESIDENT  BUSH  SHOULD  BE  LINKING  OUR  EVER-STRONGER 
economy  with  the  war  on  terror,  making  the  point  that  while  we 
are  fighting  the  foes  of  civilization,  we  are  also  able  to  expand,  to 
create  more  jobs  and  more  opportunity.  The  strengthening  econ- 
omy is  a  resounding  refutation  of  the  nihilistic  forces  that  are  try- 
ing to  destroy  us.  Ronald  Reagan  did  something  similar  in  the 
1980s.  Thanks  to  his  policies  the  American  economy  prospered 
mightily  during  the  1980s  while  we  were  embarked  on  the  biggest 
peacetime  military  buildup  ever.  All  this  demoralized  our  adver- 


sary, the  Soviet  Union,  which  led  to  our  Cold  War  victory,  some- 
thing that  only  a  few  years  earlier  had  seemed  utterly  inconceivable. 

Bill  Clinton  always  managed  to  insert  his  image  onto  anything 
positive,  even  when  he  had  nothing  to  do  with  it.  President  Bush, 
in  contrast,  is  receiving  little  or  no  credit  for  the  surging  economy, 
appearing  in  the  public's  mind  to  be  practically  a  bystander. 

The  Administration,  especially  the  President,  should  be  force- 
fully extolling  its  economic  successes.  It  is  no  coincidence  that  mus- 
cular growth  came  on  the  heels  of  last  spring's  impressive  tax  cuts. 


Witch  Trials 


IT'S  ONE  THING  TO  PROSECUTE  CORPORATE  WRONGDOING,  AS 
with  Enron,  quite  another  to  prosecute  for  political  purposes. 
Several  recent  cases  smack  of  political  grandstanding: 
•  New  York  State  Attorney  General  Eliot  Spitzer,  a  wannabe  gov- 
ernor and  perhaps  President,  filed  a  lawsuit  against  Richard 
Grasso,  the  former  head  of  the  New  York  Stock  Exchange,  for 
fraudulently  receiving  excessive  pay.  The  Big  Board's  board  of 
directors  during  Grasso's  time  at  the  helm  included  the  CEOs  of 
America's  foremost  financial  houses  and  several  heads  of  major 
corporations — hardly  a  gullible,  dupable  bunch.  Spitzer  showed 
his  true  colors  by  including  only  one  director  in  his  suit.  The 
most  notable  name  not  named  was  the  head  of  the  compensa- 
tion committee  during  part  of  Grasso's  tenure,  who  just  hap- 


pens to  be  a  powerful  figure  in  New  York  Democratic  politics. 

•  The  state  of  Connecticut  is  suing  Forstmann  Little  &  Co.  for 
fraud  over  two  busted  telecom  investments.  The  notion  that 
Connecticut  investment  officials  didn't  understand  that  firms 
like  Forstmann  take  real  risks  for  the  possibility  of  big  gains 
belies  credulity.  This  is  politics  once  again.  Ted  Forstmann  is  a 
major  GOP  fundraiser.  The  two  Connecticut  state  officials  who 
filed  the  suit  are  Democrats.  Forstmann's  key  partner  in  those 
two  investments  is  a  Democrat  who  is  now  running  for  the  U.S. 
Senate  in  North  Carolina.  Initially  this  individual  was  not  named 
in  the  suit;  he  was  subsequendy  added  after  a  political  uproar. 

•  Frank  Quattrone,  an  extraordinarily  well-compensated  invest- 
ment banker  during  the  go-go  1990s,  was  recently  convicted  of 
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obstruction  of  justice  for  (supposedly)  trying  to  destroy  docu- 
ments the  government  wanted.  The  presiding  judge  repeatedly 
made  questionable  rulings  to  help  the         v^""  '^m**?' 


prosecution.  Prosecutors  had  to  prove  that 
Quattrone  intended  to  commit  an  illegal 
act;  negligence  is  not  a  crime  here.  Yet  the 
judge's  instructions  to  the  jury  blatantly 
muddied  that  issue. 

•  Martha  Stewart  was  found  guilty  for  not 
telling  the  truth  about  a  crime  she  did  not 
commit;  the  feds  never  accused  her  of  insider 
trading.  But  the  powers  that  be  in  Washing- 
ton clearly  wanted  her  head  on  a  pike  during 
tl lis  election  year.  How  else  to  explain  why  the 
once  highly  regarded  laboratory  director  for 
the  Secret  Service  now  stands  accused  of  perjury  for  the  testimony  he 
gave  at  Martha's  trial?  The  pressure  on  him  must  have  been  extreme. 


charge  individuals  with  criminal  perjury  if  they  aren't  com- 
pletely truthful  in  statements  to  corporate  lawyers.  Since  when 
are  company  attorneys  de  facto  agents  of 
the  government?  Sentencing  guidelines 
now  serve  to  promote  many  years  behind 
bars  for  convicted  white-collar  criminals. 
Is  that  prospect  being  used  to  coerce  testi- 
mony or  settlements  from  midlevel  execu- 
tives who,  while  believing  themselves 
innocent,  don't  dare  risk  a  trial? 

In  fevered  times,  the  ancients  felt  the 
gods  had  to  be  propitiated  with  human 
sacrifices.  A  few  centuries  ago  public 
clamor  for  retribution  often  involved  exe- 
A  woman  being  hanged  for  witchcraft.  cuting  alleged  witches.  We're  obviously 

more  civilized  today — the  most  you  can  lose  is  your  reputation, 
your  money  and  the  time  spent  in  the  pokey.  But  the  base 


There  are  other  questionable  actions.  Prosecutors  want  to     motives  behind  some  of  today's  punishments  are  not  dissimilar. 


Tie  One  On 


FOR  FATHER'S  DAY,  OR  ANY  OTHER  DAY 
for  that  matter,  gift  givers  should 
consider  ties  from  Vineyard  Vines 
( www.vineyardvines.com ).  They're  well 
made,  and  the  designs  are  whimsically 
original.  Two  favorites  of  Yours  Truly: 
the  Bull  &  Bear  and  the  Spring  Chicken. 
This  outfit  was  started  by  two 


brothers,  Ian  and  Shep  Murray,  who 
quit  their  corporate  jobs,  left  Manhat- 
tan and  plunged  into  the  tie  business. 
From  the  beginning  their  ties  were  a  hit. 

Who  hasn't  occasionally  dreamt  of 
chucking  it  all  and  doing  something 
similar  to  what  the  Murrays  actually 
have  done? 


A  Lightning  Read 


The  Blitzkrieg  Myth:  How  Hitler  and  the  Allies  Misread  the  Strategic 
Realities  of  Worid  War  II  h  John  Mosier  (HarperCollins,  $27.50). 
This  provocative  book  tosses  military-history  hand  grenades  on 
almost  every  page,  challenging  just  about  every  generally  held 
notion  about  World  War  II.  The  fundamental  thesis:  that  the  "air- 
power  theories  of  men  like  [Italian  aviator  Giulio] 
Douhet  and  the  Blitzkrieg  theories  of  men  like  [English 
General  J.F.C.]  Fuller — both  proposed  to  strike  directly 
into  the  heart  of  the  enemy,  to  win  the  war  in  one 
swift  and  decisive  stroke" — are  fundamentally  false. 

Mosier  is  absolutely  right  in  that  neither  airpower 
nor  armor  alone  would  prove  decisive  in  that  cataclysmic 
conflict.  But  the  early  World  War  II  German  offensives 
went  far  beyond  what  Douhet  and  Fuller  were  propos- 
ing. Unfortunately  for  the  Allies,  German  Blitzkrieg  or 
"lightning  warfare"  involved  more  than  armor  or  airpower.  Even 
by  1918  the  Germans  had  mastered  the  art  of  rapid,  mobile  attacks 
by  integrating  brilliant  infantry  tactics  with  various  oft-superior  or 
new  weapons  systems.  What  they  did  in  1940  was  to  add  tanks  and 
effective  ground-to-air  support  to  the  formula  and  catastrophically 
disrupted  the  French  command  and  control  systems,  which,  in 
turn,  crippled  their  ability  to  direct  military  counterstrokes.  Ger- 
man intelligence  had  factored  in  the  French  army's  fatally  slow  reac- 
tion to  their  assault  through  the  Ardennes  Forest.  The  Germans 


came  perilously  close  to  achieving  similar  results  against  the  Rus- 
sians in  1941.  Not  until  late  1942  did  the  Allies  begin  to  catch  on. 

Even  if  you  take  issue  with  some  of  Mosier's  interpretations, 
you'll  find  this  a  superb  read.  Contrary  to  myth,  fortifications 
played  an  important  role  in  prewar  planning  for  both  Germany 
(as  the  Allies  ruefully  discovered  in  1944)  and  France. 
France  had  more  tanks  than  Germany,  and  most  were 
superior  in  design.  Strategic  bombing  cost  the  Allies 
dearly.  Erwin  Rommel's  reputation  is  grossly  overin- 
flated,  and  British  commander  Bernard  Law  Mont- 
gomery's is  badly  underrated  (Monty's  insufferable 
personality  has  blinded  most  historians  to  his  very  real 
abilities).  The  book  gives  the  heroic  Dutch  of  1940 
their  due,  correcdy  blasts  the  Allied  campaign  in  Italy 
and  gives  a  first-rate  account  of  the  Russo- Finnish 
Winter  War  of  1939-40  in  which  casualties  for  the  Finlanders 
were  about  68,000  and  for  the  Russians,  500,000  to  1  million. 

Mosier  accurately  emphasizes  the  disastrous  role  French  leaders 
played  in  1940 — France's  position  was  even  more  precarious  in  the 
early  weeks  of  WWI,  yet  the  French  rallied  to  save  themselves.  But  he 
unfairly  criticizes  Winston  Churchill's  actions  in  May  1940 — Winnie 
would've  been  derelict  in  his  duty  had  he  not  had  backup  plans  to 
evacuate  the  British  army  from  France,  particularly  given  the  shock- 
ingly panic-stricken  defeatist  attitude  of  the  French  government.  F 
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J1IMEELC  OMMENTS 


As  scarce  as  truth  is,  the  supply  has  always  been  in  excess  of  the  demand. 

— JOSH  BILLINGS 


Eye  OI1  the  Prize  Democrats  calling  for  Donald  Rums- 
feld's resignation  invoke  the  principle  of  ministerial  responsibil- 
ity: A  Cabinet  secretary  must  take  ultimate  responsibility  for 
what  happens  on  his  watch.  Interesting  idea.  Where  was  it  in  1993 
when  the  attorney  general  of  the  United  States  ordered  the  attack 
on  the  Branch  Davidian  compound  in  Waco,  which  ended  in  the 
deaths  of  76  people?  Janet  Reno  went  to  Capitol  Hill  and  said,  "It 
was  my  decision,  and  I  take  responsibility."  This  was  met  with 
approving  swoons  and  applause.  Was  she  made  to  resign?  No. 
And  remember:  This  was  over  an  action  that  did  not  just  happen 
on  her  watch  but  that  she  ordered — an  action  that  resulted  in  the 
deaths  of,  among  others,  more  than  20  children.  Given  the  fact 
that  when  they  were  in  power  Democrats  had  little  use  for  the 
notion  of  ministerial  responsibility,  their  sudden  discovery  of  it 
over  Abu  Ghraib  suggests  that  this  has  little  to  do  with  principle. 

The  prize  in  Iraq  is  not  praise  for  America  from  the  Arab 
street  nor  goodwill  from  al-Jazeera.  We  did  not  have  these  before 
Abu  Ghraib.  We  will  not  have  these  after  Abu  Ghraib.  The  prize 
is  a  decent,  representative,  democratizing  Iraq  that  abandons  the 
pan-Arab  fantasies  and  cruelties  of  Saddam  Hussein's  regime. 

—CHARLES  KRAUTHAMMER,  Washington  Post 

Syria's  Slippery  Slope  Syria  is  helping  foreign 
fighters  and  terrorists — and  their  supplies — slither  across  the 
600-mile  border  into  Iraq.  In  other  words,  Damascus  is  sup- 
porting the  killing  of  American  and  Coalition  soldiers  and  civil- 
ians. We  must  make  Syria  pay  a  price  for  this — and  make  it  stop. 

[President  Bashar  al-]  Assad's  rusting,  socialist  Baathist  regime 
is  scared  to  death  of  having  a  shiny,  new  democracy  right  next 
door.  The  Syrian  economy  is  in  terrible  shape  (20%  unemploy- 


ment), and  young  people  are  pressuring  the  regime.  A  democratic 
Iraq  could  send  a  tidal  wave  of  freedom  crashing  over  Syrian  bor- 
ders, drowning  the  hapless  regime.  The  Iranian  mullahs,  Iraq's 
eastern  neighbor,  are  shaking  in  their  boots  as  well.  In  fact,  the  Syr- 
ians and  the  Iranians  have  deepened  their  cooperation  of  late  just 
because  they  fear  the  effects  of  a  democracy  in  the  neighborhood. 

In  the  past,  Syria  has  done  the  right  thing.  It  supported  the 
first  Gulf  War  with  20,000  troops  and  did  some  good  turns 
against  al  Qaeda  right  after  Sept.  11.  But  Syria  is  clearly  bucking 
to  replace  Iraq  in  the  Axis  of  Evil.  It's  time  to  remind  Damascus 
of  the  fate  of  that  Baathist  regime. 

—PETER  BROOKES,  Heritage  Foundation,  New  York  Post 

State  of  the  Union  A  marriage  without  conflicts  is 
almost  as  inconceivable  as  a  nation  without  crises. 

— ANDRE  MAUROIS 

The  Family  Jewels  A  Chicago-based  company  is  put- 
ting a  new  twist  on  the  saying  that  diamonds  are  forever,  offer- 
ing to  turn  your  deceased  loved  one  into  a  synthetic  gem.  That's 
right.  The  St.  Petersburg  Times  reports  that  LifeGem  is  the  brain- 
child of  two  sets  of  brothers — the  VandenBiesens  and  Herros — 
who  got  the  idea  after  a  dinner  conversation  in  which  someone 
observed  that  both  the  human  body  and  diamonds  are  made 
out  of  carbon.  Though  each  diamond  is  certified  by  the  Gemo- 
logical  Institute  of  America,  the  company  does  not  promise 
perfection.  "We  like  to  say  we're  not  flawless  in  life,  we're  not 
going  to  be  flawless  in  passing,"  CEO  Greg  Herro  told  the  paper. 

— Wall  Street  Journal 

Examining  the  Evidence  Where  airpower  was 

decisive  was  when  it  was  used  tactically,  that  is,  in  support  of 
objectives  set  for  the  ground  forces,  and  that  is  what  the  Ger- 
mans pioneered  in  1 939  and  1940.  But  even  there  the  claim  must 
be  carefully  qualified.  Tactical  airpower  failed  the  Allies  in  1 940 
because  they  based  their  ideas  on  an  assumption  about  the  accu- 
racy and  effectiveness  of  level  bombing  which  everyone  knew 
was  untenable:  It  was  next  to  impossible  for  an  airplane  flying  a 
level  path  over  a  bridge  to  hit  it  with  bombs.  This  failure  to  con- 
sider the  actual  evidence  obtained  in  tests  was  compounded  by  a 
belief  in  one  of  [Italian  aviator  Giulio]  Douhet's  more  ludicrous 
maxims — that  ground-to-air  defenses  could  not  stop  bombers. 

—JOHN  MOSIER,  The  Blitzkrieg  Myth:  How  Hitler 
and  the  Allies  Misread  the  Strategic  Realities  of  World  War  II 

Plane  Talk  There  are  two  kinds  of  air  travel  in  the  United 
States,  first  class  and  Third  World. 

—BOBBY  SLAYTON  F 
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Australian  Biotechnology 

Untapped  Opportunity 

Australia  is  the  biotechnology  hub  of  the  Asia-Pacific  region  and  is  increasingly 
regarded  as  a  bio-innovation  powerhouse.  This  is  founded  on  a  strong  tradition  of 
scientific,  agricultural  and  medical  research  that  continues  to  drive  excellent 
commercial  opportunities. 


From  contributing  to  the  discovery  and 
development  of  penicillin  to  the  invention  of 
the  cochlear  implant  and  bionic  ear,  Australian 
researchers  have  a  strong  history  of  creating 
medical  breakthroughs. 

Recent  Australian  world  firsts  include  the  first 
use  of  adult  bone  marrow  stem  cells  to  regrow 
brain  cells  in  mice  damaged  by  multiple 
sclerosis,  and  the  first  rapid  DNA  test  to 
identify  Methicillin  Resistant  Staphylococcos 
Aureus  (MRSA). 

Australian  Biotech  -  Key  Features 

Ernst  &  Young  ranks  Australia  as  the  number 
one  biotech  location  in  the  Asia-Pacific  and 
sixth  worldwide  in  its  global  biotech  census'. 

There  are  now  around  370  companies  in 
Australia  (an  increase  from  190  in  2001)  whose 
core  business  is  biotechnology.  Human 
therapeutics  make  up  43%,  agricultural 
biotech  16%  and  diagnostics  companies  15%;. 

Australia  accounts  for  67%  of  public  biotech 
revenues  for  the  Asia-Pacific  region'. 

Over  40  companies  are  listed  biotechs  and 
the  Australian  Stock  Exchange  (ASX)  drug- 
discovery  and  pharmaceutical  sub-sector  is 
capitalized  at  A$11.7  billion1. 

Driving  forward,  Australia's  maturing 
biotech  sector  has  paid  greater  attention  to 
sustainable  business  models,  and  identification 
of  unique  investment  opportunities. 

The  recent  merger  of  Melbourne-based  AGT 


Biosciences  with  the  US  pharmaceutical 
company  ChemGenex  combines  AGT's 
genomics-based  research  capability  and 
its  obesity  and  diabetes  drug  development 
strengths,  with  ChemGenex's  research  including 
two  cancer  drugs  undergoing  clinical  trials. 

Another  mature  business  model  is  being 
developed  by  Australian  Cancer  Technology 
(based  in  Sydney),  who  recently  acquired  the 
Revisys  nutraceuticals  line.  This  will  be 
launched  into  a  high-end  complementary 
medicine  market  in  the  US  for  cancer  patients, 
producing  a  revenue  stream  to  assist  in 
progressing  its  lead  oncology  drug  candidate 
(in  Phase  II  clinical  trials). 

Investment  in  Australian  Biotech 

Australia  offers  the  perfect  platform  for 
biotech  investment,  with  the  combination  of 
skilled  personnel,  advanced  technology, 
economic  stability,  scientific  excellence  and 
regulatory  certainty.  In  recent  years  it  has 
attracted  much  of  the  overall  share  of  venture 
capital  investment  in  the  Asia-Pacific  region. 

In  January  2004,  Australia's  healthcare  and 
biotechnology  sectors  were  rated  by  US 
investment  firm  Wilshire  Associates'  Private 
Eguity  Group  as  having  the  best  opportunities 
for  investment.  Wilshire  is  a  major  investor  in 
Australian  businesses,  with  investments  in  155 
companies  totalling  US$450  million. 

Over  A$500  million  was  raised  by  Australian 
listed  life  science  companies  through  IPOs  and 


follow-on  capital  raisings  in  2003.  The  ASX 
Healthcare  and  Biotech  sector  had  a  market 
capitalization  of  A$23.4  billion  in  2003, 
up  18%  on  20023. 

A  study  released  by  the  Australian  Graduate 
School  of  Management  (Vitale  and  Sparling) 
reports  that  an  investment  of  A$1,000  in  eact 
of  the  24  biotech  companies  that  listed  on  th6 
ASX  between  1998  and  2002  would  now  be 
worth  more  than  A$61,000  -  an  impressive 
150%  return  on  investment.  During  the  same 
period,  shares  in  listed  Australian  biotechs 
significantly  outperformed  those  of  US 
biotechs,  and  the  overall  performance  of  liste 
Australian  biotech  companies  was  higher  thar 
that  of  the  Australian  stock  market  as  a  wholi 

Australia's  attractiveness  as  a  destination  for 
foreign  investment  has  been  recognised  by 
many  companies.  In  October  2003,  Pfizer 
opened  its  Australian  Biometrics  Centre  in 
Sydney  to  design  and  manage  clinical  trials 
around  the  world.  It  is  managing  20  clinical 
research  studies,  and  this  will  grow  to  50  ove 
the  next  two  years.  It  will  employ  some  of 
Australia's  brightest  and  best  biostatisticians, 
programmers  and  data  managers. 

Bristol-Myers  Squibb  (BMS)  chose  its  Australia 
R&D  arm  as  an  international  hub  for  clinical 
R&D.  BMS  Australia  currently  employs  580 
people  and  has  sales  of  around  A$260  million. 

Untapped  opportunity 

Strong  opportunities  exist  in  Australia  in 
agri-biotech,  and  bio-medical  areas  including 
immunology,  stem  cells,  reproductive  medicin 
neurosciences,  infectious  diseases,  and 
oncology.  Given  that  Australia  is  home  to 
almost  10%  of  global  plant  biodiversity,  with 
around  80%  of  plants  and  microbes  in 
Australia  found  nowhere  else  in  the  world, 
there  are  exciting  opportunities 
for  bioprospecting.  While  25%  of  modern 
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The  Australian  delegation  is  expected  to  again  be  in  the  top  five  international  delegations 
attending  BIO  2004  with  over  300  delegates  and  more  than  50  Australian  organisations. 
Some  of  Australia's  exhibitors  inciude: 

•  Metabolic  Pharmaceuticals,  developing  a  pipe  line  of  new  pharmaceuticals  for  the  world 
market  in  the  areas  of  obesity,  pain,  diabetes  and  bone  disorders. 

•  Alchemia,  researches  therapeutic  potential  of  carbohydrates  and  has  significant 
partnerships  with  Dowpharrna  and  American  Pharmaceutical  Partnerships. 

•  Biota,  an  anti  viral  drug  discovery  company  with  research  facilities  in  Australia  and  the 
US.  Biota  has  developed  two  products  marketed  worldwide:  Relenza,  the  world's  first 
neuraminidase  inhibitor  for  treatment  and  prevention  of  influenza  A/B;  and  FLU  OIA, 

a  rapid  POC  influenza  A/B  diagnostic  kit. 

•  The  Australian  Nations  St  n  Cell  Centre,  Australia's  Biotechnology  Centre  of  Excellence, 
is  a  major  research  and  dev.  <pment  initiative  in  regenerative  medicine.  The  Centre 
combines  expertise  in  stern        ology,  tissue  matrices  and  transplantation  immunology 

to  generate  novel  therape;  ;        jucts  directed  to  cardiac  repair  and  hematopoiesis. 


ADVERTISING  FEATURE 


ledicines  come  from  natural  products,  it  is 
stimated  that  only  1%  of  plants  in  Australia 
ave  been  screened  for  natural  compounds, 
roviding  an  excellent  opportunity  for 
ivestors  and  partners6. 

lighly  skilled  and  cost  competitive 
he  industry  is  supported  by  its  skilled 
ersonnel,  with  Australia  considered  to  have  a 
reater  availability  of  scientists  and  engineers 
lan  the  UK,  Singapore  and  Germany  '. 

ustralia  offers  excellent  value  for  research 
ivestments,  with  highly  skilled  staff,  world-class 
;chnologies,  reliable  utilities  and  an  abundance 
f  competitively  priced  raw  materials. 

KPMG  report,  Competitive  Alternatives,  notes 
fiat  for  biomedical  R&D,  Australia  is  ranked  the 
?cond  most  cost  effective  country  -  in  front  of 
le  US,  the  UK,  and  Germany  -  particularly  with 
aspect  to  labour,  salaries,  utilities  and  income 
ix.  Australia  is  ranked  third  for  the  cost 
3mpetitiveness  of  conducting  clinical  trials 
ier  the  Netherlands  and  Canada5. 


USTRALIA:  AT  A  GLANCE 


The  most  resilient  economy  in  the  world* 

Most  multicultural  and  multilingual 
workforce  in  the  Asia-Pacific** 

Is  in  the  top  5  countries  (with  a  population 
of  20  million  or  more)  in  terms  of  the 
availability  of  R&D  personnel* 

The  4th  largest  pool  of  investment  funds 
under  management  in  the  world  -  US$517b° 

The  highest  availability  of  IT  skills  in  I 
Asian  region* 

Outranks  major  OECD  countries  (including 
the  US,  Japan,  Germany  and  the  UK)  for 
public  expenditure  on  R&D  as  a  percentage 
of  GDP** 

The  lowest  risk  of  political  instability  in  the 
world* 


World  Competitiveness  Yearbook  2003  ' 
atistics  «  ICI  2003 
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Australian  Government  Backing  Biotech 

The  Australian  Government  is  an  active  supporter 
of  biotechnology.  It  launched  a  National 
Biotechnology  Strategy  four  years  ago  and 
has  provided  close  to  A$1  billion  in  2002-03  to 
strengthen  the  Australian  biotechnology  industry. 

In  2003,  the  Government  introduced  the 
Pharmaceuticals  Partnerships  Program  (P3)  to 
boost  the  level  of  high  guality  pharmaceutical 
R&D  activity  in  Australia,  and  backed  this  with 
a  commitment  of  A$150  million  over  five  years. 
P3  is  a  competitive  program,  accessible  to  all 
companies  that  are  part  of  the  Australian 
pharmaceuticals  industry  and  have  a  sound 
track  record  of  undertaking  pharmaceuticals 
R&D  activity  in  Australia.  The  first  round  of 
successful  proposals  was  announced  in  April, 
and  included  Australian  companies  Acrux  and 
Novogen,  and  multinationals  Eli  Lilly  and  Merck. 

With  growing  interest  in  stem  cells,  Australia 
is  cementing  its  place  at  the  forefront  of  stem 
cell  research  with  a  transparent  regulatory 
system  and  the  establishment  of  the  visionary 
National  Stem  Cell  Centre  (NSCC).  The  NSCC 
draws  together  expertise  and  infrastructure, 
creating  important  critical  mass  in  the  area 
of  stem  cell  R&D.  In  2003,  the  newly  formed 
NSCC  entered  into  a  licensing  and 
collaboration  agreement  with  the  US  biotech 
company  LifeCell  and  Dr  Stephen  Livesey 
(LifeCell's  Chief  Scientist)  has  been  appointed 
the  NSCC's  Chief  Scientific  Officer. 

Australia  is  recognised  as  having  one  of  the 
most  effective  and  modern  systems  in  the 
world  for  the  protection  of  intellectual 
property  (IP).  In  terms  of  patent  and  copyright 
enforcement,  Australia's  IP  regime  was  ranked 
by  IMD  in  2003  as  superior  to  countries  such 
as  the  UK,  Japan,  Hong  Kong  and  Singapore. 

Collaborative  partnerships 

Australia's  exceptional  track  record  in  medical 
research  is  due  in  part  to  numerous  world-class 
public  sector  research  groups.  These  include 
the  Commonwealth  Scientific  and  Industrial 
Research  Organisation  (CSIRO),  the  NSCC  and 
Major  National  Research  Facilities  such  as  the 
Australian  Proteome  Analysis  Facility. 


Cooperative  Research  Centres  (CRCs)  are  joint 
projects  between  industry,  academia  and 
government  and  have  attracted  support  from 
significant  global  players.  Roughly  one  third  of 
the  71  CRCs  currently  in  existence  have  a 
biotechnology  focus,  and  nine  are  medically 
focussed.  The  CRC  for  Asthma  includes  US- 
based  3M  Pharmaceuticals  as  one  of  its 
industry  partners. 

Australia  also  boasts  numerous  clusters  of 
expertise  in  biotechnology.  These  include  the 
Queensland  Bioscience  Precinct,  which  brings 
together  700  scientists  from  the  Institute  for 
Molecular  Bioscience,  CSIRO  and  the 
Queensland  Department  of  Primary  Industries. 

In  New  South  Wales,  the  Australian  Technology 
Park  in  Sydney  houses  80  technology 
companies  and  four  universities,  while  South 
Australia's  Thebarton  Bioscience  Precinct  in 
Adelaide  encompasses  biotech  companies 
GroPep  and  Bionomics  as  well  as  Adelaide 
University.  Melbourne  (Victoria)  has  four  major 
bio-medical  clusters,  which  house  around 
4,500  researchers  and  attract  over  A$500 
million  in  research  funding. 

Australian  partnerships  and  alliances  with 
organisations  in  the  major  biotech  markets 
in  the  world  are  significant.  The  2003  Beyond 
Borders  report  notes  that  Australia  had  21 
cross  border  alliances  in  2002,  more  than 
France  and  Switzerland,  and  18  more  than  our 
nearest  Asia-Pacific  competitor'.  Partnerships 
between  Australian  and  US  or  European 
organisations  are  commonplace  including 
Schering  AG  (Germany),  Genzyme  (US),  Merck 
(US),  IBM  (US),  and  Meridica  (UK).  Australia's 
geographic  location  is  not  an  obstacle  to 
establishing  partnerships. 

Invest  Australia,  the  Australian  Government's 
inward  investment  agency,  can  provide 
investors  with  free  and  comprehensive 
information  about  Australia's  biotechnology 
industry  capabilities,  including  relevant 
technologies,  and  also  help  you  find  a  joint 
venture  partner. 

To  discover  more  about  the  Australian 
biotechnology  advantage  visit: 

www.investaustralia.com/biotech 


Australian  Government 
Invest  Australia 


1  Ernst  &  Young  -2003  Beyond  Borders  report  2  Hopper 
and  Thornburn  -  2003  Bio-Industry  Review,  Australia  and 
New  Zealand  3  Bioshares  -  www.bioshares.com.au  - 
December  2003  4  World  Economic  Forum  2003  5  KPMG 
Competitive  Alternatives  International  Report  2004  6  The 
Society  for  Bimolecular  Screening  -  www.bsbonline.org  - 
Drug  Development  Research,  Vol  46  and  press  releases 
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CURRENT  EVENTS 

By  Paul  Johnson 


Want  to  Prosper? 

IN  ECONOMIC  ACTIVITIES  THE  GREATEST  OF  VIRTUES  IS  TOLER- 
ance.  All  societies  flourish  mightily  when  tolerance  is  the  norm, 
and  our  age  furnishes  many  examples  of  this.  China  began  its 
astounding  commercial  and  industrial  takeoff  only  when  Mao 
Zedong's  odiously  intolerant  form  of  communism  was  scrapped 
in  favor  of  what  might  be  called  totalitarian  laissez-faire. 

India  is  another  example.  It  is  the  nature  of  the  Hindu  religion  to 
be  tolerant  and,  in  its  own  curious  way,  permissive.  Under  the  socialist 
regime  of  Jawaharlal  Nehru  and  his  family  successors  the  state  was  in- 
tolerant, restrictive  and  grotesquely  bureaucratic.  That  has  largely 
changed  (though  much  bureaucracy  remains),  and  the  natural  tol- 
erance of  the  Hindu  mind-set  has  replaced  quasi-Marxist  rigidity. 

In  the  last  fiscal  year  India's  GDP  grew  an  estimated  8%,  and  in 
the  third  quarter,  10%.  India's  economy  for  the  first  time  is  expand- 
ing faster  than  China's.  For  years  India  was  the  tortoise,  China  the 
hare.  The  race  is  on,  and  my  money's  on  India,  because  freedom — 
of  movement,  speech,  the  media — is  always  an  economic  asset. 

When  left  to  themselves,  Indians  (like  the  Chinese)  always 
prosper  as  a  community.  Take  the  case  of  Uganda's  Indian  popu- 
lation, which  was  expelled  by  the  horrific  dictator  Idi  Amin  and 
received  into  the  tolerant  society  of  Britain.  There  are  now  more 
millionaires  in  this  group  than  in  any  other  recent  immigrant 
community  in  Britain.  They  are  a  striking  example  of  how  far 
hard  work,  strong  family  bonds  and  a  devotion  to  education  can 
carry  a  people  who  have  been  stripped  of  all  their  worldly  assets. 

Common  Denominator 

The  contrast  between  China  and  India — both  moving  steadily  to 
join  the  advanced  countries  of  the  world — and  those  countries 
where  Islam  is  dominant  is  marked.  Whatever  its  merits  may  be, 
Islam  is  not  famed  for  tolerance.  Indeed,  of  the  major  world  reli- 
gions it  is  the  least  broad-minded  and  open  to  argument.  With 
the  rise  of  a  new  form  of  fundamentalism  in  recent  decades,  its  in- 
tolerance has  been  growing — as  has  the  concomitant  poverty. 

In  the  past  when  an  Islamic  society  has  been  modified  by  a 
strong  secular  influence,  economic  progress  has  been  possible.  Take 
Iraq.  Until  1958  the  British-influenced  Nuri  as-Said  regime,  which 
was  comparatively  tolerant  in  its  outiook,  made  good  use  of  the 
country's  oil  revenues.  The  Iraq  Development  Board  was  doing  an 

ji.excellent  job.  Had  it  been  allowed  to  continue,  this  enlightened 
form  of  capitalist  state  planning  would  by  now  have  made  Iraq  one 
of  the  richest  countries  in  the  world.  Alas,  the  regime  was  too  tol- 
erant of  extremists.  In  1958  Nuri  as-Said  and  all  his  colleagues  were 

I  murdered  by  an  alliance  of  Baathist  officers  and  religious  fanatics. 
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Then  Be  Tolerant 

Since  then  Iraq's  oil  revenues  have  been  wasted  on  war  and  arma- 
ments, and  its  people  brutalized  almost  beyond  belief. 

The  tale  in  Iran  is  similar.  Under  the  secular  regime  of  the  last 
Shah  the  economy  was  going  great  guns,  but  then  the  Shah  was 
driven  out  by  the  Ayatollah  Khomeini  and  his  zealots.  Some  Irani- 
ans believed  the  modernizing  and  industrialization  were  happening 
too  fast.  But  at  least  Iran  had  been  moving  forward — incomes  had 
risen  and  poverty  was  on  the  wane.  Since  the  Iranian  revolution  this 
great  and  once  highly  civilized  country  has  stagnated  or  gone  back- 
ward, and  all  the  money  generated  by  its  oil  has  been  wasted. 

There  are  many  other  examples.  Algeria  once  had  a  flourishing 
agricultural  sector,  a  significant  industrial  sector  and  highly  produc- 
tive oil  and  gas  fields,  but  it  has  little  to  show  for  all  that  now.  Libya's 
Muammar  Qaddafi  may  have  come  to  his  senses,  but  a  generation  of 
rich  oil  production  has  been  wasted.  Nigeria,  where  Islam  is  on  the 
ascent,  has  also  dissipated  its  oil  wealth.  Conditions  there  are  less 
promising  today  than  when  Britain  was  in  charge  a  half-century  ago. 

Saudi  Arabia  is  another  country  where  intolerance  has  held 
back  economic  advance.  No  nation  has  received  more  cash  from 
its  natural  resources  than  has  this  Sunni  Muslim  state,  with  its 
ferocious  tradition  of  Wahhabi  fundamentalism.  What's  hap- 
pened to  the  wealth?  Gone  with  the  wind  of  bigotry.  Some  of  the 
other  oil-rich  Gulf  states  have  done  a  little  better,  but  in  none  of 
them  do  enterprise  and  free-market  capitalism  flourish. 

As  for  the  less  well  endowed  Islamic  states  like  Pakistan  and 
Bangladesh,  it's  better  to  draw  a  veil  over  their  misery.  On  the 
evidence  of  the  second  half  of  the  20th  century  it  would  appear 
that  Islamic  state  control  is  a  formula  for  continuing  poverty, 
and  Islamic  fundamentalism  a  formula  for  extreme  poverty. 

The  more  I  study  history,  the  more  I  deplore  the  existence  of 
those — be  they  clerics,  bureaucrats  or  politicians — who  think  they 
know  what's  best  for  ordinary  people  and  impose  it  on  them.  We 
have  a  pungent  example  of  this  know-all  mentality  in  the  EU.  The 
bureaucrats  of  Brussels  have  created  yet  another  brand  of  intolerance 
that  determines  by  law  everything  from  the  shape  of  bananas  to  the 
number  of  seats  in  a  bus,  from  apple  growing  to  house  plumbing. 
As  a  result  the  German  economy  is  contracting  and  the  French  econ- 
omy is  stagnant.  There  are  now  more  unemployed  people  in  single- 
currency  EU  Europe  than  there  have  been  at  any  other  time  since 
the  worst  of  the  1930s,  and  many  of  them  will  never  work  again. 

Let  those  of  us  fortunate  enough  to  live  in  the  U.S.  or  Britain 
hang  on  to  our  traditions  of  tolerance  at  all  costs,  resisting  like 
fury  all  those  who  seek  to  undermine  them  with  political  cor- 
rectness or  any  other  kind  of  dogma.  F 


Paul  Johnson,  eminent  British  historian  and  author;  Lee  Kuan  Yew,  senior  minister  of  Singapore;  and  Ernesto  Zedillo,  director, 
Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico;  in  addition  to  Forbes  Chairman  Caspar  W.  Weinberger, 
rotate  in  writing  this  column.  To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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DIGITAL  RULES 

By  Rich  Karlgaard,  publisher 


Surviving  America's  Worst  Job 


ROTTEN  CORPORATE  CHIEFS  ARE  FROG-MARCHED  PAST  THE 
cameras.  But  it's  the  financial  officer  who  does  real  time  for  the 
crime.  Enron's  defrocked  CFO,  Andrew  Fastow,  is  the  unlucky 
winner  of  the  longest  sentence  handed  out  in  the  postboom 
scandals.  Fastow  got  ten  years.  For  good  measure,  his  wife,  Lea, 
pulled  a  year.  Jeez.  Does  the  Fastow  dog  await  sentencing? 

Two  years  ago  I  wrote  that  America's  chief  information  offi- 
cers had  the  worst  C-level  job.  I've  changed  my  mind.  With  the 
economy  booming  and  tech  spending  once  more  alive  and  well, 
the  CIO  job  is  fun  again.  The  ugliest  job  now — and  there  is  no 
second,  third  or  fourth  choice — is  that  of  CFO.  That  thankless 
role  has  the  diciest  risk/reward  ratio  of  any  job  short  of  Navy 
Seal.  Pay  has  stayed  flat  while  workload  and  responsibility  have 
soared.  Work  hours  allocated  to  audit  committees  alone  have 
tripled  during  the  last  four  years.  If  the  CFO  is  lucky  enough  to 
dodge  jail — and  you're  kidding  yourself  if  you  don't  think  some 
luck  is  involved — his  average  tenure  runs  only  30  months. 
Career  is  Finished  Off  is  what  comes  to  mind. 

Last  month  I  talked  to  three  top  CFO  headhunters  about  the 
state  of  the  American  CFO.  Here  is  what  I  learned. 
•  Michefe  Heid,  Heidrick  &  Struggles — "Today's  environment 
favors  CFOs  with  control  mind-sets.  CPAs  are  now  rock  stars. 
Experienced  'gray  hairs'  are  much  in  demand.  CEOs  seek  part- 
ners who  have  been  through  multiple  economic  cycles,  restruc- 
turings and  reorganizations.  Integrity  and  credibility  are  of  the 
utmost  importance.  While  charisma  is  nice,  CEOs  sleep  better  at 
night  if  they  know  their  financial  statements  and  internal  con- 
trols are  being  closely  monitored  by  someone  they  implicitly 
trust  and  respect." 


•  Chuck  Eldridge,  Korn/Ferry  International — "Today's  CFO  must 
have  an  impeccable  foundation  in  accounting.  Also,  unquestioned 
integrity.  But  the  great  CFOs  bring  more  to  the  table.  The  best 
CFOs  communicate  exceptionally  well  and  have  a  huge  appetite 
for  the  business — the  dynamics  for  success  and  the  metrics.  They 
lead  versus  follow,  steering  the  company  through  peaks  and  val- 
leys. They  increase  shareholder  value,  recruit  well,  identify  and 
nurture  talent  and  drive  improvement  and  change  constantly." 

Both  headhunters  say  recruiting  a  CFO  now  is  a  much 
lengthier  process  than  in  the  past.  Background  checks  delve 
deeper  than  you'd  believe  into  the  candidate's  personal  finances. 
Screwed  your  ex  out  of  an  alimony  payment  four  years  ago?  You're 
outta  here!  A  bad  proctoscopy  is  a  day  at  the  beach  compared 
with  probes  endured  by  candidates  for  audit  committee  chair. 

But  what's  good  for  the  goosed  is  true  for  the  gooser. 

•  Mike  Wellman,  Jefferson  Partners — "CFOs  should  be  equally 
diligent  in  checking  out  new  employers.  They  should  speak  with 
the  audit  firm's  lead  partner  about  the  company.  Talk  to  the 
company's  outside  legal  counsel  on  pending  litigation  and  com- 
pliance exposure.  Interview  with  the  board's  audit  committee 
members  one  on  one.  Chat  with  the  prior  CFO.  Grill  the  chief 
accounting  officer  about  core  accounting  policies  and  financial 
reporting  systems.  Review  the  last  two  years  of  SEC  filings  and 
other  public  disclosures  as  reported  by  EDGAR.  Check  out 
D&O  coverage  and  related  risk  management.  Talk  to  people 
who  know  the  CEO  to  get  a  feel  for  his  style,  values  and  man- 
agement philosophy.  Finally,  they  shouldn't  be  afraid  to  ask  for 
external  personal  legal  counsel  as  terms  of  their  employment." 

You  never  know  when  Eliot  Spitzer  might  come  calling. 


Exotic  Species 


PROMINENT  TAX-CUTTING,  FREE-TRADE  DEMOCRATS  ARE  RARE.  two-term 
I  count  two — and  I'm  not  sure  about  Joe 
Lieberman.  But  New  Mexico's  Governor  Bill 
Richardson  is  the  real  deal.  He  won  his  first 
election  in  2002  with  a  promise  to  cut  New 
Mexico's  taxes  on  capital  gains  and  income — 
and  he's  made  good  on  his  pledge.  Not  surpris- 
ingly, New  Mexico  is  shooting  up  on  the  charts 
as  a  location  to  do  business. 

I  asked  the  governor  about  the  greatest 
mystery  in  recent  presidential  elections:  Why 
did  Al  Gore  turn  to  class  warfare  four  years 
ago?  After  all,  the  Democrats'  pro-business  "Class  warfare  is  a  loser  for  us 
wing  had  successfully  remade  the  party's  image 
after  Jimmy  Carter's  presidency  and  had  delivered  up  a 


President  in  Bill  Clinton.  The  2000  election  would 
have  been  Gore's  had  he  run  on  a  pro-business 
platform.  But,  weirdly,  he  turned  tail. 

"Class  warfare  is  a  loser  for  us,"  Richardson 
said.  Being  a  loyal  soldier  to  his  party,  the  Gover- 
nor insists  that  John  Kerry  is  more  pro-business 
than  his  "Benedict  Arnold  CEO"  rhetoric  implies. 
"His  campaign  is  turning,"  says  Richardson. 

I  don't  buy  that.  But  I  do  believe  straight- 
shooting  Richardson  is  right  about  most 
things.  He's  surely  correct  when  he  says  that 
states  and  nations  cannot  tax  and  tariff  their 
way  to  prosperity.  F 


FOrbCS  I  ^isif  ^ic^  Kar'gaarcf's  home  page  at  www.forbes.com/karlgaard 
^KMBicom  j  or  e-mail  him  at  publisher@forbes.com. 
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Czech  Bouncing 
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llashy  Chicago-area  business- 
man A.  Demetrius  Brown  told 
a  Prague  newspaper  he  ran  a 
"billion-dollar"  business.  Then  his 
p.r.  man  called  FORBES  reporters  to 
suggest  Brown,  43,  was  a  billion- 
aire. Really?  His  private  firm,  Com- 
modities Management  Exchange, 
doesn't  report  to  Dun  &  Brad- 
street.  His  own  accountant  put 
yearly  profits  at  just  $2  million. 
Brown  denies  Chicago  Mercantile 
Exchange  lawsuit  allegations  of  trademark  infringement  and 
fraud.  Efforts  to  move  into  sports  and  show  biz  seem  slow.  Prague 
businessmen  say  they're  owed  money;  Brown  calls  some  of  them 
"extortionists."  He  just  relocated  his  regional  office  from  Prague 
to  a  distant  Czech  Republic  city.  — Tatiana  Serafin 

Another  Roll  of  the  Dice 

Dallas  businessman  Gary  M.  Kornman,  involved  in  bitter  litiga- 
tion over  his  ownership  of  and  1999  bankruptcy  of  Las  Vegas' 
Maxim  casino-hotel,  is  now  playing  against  the  Internal  Rev- 
enue Service.  In  six  lawsuits  Kornman  family  partnerships  and 
trusts  are  fighting  penalties  and  demanding  to  keep  $103  mil- 
lion in  short-term  losses  created  by  the  controversial  "Son  of 
Boss"  tax  shelter.  The  suits  defend  the  deal  and  say  the  feds 
missed  a  filing  deadline.  The  government  calls  Kornman  a  "pro- 
moter" of  Son  of  Boss,  which  the  IRS  says  thousands  of  taxpayers 
used  to  improperly  save  $6  billion  in  taxes.  — Janet  Novack 

Maybe  They'll  Talk  to  Spitzer 

Morgan  Stanley  is  lead  underwriter  for  the  public  offering  by 
Morningstar,  the  mutual  fund  and  stock  research  outfit.  Morgan 
Stanley  is  also  party  to  a  settled  conflict-of-interest  lawsuit  by 
New  York  Attorney  General  Eliot  Spitzer  requiring  large  invest- 
ment banks  to  hire  outside  firms  to  conduct  research.  For  that 


informer@forbes.com 

role,  our  sources  say,  Morgan  was  negotiating  to  hire — Morn- 
ingstar. After  we  inquired,  that  deal  is  now  said  to  be  off.  Citing 
quiet  period  rules,  both  firms  were  mum.      — Emily  Lambert 

What  Bankruptcy  Isn't  Embarrassing? 

Federal  bankruptcy  courts  traditionally  have  been  among  the 
country's  most  transparent  tribunals,  with  virtually  all  filings 
and  proceedings  open  to  the  public.  But  a  provision  in  legisla- 
tion pending  before  Congress  would  allow  bankruptcy  judges 
to  "protect"  any  person  concerning  "information  that  could 
cause  undue  annoyance,  embarrassment  [or]  oppression." 
Some  bankruptcy  scholars  suggest  this  might  allow  debtors — 
especially  famous  ones — to  keep  secret  the  very  fact  of  their 
Chapter  7  or  1 1  status.  -J.N.  and  William  P.  Barrett 

And  When  They  Do,  They  Get  Very  Bored 

Bystanders  say  they  are  far  more  annoyed  by  a  nearby  person 
talking  on  a  cell  phone  than  they  are  by  two  people  talking  face 
to  face  at  the  same  level  of  loudness,  says  a  study  in  the  British 
journal  Behaviour  and  Information  Technology.  University  of 
York  researchers  led  by  Andrew  Monk  staged  conversations  in 
front  of  unsuspecting  commuters,  then  asked  them  to  rate  their 
displeasure.  Possible  reason:  Listeners  really  are  more  irked  if 
they  can't  hear  both  sides.  — Anne  P.  Mintz  and  W.P.B. 


But  His  Future  Taxes  Should  Be  Low 

The  U.S.  Tax  Court  says  ex-Colorado  Rockies  owner  Oren  Benton 

(below)  can  tap  $136  million  in  net  operating  losses  from  the  1995 

Chapter  II  bankruptcy  of  his  uranium  and  banking  fortune  against 

, .  $735,000  of  later  personal  income  taxes  and 

The  ultimate  .      «  .  L  „ 

flat  tax  penalties.  The  court  sided  with  Benton,  who 

represented  himself,  ruling  that  the  benefit  be- 
came his  when  his  debts  were  discharged  in 
1997.  Benton  still  fights  a  Federal  Reserve  bid 
to  fine  him  $1.25  million  and  ban  him  for  life 
from  banking  on  grounds  he  engaged  in  "un- 
safe or  unsound  practices."  —  J.N.  and  W.P.B. 


4 


It's  a  Racket,  All  Right 


Think  that  the  federal  and  state  Racketeer  Influenced  &  Corrupt  Organizations  (RICO)  acts  are  used  solely  to  fight  Godfafher-like 
organized  crime  groups?  Think  again,  judging  from  this  sampling  of  civil  lawsuits,  all  filed  in  the  past  two  months.    —  J.N.  and  W.P.B. 

NATURE  OF  RICO  CLAIM 
"fraudulently"  concealed  insect  infestation 
defendants  said  plaintiff  was  a  cult 
eyeglass-maker  inflated  charges  with  hidden  extras 
car  buyers  encountered  sleazy  tactics 
firm  bought  veterinarian's  practice,  then  fired  him 
municipality  failed  to  come  through  with  promised  loan 
reneged  on  deal  to  buy  articulating  ladders 
partner  improperly  diverted  $13  million  from  partnership 


PLAINTIFFS  INCLUDE 

DEFENDANTS  INCLUDE 

WHERE  FILED 

Gates  Homeowners  Assn. 

Arrow  Exterminators 

Atlanta,  Ga. 

Gentle  Wind  Project 

Judy  Garvey 

Portland,  Me. 

LethaH.  Holland 

Cole  Vision  Corp. 

Roanoke,  Va. 

William  Lincoln 

American  Honda  Motor  Co. 

Tallahassee,  Fla. 

Peter  Morey 

Healthy  Pet  Corp.  of  Mass. 

Boston,  Mass. 

O.K.  Industries 

City  of  Flint,  Mich. 

Detroit,  Mich. 

Versa  Products 

Home  Depot 

Atlanta,  Ga. 

Samuel  Yarosh  Jr. 

Morton  Salkind 

Newark,  N.J. 
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Ihrysler  300  starts  at  *23,595*  >  7  -year  or  Z0,000-mile  Powertrain 
imited  Warrantyt  included  >  To  learn  more  about  our  HEMP  V8,  take  a 
irtual  touratCHRYSLER.COM/300,  or  call  1.800. CHRYSLER  >• 


INSPIRATION  COMES  STANDARD 


THE  TOTALLY  NEW 
CHRYSLER  300C 


Ian  inspiration  lead  to  something  totally  unexpected?  Yes.  Can  the  American  sports 

;edan  be  reborn?  Yes.  Andean  H EM T  power  arrive 

with  such  style  for  under  33  K?  Absolutely 


Chrysler  1  inawnl 


JCKLE  UP 


*As  shown,  '32,995.  MSRP  excludes  tax.  Includes  Premium  Care  Plan.  tSee  dealer  for  a  copy 

of  this  limited  warranty.  Transferable  to  second  owner  with  fee.  A  deductible  applies.         Financing  your  drive. 


ON  MY  MIND  

By  Jonathan  Macey,  professor  of  banking  and  corporate  law  at  Yale  Law  school. 


Wheel  of  Justice 

How  does  the  SEC  arrive  at  its  fines  against  corporate  wrongdoers?  Beats  me. 


IN  FINLAND  A  SPEEDING  FINE  IS  A  FUNCTION  OF  THE  DRIVER'S 
income.  Three  years  ago  Internet  entrepreneur  Jaako  Rytsola 
coughed  up  a  reported  $71,400  for  doing  43  in  a  25mph  zone. 

We  don't  do  things  that  way  in  America.  These  days,  how- 
ever, U.S.  securities  regulators  seem  like  fans  of  the  Nordic 
approach,  hitting  the  most  profitable  corporate  defendants  with 
the  steepest  fines.  At  least  the 
Finns  are  consistent.  They  use  a 
transparent  algorithm  to  arrive  at 
their  fat  speeding  tickets. 

By  contrast,  American  regula- 
tors rely  on  an  inconsistent  jum- 
ble of  factors,  including  politics, 
ability  to  pay  and  conduct.  As  the 
securities  regulator  for  the  state  of 
Washington  remarked  in  a  rare 
moment  of  candor,  "There's  no 
art  or  science  to  how  you  fine 
someone.  You  put  a  number  out 
for  negotiation.  We  never  want  to 
cripple  a  firm.  But  we  want  to 
send  a  very  strong  message." 

Look  at  the  $1.4  billion  mes- 
sage sent  to  Citigroup,  Credit 
Suisse  First  Boston  and  eight  oth- 
ers charged  by  the  Securities  & 
Exchange  Commission  with  mis- 
leading clients  by  improperly 
mixing  analysis  with  investment- 
banking  activities.  U.S.  Bancorp 
Piper  Jaffray  of  Minneapolis,  a  smaller  company  accused  of  the 
same  misconduct,  paid  a  far  smaller  fine  of  $32.5  million. 

While  it  may  seem  just  for  bigger  firms  to  pay  stiffer  penal- 
ties, even  industry  participants  have  no  way  of  deciphering  the 
elements  that  contributed  to  the  different  fines.  All  the  firms 
engaged  in  the  same  conduct.  Did  the  fines  bear  any  relation  to 
the  amount  of  injury  each  firm  caused?  It's  not  clear. 

Fines  should  be  a  function  of  both  conduct  and  damage,  and 
the  calculation  methodology  should  be  consistent.  It  already 
works  that  way  in  antitrust  and  insider-trading  enforcement, 
where  statutory  guidelines  limit  penalties  to  three  times  damages. 

The  SEC's  power  used  to  be  constrained  across  the  board.  In 
the  1980s  the  agency  had  to  obtain  court  approval  for  its  actions 
and  justify  damage  theories  before  a  neutral  tribunal.  That 
changed  in  1990  when  Congress  gave  the  SEC  the  authority  to 
impose  hefty  penalties  without  the  approval  of  a  judge. 


"Fines  should  be  a  function  of  both  conduct 
and  damage,  and  the  calculation 
methodology  should  be  consistent.  " 


Sarbanes-Oxley  made  things  worse  by  empowering  the  SEC 
to  use  both  penalties  and  disgorged  profits  "for  the  benefit  of  the 
victim."  But  most  of  that  money  goes  to  amorphous  "investor 
education  funds"  or  "free,  independent  research"  that  investors 
never  see.  State  attorneys  general  have  gone  a  step  further, 
putting  fines  and  penalties  directly  into  their  states'  coffers. 

The  SEC  maintains  that  sub- 
stantial penalties  deter  corporate 
criminals.  But  the  more  money 
the  SEC  collects  from  fines,  the 
easier  it  is  to  justify  larger  budgets 
and  more  power.  It  is  but  one 
step  removed  from  the  infamous 
kangaroo  courts  of  yore,  whose 
judges  pocketed  a  piece  of  the 
speeding  fines  they  imposed. 

Defendants  in  securities 
actions  are  also  subject  to  prose- 
cutorial piling  on.  In  early  April 
mutual  fund  Putnam  Investments 
paid  $100  million  for  what  the 
SEC  characterized  as  a  self-dealing 
and  market-timing  scheme  that 
cost  investors  $10  million.  Two 
sets  of  prosecutors  had  to  be  satis- 
fied, one  in  the  state  of  Massachu- 
setts and  the  other  at  the  federal 
level.  Just  a  couple  of  weeks  later 
Janus  Capital  Group,  a  mutual 
fund  family  about  the  same  size  as 
Putnam,  also  paid  a  fine  for  market  timing.  Janus'  scheme  cost 
investors  five  times  as  much  as  Putnam's,  but  it  got  off  with  a 
$50  million  penalty,  equivalent  only  to  the  damage  caused. 

This  problem  should  be  easy  to  fix.  First,  the  states  and  the 
feds  should  coordinate  their  efforts.  Second,  the  SEC  should 
continue  to  determine  wrongdoing,  but  it  should  no  longer  set 
fines.  That  should  be  done  by  a  neutral  arbiter. 

Third,  penalties  should  be  limited  to  a  fixed  multiple  of 
damages.  The  3x  multiple  in  antitrust  and  insider  cases  is  a  good 
benchmark.  If  the  SEC  thinks  a  stiffer  penalty  is  warranted,  it 
should  refer  the  case  to  the  Justice  Department  for  criminal 
prosecution. 

Fourth,  get  rid  of  that  Sarbanes-Oxley  provision  intended  to 
aid  victims.  It's  too  difficult  to  implement  properly.  And  if 
penalties  are  limited  to  a  fixed  multiple  of  damages,  there  won't 
be  as  much  money  to  fight  over.  F 
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Same  flight  time. 
More  sleep  time. 
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Introducing  The  Sleeper  Servicer 

)w  you  get  an  extra  hour  of  sleep  with  British  Airways'  new  Sleeper  Service,  a  start-to-finish  redesign  of  our  business  class  service  on 
ening  flights  to  London*.  A  pre-flight  supper  and  a  quieter  cabin  mean  you  can  cozy  into  our  180-degree  flat  bed  right  after  takeoff. 
On  arrival,  invigorate  with  a  shower  and  spa  treatment  at  our  Arrivals  Lounge.  It  all  adds  up  to  a  better  night  for  a  better  day. 
'•  To  learn  more,  visit  ba.com/thesleeperservice.         •',  ;  '  ^  ' 

•■  ;~-  .  ■  ,  ■  .'        ■   .  '■  ; 


*On  flights  afler  7:30pm  from  New  York  )FK,  Boslon,  Chicago,  Toronto  and  Philadelphia. 


BRITISH  AIRWAYS 
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JUNE  7.  2004 


Safer  at 
Safeway 


Food-fight  winner: 
Safeway  Chief 
Steven  Burd. 


Safeway  Chief  Steven  Burd  survived 
the  siege.  On  May  20  shareholders 
at  the  Pleasanton,  Calif,  grocery 
chain  voted  resoundingly  to  reelect  Burd, 
despite  an  effort  by  the  California  Public 


Employees  Retirement  System  to  unseat 
him.  In  our  June  7  issue  we  described 
how  Calpers  head  Sean  Harrigan,  who 
also  heads  the  West  Coast  food  workers 
union,  was  trying  to  unseat  Burd  by 
blaming  him  for  Safeway's  poor  financial 
performance.  The  campaign  had 
more  to  do  with  Burd's  tough 
stance  during  the  recent  California 
strike.  — David  Whelan 

MARCH  18. 2002 

All  in  the  Family 

Sakip  Sabanci,  the  Turkish  billion- 
aire whose  monumental  collection 
of  Ottoman  calligraphy  and  Turk- 
ish paintings  we  profiled  two  years 
ago,  died  in  April  of  cancer,  at  the 
age  of  71. 

Whither  Sabanci's  financial 
empire?  In  May  Sabanci  Holdings, 
which  netted  $583  million  last  year 
through  its  investments  in  every- 
thing from  tourism  to  textiles  and 
partnerships  with  an  array  of 
global  companies  including  Toyota, 
Philip  Morris  and  IBM,  announced  that 
Sabanci's  49-year-old  niece,  Guler 
Sabanci,  would  take  over  as  chairman. 
Formerly  head  of  the  group's  tire  com- 
pany, Guler,  a  reformed  chain-smoker,  is  a 


Steering  the  family  fortune:  Sabanci 
Holdings'  new  chairman,  Guler  Sabanci. 

vintner  and  antiques  enthusiast.  She  will 
be  the  first  woman  in  Turkey  to  run  a  big 
business  conglomerate.  FORBES  pegs  the 
family's  worth  at  $3.2  billion.  Sakip 
Sabanci's  20-room  Italian-style  mansion- 
museum  will  live  on.  He  left  it,  along  with 
a  $40  million  endowment,  to  an  Istanbul 
university  he  founded  and  named  in  his 
family's  honor. 

— Matthew  Swibel 

OCTOBER  28,  2002 

I  Hate  New  York 

Auto  finance  subsidiaries  like  GMAC  and 
Ford  Motor  Credit  were  threatening  to 
get  out  of  the  leasing  business  in  New 
York  and  other  Eastern  states  two  years 


The  Midas  Tax 


MARCH  20,  1989 


The  Power  of  Greenspan 
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MONEY    MANAGEMENT    IS    WHAT    WE  DO. 


ou've  spent  a  lifetime  being  rational,  sensible  and  practical.  When  it  comes  time  to  let  your 
air  down  (or  what's  left  of  it)  will  you  be  prepared?  Neuberger  Berman  can  help.  For  over  60 
sars  we've  specialized  in  one  thing:  managing  money.  We  know  that  in  order  to  meet  your 
mg-term  goals  your  money  needs  to  grow.  So  our  primary  purpose  is  to  uncover  opportunities 
lat  are  right  for  you,  whether  you're  worth  $500,000  to  $500  million.  For  more  information,  call 
77.232.4859  or  visit  nb.com.  After  all  you  want  to  make  the  most  out  of  playtime,  don't  you? 

MONEY    MANAGEMENT    IS    WHAT    WE  DO: 


NEUBERGER  BERMAN 


A  Lehman  Brothers  Company 

uberger  Berman,  LLC.  Member  NYSE/NASD/SIPC.  Over  $74  Billion  in  assets  under  management  (as  of  3/31/04).  Minimum  investment  $500,000.  For  more  information,  including  a  list  of  our  offices 
ionwide,  visit  nb.com.  ©2004.  All  rights  reserved.  5/04. 


5  cities 
3  days* 


who  carries  the  spirit  and  soul  of  your  business? 

what  responsibility  comes  with  having 

your  name  on  the  building  or 

at  the  top  of  the  org  chart? 

is  your  personal  reputation  and 

ptace  in  the  community  undeniably  linked  with 

the  behavior  and  success  of  your  company? 

what  would  happen  if  you 

distanced  yourself  from  the  day  to  day? 

would  your  company  survive? 

if  it  did, 

would  it  still  be  your  company? 


Business  is  personal.  We  treat  it  that  way.  We 
have  a  dedicated  group  focused  on  audit,  tax 
compliance  and  planning  and  the  business 
advisory  needs  of  private  companies  and  their 
owners.  We  are  committed  to  the  issues  you 
face,  whether  they  be  survival,  growth,  mergers, 
acquisitions  or  wealth  management. 

Private  Company  Services 


*connectedthinking 


PricewaTerhouseQopers  % 


If  you  would  like  to  learn  more 
about  PricewaterhouseCoopers' 
Private  Company  Services 
practice  contact  the  practice 
•leader  in  your  area  or  visit  us 
at  www.pwc.com/pcs. 


FOLLOW-THROUGH 


Atlanta 

Bill  Kooymans  678-419-4025 
Boston 

Mike  Carona  617-530-4145 
Charlotte 

Larry  Fritz  864-577-8812 
Chicago 

Glenn  Aquino  312-298-2927 
Cleveland 

Rich  Stovsky  216-875-31 1 1 

Dallas-Ft.  Worth 

Tom  Codd  214-754-8925 

Detroit 

Dave  VanEgmond  313-394-6531 
Florham  Park 

Mark  Reffner  973-236-4840 
Don  Scotto  973-236-5530 

Hartford 

Alex  Corl  860-241-7035 
Houston 

Lance  Mosby  713-356-6039 
Los  Angeles 

Russ  McQueen  213-356-6155 
Miami 

George  Baccash  305-347-3584 
Minneapolis 

Ellen  Valde  612-596-4459 
New  York 

Rich  Poccia  646-394-2173 
Philadelphia 

Joe  Ragg  267-330-2270 

San  Francisco 

Mick  Friend  415-498-7478 

St.  Louis 

Steve  Ditman  314-206-8777 

Washington,  D.C. 

Jamie  Grow  703-918-3458 


©  2004  PricewaterhouseCoopers  LLP.  All  rights  reserved. 
"PricewaterhouseCoopers"  refers  to  PricewaterhouseCoopers 
LLP  (a  Delaware  limited  liability  partnership)  or.  as  the  context 
requires,  other  member  firms  of  PricewaterhouseCoopers 
International  Limited,  each  of  which  is  a  separate  and 
independent  legal  entity,  'connectedthinking  is  a  trademark 
of  PncewaterhouseCoopers  LLP  (US). 


ago.  The  reason:  a  legal  concept  known  as 
vicarious  liability.  Lessors  were  being 
stuck  with  the  tab  for  accidents  caused  by 
negligent  drivers  behind  the  wheels  of 
leased  vehicles. 

Connecticut  and  Rhode  Island  have 
since  amended  their  vicarious  liabiliry 
provisions,  which  had  been  drawn  up  be- 
fore leasing  was  invented,  by  capping 
maximum  payouts  for  lessors.  But  New 
York  has  held  firm  and,  as  predicted, 
nearly  every  lessor  has  jumped  ship.  In 
May,  DaimlerChrysler's  Chrysler,  Dodge 
and  Jeep  joined  GM,  Ford  and  Volks- 
wagen, whose  leasing  subsidiaries  had  al- 
ready fled  the  state.  Instead,  most  auto- 
makers now  offer  a  less  popular 
balloon-payment  deal  in  which  the 
owner  takes  title  but  has  the  option  of  re- 
turning the  car  to  the  dealership  before 
the  big  payment  is  due.  It  works  almost 
like  a  lease — but,  because  buyers  take 
title,  they  wind  up  paying  an  extra  $707 
in  sales  tax,  on  average,  says  the  Greater 
New  York  Auto  Dealers  Association. 

— Jonathan  Fahey 

NOVEMBER  24,  2093 

Casino,  Now  on  TV 


Survivors:  Golden  Nugget  bosses 
Thomas  Breitling  and  Timothy  Poster. 

Last  year  FORBES  wrote  about  two  fledg- 
ling casino  entrepreneurs  who  were  try- 
ing to  have  a  go  at  reviving  Las  Vegas'  old- 


est continually  operating  gambling 
establishment.  Thomas  Breitling,  34,  and 
Timothy  Poster,  35,  had  sold  their  online 
hotel  reservations  business  to  Expedia, 
then  plunged  into  a  $215  million  deal  to 
buy  the  Golden  Nugget  from  MGM 
Mirage.  Neither  had  ever  worked  in,  let 
alone  run,  a  casino. 

So  far,  so  good.  Net  income  for  the 
first  quarter  of  2004  jumped  50%  from 
last  year,  thanks  to  more  gambling  and  a 
rise  in  overnight  guests.  But  that's  just 
the  beginning.  Reality  TV  impresario 
Mark  Burnett  has  cast  Breitling  and 
Poster  in  his  newest  show,  Casino,  which 
kicks  off  June  14.  In  the  mold  of  Burnett 
creation  The  Restaurant,  the  series  will 
track  Tim  and  Tom's  trials  and  tribula- 
tions as  they  run  their  business. 

— Dorothy  Pomerantz 

AUGUST  6,  2001 

Yet  Another 
Low-Fare  Airline 

Three  years  ago  Atlantic  Coast  Airlines 
was  contracting  with  United  and  Delta 
to  fly  regional  routes  under  the  larger 
carriers'  brands.  Now  Atlantic  Coast 
is  reinventing  itself  as  a 
low-fare  airline,  with 
its  own  new  identity, 
Independence  Air.  On 
June  16  Independence  is 
launching  service  to  five 
cities  from  its  Washing- 
ton Dulles  hub  using  50- 
seat  regional  jets. 

Independence  is  en- 
tering a  crowded  market 
that  includes  discounters 
AirTran,  Frontier,  JetBlue 
and  Ted,  the  low-fare 
unit  run  by  United,  for- 
merly Atlantic  Coast's 
biggest  customer.  South- 
west Airlines  maintains  a 
base  just  50  miles  away  at  Baltimore- 
Washington  International.  Another 
looming  problem:  The  company's  busi- 
ness plan  projects  fuel  costs  of  90  cents 
per  gallon.  Gassing  up  a  jet  now  costs 
$1.25  a  gallon.  —M.S. 
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Lehman  Brothers'  hopes  of  underwriting  some  juicy  tort  litigation  crashed  badly, 
leaving  behind  the  toxic  residue  of  avarice  and  gullibility  |  by  scott  woolley 


ON  A  RAINY  MARCH  DAY  FIVE 
years  ago  13  Lehman  Brothers 
executives  gathered  for  a  pri- 
vate meeting  at  a  company 
office  in  Manhattan.  This  "new 
products  committee"  began  discussing  a 
groundbreaking,  and  potentially  very 
lucrative,  investment  banking  product: 
underwriting  lawsuits. 

Kenneth  Pierce,  a  director  of 
Lehman's  reinsurance  products  group, 
laid  out  the  details.  The  small  inland  city 
of  Lodi,  Calif,  had  filed  an  environmen- 
tal action  against  a  dry  cleaner  and  other 
businesses  over  toxic  pollutants  in  the 
city's  groundwater.  Lodi  wanted  it 
cleaned  up.  The  business  owners  and 
their  insurance  companies  claimed  they 
had  evidence  that  the  city  itself  had  also 
polluted,  and  argued  it  should  help  share 
the  cleanup's  cost.  The  city  council,  with 


$2  million  in  unpaid  legal  bills,  was  on 
the  verge  of  compromising.  Pierce  had  a 
better  idea:  Lend  Lodi  $16  million,  at 
22%-to-25%  interest,  to  finance  an  all- 
out  legal  attack  and  force  the  city's 
opponents  to  their  knees. 

The  deal,  intended  as  a  precedent- 
setter  for  underwriting  high-risk  toxic 
suits  across  the  country,  has  been  more 
of  a  disaster  than  anyone  could  have 
imagined.  Five  years  later  Lodi  has  blown 
through  the  entire  loan,  its  water  is  no 
cleaner  and  its  since- fired  plaintiff  lawyer 
has  left  town  with  the  district  attorney  on 
his  tail.  The  loan  balance,  now  up  to  $24 
million,  has  been  compounding  like  the 
interest  on  an  out-of-control  credit  card 
while  Lodi  and  Lehman  are  locked  in 
countersuits  over  the  money. 

Frank  C.  Damrell,  the  federal  district 
judge  overseeing  the  city's  pollution  case, 


is  preparing  to  rule  on  whether  the  deal 
was  legal  in  the  first  place.  So  far  he  has 
expressed  skepticism  about  the  way  the 
case  came  about.  "This  was  much  more 
than  an  environmental  lawsuit,"  he  said 
in  a  recent  hearing.  "It  was  a  scheme  to 
make  money  for  a  party  which  had  no 
interest  in  cleaning  up  the  environment." 

Lawyers  have  a  dirty  word,  dating  to 
the  15th  century,  for  the  practice  of 
financing  litigation:  champerty.  In  the 
U.S.  today  champerty  is  not,  by  and  large, 
verboten.  But  it  is  looked  at  askance. 

Lehman  says  it  deserves  its  money 
even  if  the  lawsuit  fails  to  collect  from  the 
insurers  standing  behind  the  town's  busi- 
nesses. A  company  spokeswoman  said  it 
was  an  unusual  financing  and  the  firm's 
profit  was  commensurate  with  the  risk. 

When  the  scheme  was  hatched  on 
that  rainy  day  in  1999,  Pierce  assured 


his  Lehman  colleagues  that  the  $16  mil- 
lion loan  was  a  can't-lose  proposition — 
at  least  for  Lehman.  The  firm  would 
make  a  minimum  $3  million  in  profit, 
and  probably  much  more,  thanks  to  the 
eye-popping  interest  rate  on  the  $16 
million.  The  clincher:  Lehman  would 
have  several  other  possible  ways  of  get- 
ting its  money,  including  directly  from 
the  city's  insurance  company,  before 
Lodi  ever  got  a  dime  to  clean  its 
groundwater. 

The  terms  were  so  lucrative  that 
another  executive,  James  Hearty,  urged 
the  deal  be  kept  under  wraps  so 
Lehman  could  get  the  jump  on  funding 
similar  lawsuits  around  the  country. 
Pierce  agreed,  saying  he  didn't  want 
Lehman's  insurance  company  clients 
finding  out  about  its  plan  to  finance  a 
wave  of  lawsuits  against  them.  Assured 
Lehman's  name  would  be  kept  hidden 
and  the  money  routed  through  an  off- 
shore front  company,  the  bankers  voted 
to  approve  the  deal. 

Shortly  thereafter  the  bank  teamed 
with  a  San  Francisco  plaintiff  lawyer, 
Michael  Donovan,  to  handle  Lodi's  suit. 
Donovan  had  devised  a  way  to  wrest 
control  of  the  Lodi  case  from  the  state 
regulators  who  had  been  handling  it  as  a 


Where  the  grapes  of  wrath  are 
stored:  The  town  of  Lodi  is 
proud  of  its  arch  and  wineries, 
less  so  its  financial  acumen. 


simple  enforcement  action.  It  was 
Donovan  who  first  brought  the  case  to 
Lehman's  attention,  the  bank  says. 
(Donovan  did  not  return  phone  mes- 
sages, and  the  phones  at  his  offices  are 
no  longer  being  answered.) 

Working  with  Lehman's  lawyers, 
Donovan  crafted  an  employment  deal 
with  the  city  that  mirrored  Lehman's 
loan:  lots  of  upside,  little  risk.  Donovan 
would  get  a  20%  contingency  fee  on 
whatever  he  won.  In  the  meantime  he 
charged  $475  an  hour,  plus  his  staff  s 
salaries,  plus  expenses. 

Having  hashed  out  their  deal,  all 
Donovan  and  Lehman  had  to  do  was  get 
the  five-member  Lodi  City  Council  to 
sign  off  on  it.  Estimates  of  the  town's 
potential  recovery  ranged  between  $20 
million  and  $100  million.  When  the  mat- 
ter was  put  to  a  vote,  only  one  council 
member,  an  elementary  school  principal 
named  Susan  Hitchcock,  challenged  the 
idea.  "If  this  goes  on  for  any  length  of 
time,  everything  we  hoped  to  recover  we 


are  going  to  pay  out  in  fees,"  Hitchcock 
warned.  "It  scares  me;  it  really  does." 

The  rest  of  the  council  brushed  off 
her  concerns.  Donovan's  fees  and 
Lehman's  profits  would  be  paid  with  cash 
plucked  from  the  insurance  companies' 
pockets,  they  said.  "We  have  a  financial 
house  that  has  offered  to  take  the  finan- 
cial liability  off  our  shoulders  and  not 
risk  any  city  money,"  council  member 
Stephen  Mann  said.  "I  can't  think  of  a 
better  deal." 

Donovan  launched  a  legal  strategy 
aimed  at  not  merely  winning  Lodi  some 
money  but  also  setting  precedents  that 
would  make  copycat  cases  easy  to  file.  He 
filed  suits  against  insurers  in  local  juris- 
dictions and  escalated  those  to  both  the 
California  Supreme  Court  and  the  Ninth 
Circuit  Court  of  Appeals.  He  rented  a 
large  document  repository  and  was  soon 
racking  up  $100,000  monthly  bills  for 
"computer  document  management." 
Donovan  and  Lehman  bankers  also 
launched  a  mini  road  show  for  their 
toxic-tort  underwriting,  pitching  a  sim- 
ilar deal  in  the  neighboring  town  of 
Modesto. 

"A  lot  of  the  money  was  spent  to  val- 
idate a  legal  strategy  that  Donovan 
hoped  to  take  elsewhere,"  says  Stephen 


Ontfrnnt  

Meyer,  an  attorney  for  a  Lodi  dry  cleaner. 
He  says  that  Donovan  and  Lehman  cor- 
rectly figured  the  city  council  wouldn't 
question  the  details  of  their  legal  expen- 
ditures. With  the  exception  of  Hitchcock, 
he  says,  "they  knew  they  were  dealing 
with  a  bunch  of  rubes." 

So  ambitious  was  Donovan's  legal 
strategy  that  by  January  of  this  year  he 
had  managed  to  spend  all  of  Lehman's 
money  without  getting  Lodi's  case  to 


trial.  Speeding  the  cash  drain  were  char- 
tered planes  and  limos,  plus  other 
expenses  such  as  photocopies  at  20  cents 
per  page.  Five  months  ago,  after  Judge 
Damrell  took  the  unusual  step  of  advis- 
ing Donovan  to  rethink  his  entire  strat- 
egy, the  city  fired  him.  The  local  district 
attorney  is  investigating  his  relationship 
with  the  city  while  the  pollution  case  is 
temporarily  on  hold.  Lodi  has  hired 
new  lawyers  to  sue  Lehman  in  U.S.  dis- 


trict court,  seeking  to  get  out  of  paying 
the  bank  back.  Lehman  shot  right  back 
with  a  countersuit  claiming  breach  of 
contract. 

Lodi  council  member  Susan  Hitch- 
cock says  the  city  was  foolish  to  trust 
Donovan  or  Lehman  Brothers.  "I  don't 
believe  it  was  about  cleaning  up  the 
environment.  It  was  about  fees.  It  was 
about  greed,"  she  says.  "We  should  have 
known  better."  F 


Here  Come  the  Lawyers 

Mutual  fund  firms  are  acting  as  if  they've  put  recent 
scandals  behind  them.  But  the  $1.3  billion  coughed  up 
so  far  may  be  nothing  but  the  ante  by  neil  Weinberg 


;HEN  LEADERS  OF  THE  $7.5 
trillion  mutual  fund  industry 
gathered  in  Washington  for 
their  annual  powwow  late  last  month, 
their  strategy  for  dealing  with  revela- 
tions that  they've  been  ripping  off  small 
investors  was  clear:  act  contrite,  portray 
reform  as  misguided  and  go  back  to 
business  as  usual. 

If  it  were  only  that  easy.  Yes,  7  of 
the  25  largest  fund  firms,  including 
Strong  Financial  and  Bank  of  Amer- 
ica's Nations  funds,  have  agreed  to 
pay  the  Securities  &  Exchange  Com- 
mission and  other  regulators  $1.3  bil- 
lion in  fines  and  restitution  to  settle 
the  claims. 

But  the  industry's  financial  and 
legal  troubles  are  just  starting.  Hun- 
dreds of  individual  private  lawsuits 
are  cocked  and  aimed  at  17  mutual 
fund  firms.  They  will  likely  be  consol- 
idated into  a  handful  of  massive  legal  proceedings  centering  on 
certain  funds'  habit  of  letting  market-timers  and  after-hours 
traders  make  playthings  of  the  portfolios. 

The  industry's  exposure  could  potentially  run  into  the  bil- 
lions of  dollars,  if  recent  history  is  any  guide.  Citigroup  agreed  in 
2002  to  pay  regulators  $400  million,  including  restitution,  as 
part  of  a  settlement  over  crooked  stock  research.  But  last  month 
it  increased  to  $6.7  billion  pretax  the  amount  set  aside  to  cover 
private  litigation  related  to  regulatory  settlements  over  bum  ana- 
lyst work  and  other  misdeeds  of  the  Enron  era. 

To  hear  some  fund  firms  tell  it,  the  government  settlements 
will  make  investors  whole,  and  they  shouldn't  owe  a  dime  more. 
"We're  paying  [regulators]  restoration  and  penalties  deemed  suf- 


ficient to  cover  shareholders'  losses,"  says  Janus 
spokesman  Shelley  Peterson.  Her  company  faces  60 
lawsuits  mostly  alleging  it  permitted  market-timers 
to  trade  its  funds  at  the  expense  of  small  investors. 

This  argument  will  face  tough  going,  however. 
Under  the  SEC's  application  of  the  so-called  Sar- 
banes-Oxley  fair  funds  provision,  government 
penalties  passed  on  to  victims  are 
not  supposed  to  reduce  any  set- 
tlements won  in  court.  Besides, 
no  one  knows  yet  how  the  gov- 
ernment money  will  be  distrib- 
uted, making  it  a  bit  of  a  stretch 
for  fund  firms  to  argue  that 
investors  have  been  made  whole. 

Even  industry  optimists  con- 
cede the  "I  already  gave"  ploy 
might  not  prevail.  Alliance  Capi- 
tal Management  has  agreed  to 
pay  $250  million  to  shareholders 
harmed  by  market-timing  and  to 
increase  the  sum  if  it's  deemed 
insufficient.  But  it  also  notes  in  a 
recent  regulatory  filing  that  it 
may  have  to  take  further  provi- 
sions to  settle  private  suits. 

Plenty  of  other  suits  remain 
aimed  at  other  participants  in  the 
fund  industry.  Management 
firms,  like  Franklin  Templeton 
and  Invesco,  have  been  hit.  So  have  fund  directors,  in  Erisa  suits 
filed  by  retirement  plan  participants.  And  investors  have  filed 
claims  against  publicly  listed  fund  advisers  or  their  parents, 
like  Alliance  Capital  and  Marsh  &  McLennan,  which  offer 
plaintiffs  a  nifty  way  to  try  to  tap  directors'  and  officers'  insur- 
ance coverage. 

"There's  going  to  be  a  lot  of  creative  lawyering  on  both 
sides,"  says  Steven  Schulman,  a  lawyer  at  Milberg  Weiss  Bershad 
&  Schulman,  which  cochairs  the  plaintiffs'  steering  committee. 

If  the  legal  issues  appear  daunting,  the  industry's  potent  lob- 
bying arm  has  swept  at  least  one  concern  away.  It's  likely  that 
none  of  the  proposed  bills  to  impose  more  regulations  on  the 
funds  will  get  past  the  industry's  Capitol  Hill  buddies.  F 
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'Can  we  find  fuels  that  don't 
impact  the  environment  as 
much  as  what  we  use  today?" 

▲  Srikanth  Gururaj/Financial  Services  Marketing  Manager 
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Natural  gas  is  the  clean  bridge  to  renewable 
energy.  By  shifting  from  coal  and  oil  to 
cleaner  burning  natural  gas,  carbon  dioxide 
emissions  can  be  reduced  by  up  to  53%. 
Today,  natural  gas  makes  up  55%  of  our 
U.S.  energy  production. 

It's  a  start. 


beyond  petroleum 
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WANNABES 

This  may  be  the  sincerest  flattery 
Google  has  gotten  yet.  Upstart 
technology  companies  craving 
attention  are  marketing  claims  to 
be  as  good  as  the  popular  search 
service,  whether  they're  in  the 
search  business  or  not.  We  found 
2,762  hits  on  Google  for  the 
phrases  "the  Google  of"  or  "the 
Google  for."  Here  are  a  few. 

FEEDSTER 

"Google  for  blogs" 
Searches  for  Web  logs. 

LOOKOUT  SOFTWARE 

"Google  for  e-mail" 

Tool  to  search  Microsoft  Outlook. 

NEXIDIA 

"Google  for  audio" 

Voice  search  technology  that  is 

also  "unique  and  intuitive." 

SIDESTEP 

"Google  of  travel" 

Tool  for  finding  travel  deals  online. 

UTOPY 

"Google  for  call-center  recordings" 
Technology  that  finds  angry 
customers  in  recorded  calls. 

TOPSPIN 

"Google  for  server  visualization" 
Nothing  to  do  with  search,  but 
likes  the  "hot  momentum"  of  the 
brand  name. 

—Victoria  Murphy 
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Come  Home  to  Momma 

A  frustrated  General  Motors  is  finally  cutting  off 

Saab's  and  Saturn's  independence.  So  much  for  quirkiness. 

BY  JONATHAN  FAHEY 


GENERAL  MOTORS  GOT  QUIRKY 
in  1990,  buying  Saab,  best 
known  as  the  college-professor 
car  brand,  and  creating  Sat- 
urn— "a  different  kind  of  car 
company" — from  scratch.  It  turns  out 
quirky  independence  doesn't  pay.  After  14 
years  of  losses,  GM  has  decided  it  has  little 
choice  but  to  rein  in  the  two  maverick 
brands  to  cut  costs.  Saab  is  literally  being 
called  home:  It  will  move  its  U.S.  head- 
quarters from  Georgia  to  GM's  offices  in 
Detroit  this  fall. 

In  the  past  Saab  and  Saturn  have  been 
free  to  operate  as  almost  separate  entities, 
developing  their  own  vehicles.  Both  have 
their  devotees.  Saturn  buyers  adore  the 
no-haggle  dealerships,  and  Saab's  new  9-3 
sport  sedan  and  convertible  helped  it  set  a 
sales  record  last  year.  But  Saturn  has  never 
made  money,  and  Saab  has  been  prof- 
itable in  just  2  of  the  14  years  it  has  been 
with  GM.  This  year  sales  are  down  23% 
for  Saturn  and  27%  for  Saab. 

Now  both  will  be  getting  new  cars 
that  will  share  parts  and  production  with 
the  larger  GM  family.  Saab  will  offer  a  new 


vehicle  starting  this  month  called  the 
9-2X,  though  it  will  be  built  on  the  other 
side  of  the  world  from  Sweden.  It's  a  well- 
disguised  Subaru  WRX  built  in  Japan  by 
GM  partner  Fuji  Heavy  Industries.  Early 
next  year  Saab  will  sell  an  SUV  built  in 
Moraine,  Ohio  at  the  same  plant  as  its 
mechanical  cousin,  the  Chevy  TrailBlazer. 
"We  are  losing  money  because  we  are  too 
small  and  we  have  high  costs,  not  because 
of  bad  cars  or  a  bad  brand,"  says  Saab 
Chief  Peter  Augustsson.  "We  need  to  use 
GM  better." 

The  same  could  be  said  for  Saturn.  Its 
cars  have  always  been  built  in  Saturn-only 
factories,  with  body  panels  made  of 
expensive,  dent-resistant  plastic.  But  GM 
recendy  announced  that  because  of  slow 
sales  it  will  stop  production  this  month  of 
the  L-Series  car,  which  was  meant  to  be 
Saturn's  bread  and  butter,  earlier  than 
planned. 

That  will  leave  Saturn  building  just 
two  vehicles  until  this  fall,  when  it  gets  a 
minivan  called  the  Relay.  It  will  be  made 
of  plain  old  steel,  and  it  will  be  built  in 
Doraville,  Ga.,  along  with  versions  that 
will  be  offered  as  Chevrolets,  Buicks  and 
Pontiacs.  That  will  spread  development 
costs  around. 

Wesley  Brown,  a  brand  consultant  in 
Los  Angeles,  sums  up  GM's  dilemma: 
"For  smaller,  niche  brands  like  Saturn 
and  Saab  you  want  to  keep  your  distance 
and  keep  your  uniqueness.  But  you  are  in 
the  business  to  make  money  after  all."  F 


For  the  next  9  months, 
you'll  be  seeing  zeroes  everywhere 
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Fool  Me  Twice 

Some  suckers  never  get  an  even  break.  Yearning  to 
recoup  their  losses,  they  get  taken  again  by  the  same 
scamsters  bysethlubove 


FOR  THE  FOLKS  WHO  LOST  $300 
million  in  the  2002  collapse  of 
Imperial  Consolidated  Group,  a 
once-high-flying  financial  outfit, 
Matrix  Investigations  offered  sal- 
vation. It  promised  to  recover  unpaid 
debts  and  allegedly  stolen  funds  from 
Britain's  Imperial — for  a  fee,  of  course. 

Turns  out  that  Matrix  knew  plenty 
about  the  Imperial  fiasco.  The  characters 
behind  Matrix  included  the  same  two 
blokes  behind  the  collapse  of  Imperial, 
which  burned  thousands  of  investors 
from  the  U.S.  to  Japan,  according  to  the 
firm's  receivers.  Using  a  fist  of  Imperial's 
clients,  Matrix  solicited  at  least  $184,000 
from  gullible  investors  before  Matrix,  too, 
reportedly  went  kaput  in  March. 

"A  list  of  suckers  is  a  valuable  com- 


modity," says  David  Marchant,  whose 
Miami  Internet  newsletter  operation,  KYC 
News  (as  in  "know  your  customer"), 
exposed  Imperial's  problems,  then 
smoked  out  the  principals  behind  Matrix. 

Unfortunately  for  investors,  Matrix  was 
just  the  latest  in  a  string  of  recovery 
schemes  often  designed  to  separate  suckers 
from  their  wallets  not  once,  but  twice.  The 
scams  are  sometimes  even  more  brazen 
than  the  original  scams  they  purport  to  fix. 

Frank  R.  Johnson,  for  instance,  was 
convicted  in  1999  of  defrauding  investors 
in  a  "private  party  loans"  scheme  called 
the  International  Benevolent  Foundation, 
in  which  he  conned  9,500  investors  out  of 
$14  million.  Starting  in  1996  he  promised 
to  return  investors'  money  100- fold  and 
tax-free  by  investing  in  offshore  accounts. 


This  was  a  Ponzi  scheme,  says  th< 
Alabama  Securities  Commission. 

With  just  eight  months  to  go  before 
heading  to  jail  for  that  first  crime,  John- 
son and  two  cronies  formed  something 
called  Asset  Recovery  &  Management 
Trust.  The  new  company  then  went  back 
to  the  same  investors  he'd  swindled  and 
convinced  them  to  part  with  $900, 00C 
between  1999  and  2002  to  help  them 
recover  the  money  they  lost  in  Johnson'* 
original  scam  and  other  frauds.  But  like 
the  previous  swindle,  the  "recovery"  wa< 
fake,  according  to  a  Securities  &  Exchange 
Commission  lawsuit.  He  is  awaiting  trial 
on  fraud  charges  related  to  the  recover) 
business.  Johnson's  attorney,  Alvin  Prest- 
wood,  contends  that  his  client  "knows 
very  little  of  what  happened"  and  is  "as 
much  in  the  dark  as  everyone  else." 

In  other  cases,  crooks  have  come 
clean  about  their  past  as  a  way  of  per- 
suading the  marks  that  they're  the  besl 
equipped  to  recoup  lost  money.  Typical  ol 
this  ilk  is  disgraced  former  PaineWebbei 
stockbroker  Robert  Magnan.  In  1995  the 
SEC  barred  him  from  the  industry  foi 
churning  customer  accounts  and  engag- 
ing in  "unsuitable  trading."  Magnan 
resurfaced  in  1999  with  a  new  company 
Investment  Recovery  Network.  Telling 
reporters  he  would  use  his  scamster  back- 
ground to  help  investors  recover  money 
looted  by  other  con  artists,  Magnar 
raised  $3  million  in  an  unregistered  stock 
offering  using  hyperinflated  financial 
projections  and  stock-price  predictions 
The  SEC  last  year  charged  Magnan,  alon^ 
with  the  brokerage  firm  that  flogged  his 
stock,  with  securities  fraud,  and  is  seeking 
a  permanent  injunction  against  him.  Hit 
lawyer  declined  to  comment,  yet  claimed 
in  a  court  filing  Magnan  disclosed  the 
risks,  and  that  he  was  exempt  from  regis- 
tering the  securities. 

But  for  sheer  chutzpah  the  recovery 


AHEM, AHEM 

Here  are  two  spins  on  the  same  study  that 
only  a  tort  lawyer  could  love.  Both  appeared 
May  26,  in  the  Wall  Street  Journal  (top) 
and  the  New  York  Times. 
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her  Jcroma.  wfto  plans  10  appeal  sure  the  church's  presence  in 
decision,  it  necessary  to  the  Valt-    areas  ot  the  archdiocese." 
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Panel  Finds  Mold  in  Buildings 

Is  No  Threat  to  Most  Peon/e 


Hntfrnnt  

scheme  behind  Imperial  Consolidated  is  in 
a  dubious  class  by  itself.  Founded  in  1997 
by  two  Brits,  Jared  Brook  and  Lincoln 
Fraser — neither  had  formal  financial  train- 
ing, and  one  was  bankrupt  at  24 — Imper- 
ial used  Internet  pitches  and  outside  bro- 
kers to  peddle  shares  in  an  Argentinean 
mining  venture,  among  other  things.  Im- 
perial began  unraveling  in  2001  following 
Sept.  1 1 ,  and  when  word  got  out  of  its  al- 
leged links  to  a  shadowy  Syrian  arms  trader 
named  Monzer  Al-Kassar.  Skittish  banks 


dropped  the  company,  new  investments  fell 
80%  to  $4  million  monthly  and  investor 
redemption  requests  mounted.  Attempts  to 
reach  Brook  and  Fraser  were  unsuccessful. 
They  are  among  19  Imperial  people  tar- 
geted in  lawsuits  filed  by  the  receivers. 

"The  majority  of  the  money  has  been 
spent,"  seethes  Jeff  A.  Garrett  of  Bellevue, 
Wash.,  who  says  he  lost  his  life's  savings 
in  the  debacle,  and  now  runs  an  Internet 
clearinghouse  for  aggrieved  investors. 
"They  squandered  it  and  distributed 


money  among  various  directors  and  offi- 
cers. A  lot  is  just  buried."  Only  $5  million 
to  $10  million  has  been  recovered  from 
the  liquidated  company,  he  says. 

Thus,  Garrett  was  aghast  when 
Matrix  Investigations  popped  up  in  2002 
with  an  official-looking  Web  site  and  a 
propaganda  campaign  against  Imperial's 
receivers,  David  Marchant  of  KYC  News 
and  even  himself.  A  Matrix  screed,  for 
instance,  claimed  Garrett  tried  to  set  up  a 
meeting  with  Imperial  founders  Brook 
and  Fraser  to  "tell  their  side  of  the  story" 
and  enlist  their  help  in  pursuing  "third 
party  lawsuits,"  as  well  as  claims  that  Gar- 
rett was  himself  running  an  advance-pay- 
ment recovery  scheme. 

"The  bottom  line  is:  Most  of  it  is  B.S.," 
retorts  Garrett.  "They  started  this  phony 
asset  recovery  scheme  because  they've  run 
out  of  money." 
~N       The    link  between 
Matrix  and  Imperial  is  that 
Matrix's  boss  gives  his 
address,  in  filings  with  the 
U.K.  Registrar  of  Compa- 
nies, as  Fraser's  residence, 
according  to  the  receivers. 

No  matter  who's  right, 
the  sad  fact  is  that  most  in- 
vestors have  little  recourse 
when  their  investments,  le- 
gitimate or  otherwise,  go 
sour.  Between  1995  and 
2001,  mostly  wild  bull 
years,  the  SEC  recovered  just 
$426  million,  or  14%,  of  the 
$3.1  billion  scammed  from 
investors,  a  sharp  drop 
from  the  50%  that  was  re- 
covered in  1994.  Mean- 
while, investors  last  year 
collected  a  mere  $162  mil- 
lion in  National  Association 
of  Securities  Dealers  arbi- 
tration cases  (and  $68  mil- 
lion this  year  through  April),  tiny  in  rela- 
tion to.  the  losses  investors  suffer  from  bum 
investments. 

But  where  there's  opportunity, 
opportunists  arise,  even  among  watch- 
dogs. Newsletter  editor  Marchant  is  orga- 
nizing the  third  year  of  his  "Due  Dili- 
gence &  Asset  Recovery  Symposium." 
Price:  $1,795  per  head.  F 


Jays  Since  2002 

ATTENDANCE 

+6% 

INTERNET  TICKET  SALES 

+20% 

WALK-UP  TICKET  SALES 

+33% 

TICKET  PRICES 

+5% 

PAYROLL 

-32% 

WINNING  PERCENTAGE 
SO  FAR  IN  2004 

 .400  

Sources.  Major  League  Baseball:  Toronto  Blue  Jays: 
Forbes. 
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High  performers  create 


their  own  opportunities. 


Go  on.  Be  a  Tiger. 


High  performance  isn't  measured  by  how  well  you 
make  the  obvious  moves,  but  how  innovatively  you 
pull  off  the  tough  ones.  To  see  how  Accenture  can 
help  your  business  be  a  high-performance  business, 
visit  accenture.com 

Consulting  •  Technology  •  Outsourcing 


High  performance.  Delivered 
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Veni,  Vidi ...  Wiki? 

Just  when  you  thought  you  figured  out 
what  a  blog  is,  here  comes  the  latest 
Silicon  Valley  idea  intriguing  enough  to 
attract  some  venture  capital.  It's  a  wiki 
(from  the  word  for  "fast"  in  Hawaiian). 
A  wiki  is  a  kind  of  communal  Web  site 
that  allows  nontechies  to  create  and 
edit  Web  pages.  If  a  blog  is  one  person's 
rant,  a  Wiki  is  a  blog  for,  and  by,  many. 

Wikis  have  been  around  since  the 
mid-1990s  but  were  the  domain  of  geeks 
who  used  them  to  swap  and  discuss 
code.  Now  wikis  are  making  their  way 
into  PCs,  PDAs  and  smartphones,  and 
companies  are  using  them  to  allow  em- 
ployees to  communicate  with  each  other. 
Wikipedia,  a  Web  encyclopedia  run  by  a 
nonprofit,  boasts  274,000  articles  writ- 
ten by  "experts"  in  its  English  edition. 

While  the  software  is  free,  there 
might  be  a  business  in  setting  up  wikis 
for  companies.  Ross  Mayfield  raised 
$300,000  from  angels  to  start  Social- 
text,  in  Palo  Alto,  Calif.  He  charges 
$30  per  user  per  month  for  hosting 
and  maintaining  a  wiki,  and  expects 
$1  million  in  revenue  this  year.  One  of 
his  50  customers  is  Andrew  Stack, 
cofounder  of  e-mail  outfit  Stata  Labo- 
ratories. His  company  has  nixed  the 
idea  of  a  traditional  corporate  intranet 
in  exchange  for  a  wiki  that  is  open  to 
changes  by  any  password-enabled 
employee.  "The  wiki  is  like  a  virtual 
whiteboard,"  says  Stack. 

Silicon  Valley  financiers  Foundation 
Capital,  Mobius  Venture  Capital  and  the 
Woodside  Fund  all  say  they  are  watch- 
ing wikis  with  an  eye  toward  investing^ 
if  they  can  figure  out  how  to  get  around 
that  free-software  problem  and  find  a 
budding  company  that  already  offers 
things  like  social-networking  and 
e-mail.  "So  far  wiki  looks  like  a  feature, 
part  of  something  bigger,"  says  venture 
capitalist  Sam  Jadallah. 

Six  months  ago  Microsoft  hired 
Ward  Cunningham,  founding  father  of 
the  wiki.  Watch  out  for  that  "W"  word. 

—Erika  Brown 


CCC  Sickness 

Why  is  there  a  record  number 
of  new  super-junky  bonds  out 
there?  by  nathan  vardi 


Tl  (E  FINANCINGS  OF  TODAY  WILL  BE 
the  bankruptcies  of  tomorrow," 
Carl  Icahn  warned  debt  investors  at 
a  recent  Bear  Stearns  conference.  Spoken 
like  a  vulture  who  knows  where  his  next 
meal  is  coming  from. 

Fact  is,  there's  never  been  so  much 
new  junk  on  the  table.  Virtually  anyone 
can  raise  money  in  the  debt  markets  this 
year;  all  they  have  to  do  is  show  up,  even 
if  they  limp  on  one  leg  to  get  there. 
Through  April,  companies  issued  $44  bil- 
lion of  speculative-grade  debt — rated  BB 
or  lower  by  Standard  &  Poor's — com- 
pared with  $28  billion  over  the  same  pe- 
riod in  2003,  which  was  the  second- 
biggest  year  ever  for  high-yield  issuance. 
Worse  yet,  a  record  high 
of  12%  of  this  year's 
new  junk  is  rated  by 
S&P  as  CCC.  In  the  rat- 
ings inflation  of  the 
bond-rating  world, 
that's  not  a  gentleman's 
passing  grade.  It's  just 
two  full  notches  up 
from  bankruptcy. 

And  yet  there  are 
plenty  of  junk  buyers, 
some  of  whom  have 
obviously  forgotten  the 
telecom  blowup.  Qwest 
Communications — 
facing  a  pension-fund 
shortfall  of  $4.4  billion 
and  investigations  into 
its  accounting  by  both 
the  Justice  Department 
and  the  SEC — had  no 
trouble  floating  $1.8 
billion  in  the  bond 
market  earlier  this  year. 
Neither  did  Centennial 
Communications, 
which  serves  cellular 
markets  like  Missis- 
sippi and  the  Domini- 


0  0 


can  Republic  and  lost  $112  million  last 
fiscal  year.  It  easily  sold  $325  million  in 
new  notes.  Then  there's  American  Tower, 
which  has  raised  more  than  $3  billion  in 
debt  financing  to  get  13,000  towers  to 
accommodate  more  wireless  carrier  busi- 
ness than  it  has  on  hand.  Last  year  the 
company  lost  $303  million,  but  recently 
managed  to  float  another  $225  million  in 
new  notes.  Even  Sirius  Satellite  Radio 
managed  to  scoop  up  $300  million  from 
investors  after  losing  $226  million  on  rev- 
enue of  $13  million  in  2003. 

El  Polio  Loco,  the  fast- food  chicken 
chain,  had  $5.4  million  in  cash  and 
$132  million  in  long-term  debt  when  it 
went  to  market  this  year  with  a  $40  mil- 
lion bond  offering.  Or  feast  on  Mrs.  Fields 
Famous  Brands.  When  investors  gobbled 
up  its  $115  million  debt  offering,  how 
many  of  them  knew  that  the  company  was 
in  the  midst  of  a  reorganization  and  al- 
ready had  $1 86  million  in  long-term  debt? 

Don't  look  for  the  sky  to  fall  right  away. 
With  interest  rates  still  low,  companies  are 
refinancing  to  get  longer 
maturities  and  lower 
coupons.  The  default  rate 
for  junk  debt  fell  to  an 
annualized  4.2%  in  April, 
from  5.5%  at  the  end  of 
2003.  "While  things  are 
not  too  bad  at  this  point," 
says  Nicholas  Riccio,  a 
managing  director  at  S&P, 
"the  caliber  of  new  credit 
is  telling  you  that  two  or 
three  years  down  the 
road  you  are  going  to  see 
a  surge  in  defaults."  F 


The  Worst  of  the  Worst 


A  record  amount  of  junk  debt  has  been  issued  this  year— 
and  found  buyers  who  are  risk-takers  or  mentally 
challenged.  Here's  a  sampler  of  the  junkiest  debt  securities. 

Coupon 

(%) 

Issue 
size 
($mil) 

Mrs.  Fields  Famous  Brands 

ii  y2 

$115 

Fedders  North  America 

9 7 A 

155 

Centennial  Communications 

8Vs 

325 

AMC  Entertainment 

8 

300 

Sirius  Satellite  Radio1 

tv* 

300 

'Convertible  bond.  Source:  Bloomberg. 
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We  all  have  aspirations.  The  challenge  is  being  able  to  fulfill  them.  For  that,  you  need  a  partner  with  a 
proven  record  of  success.  Friedman  Billings  Ramsey  ranked  as  the  #3  underwriter  of  IPOs  in  2003." 
In  addition,  FBR  ranks  #1  among  all  major  investment  banks  for  the  1,  3  and  5  year  periods  ending  12/31/03 
for  the  aftermarket  performance  of  our  lead-managed  equity  underwritings.'  So  dream  big.  Whatever 
your  vision  may  be,  we'll  be  with  you  every  step  of  the  way.  For  more  information,  please  visit  fbr.com. 


FBR 

Friedman  Billings  Ramsey 

CAPITAL  FOR 
YOUR  CONQUEST 


Source  is  Dealogic.  'Relates  to  total  $  amount,  w/over-allotment,  of  US  IPOs  priced  between  1/1/03  and  12/31/03,  with  full  credit  to  all  bookrunners,  excluding  American  Depository  Receipts  and  closed-end  funds  t  Relates  to 
all  public  US  equity  transactions  (IPOs  and  seconder ies/follow-ons,  excluding  closed-end  funds)  and  all  industries.  Transactions  and  performance  priced  thru  12/31/03.  Non-weighted  average  aftermarket  performance. 
Ranked  among  lead  managing  underwriters  of  more  than  10  transactions  for  the  1  year  period,  and  more  than  30  transactions  for  the  3  and  5  year  periods.  Past  results  are  no  guarantee  of  future  performance. 
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Royal  Flush 

At  outdoor  weddings,  golf  tourneys  and 
corporate  retreats,  the  talk  these  days 
is  about  the  potties.  Not  run-of-the-mill, 
smelly  plastic  construction-site  stations,  but 
trailers  with  flushable  toilets,  separate  stalls, 
sinks,  mirrors,  wooden  floors,  mints,  classi- 
cal music,  potpourri— even  tuxedo-clad 
attendants. 

Portable  potties  have  got- 
ten fancier  to  keep  up  with 
party  planners  who  want 
restrooms  as  posh  as  the 
catering  and  linens.  High-end 
portables  now  make  up  an 
estimated  15%  of  the  business 
at  potty  renter  Andy  Gump 
Inc.  in  Santa  Clarita,  Calif.  At 
luxury  potty  company  Black 
Tie  Services  in  Lockport,  III. 
sales  grew  25%  to  $4  million 
last  year.  In  April  Kohler 
announced  it  would  rent  units 


with  porcelain  sinks  and  toilets  and  brushed  nickel-chrome 
faucets. 

Rental  cost:  as  much  as  $5,000  for  a  weekend  versus  $70 
a  month  for  a  typical  construction  outhouse.  Manufacturers 
such  as  Advanced  Containment  Systems  and  Ameri-Can 
Engineering  sell  them  for  an  average  $70,000.  —Allison  Fass 


My  Brother,  the  Bully 

Here's  a  tip:  You  don't  want  to  be  associated  with  the  money  men 
behind  the  nasty  Linux  lawsuits  by  david  whelan 

THEY  SAY  YOU  CAN'T  PICK  YOUR  FAMILY.  A  SMALL  SYSTEMS 
management  software  company  called  Altiris  has  learned 
that  all  too  well.  The  Lindon,  Utah  company  was  created 
and  financed  a  couple  of  years  ago  by  a  tech  incubator  called 


Hey,  we're  not  SCO! 
Altiris  boss  Gregory 
Butterfield. 


Canopy  Group.  Canopy  is  also  behind 
the  better-known — but  much-despised 
(and  unprofitable) — SCO  Group.  That 
software  firm  is  suing  IBM  for  $50  billion 
over  Linux  copyrights,  which  has  angered 
ardent  fans  of  the  free  operating  system. 
Now  Altiris  is  in  the  position  of  being  a  sibling  of  the  guy 
everybody  on  the  block  wants  to  beat  up.  Chief  Executive  Gre- 
gory Butterfield  says  some  potential  customers  have  confronted 
him  saying  they  would  not  do  business  with  anyone  affiliated 
with  Canopy  or  SCO.  That  message  is  conveyed  on  a  pro-Linux 
Web  site,  where  a  boycott  organizer  writes:  "I  want  as  many  com- 
panies as  possible  to  understand  that  any  affiliation  with  Canopy 
Group  could  cause  those  companies  to  lose  sales." 

Others  worry  whether  Altiris  is  as  lawsuit-happy  as  its  sibling. 
(It's  not.)  And  while  Altiris,  with  $116  million  in  revenues,  has 
won  big  hardware  customers  like  Dell  and  Hewlett-Packard, 
guess  who  it  hasn't  signed  up?  SCO  target  IBM. 

All  in  all,  Butterfield  says,  the  SCO  affiliation  is  "not  positive" 
and  "a  nuisance."  So  Butterfield  is  quietly  trying  what  lots  of 
other  people  would  love  to  do — get  away  from  his  family.  He  did 
a  stock  offering  that  diluted  Canopy's  share  in  the  company  to 
8%  from  18%.  Then  in  April  Altiris  dumped  its  chairman,  Ralph 
Yarro,  who  happens  to  be  head  of  both  Canopy  and  SCO,  and 
another  Canopy  director. 

Butterfield  insists  he's  managed  to  mollify  customers  who 
moan  about  SCO.  After  all,  he  points  out,  Altiris  is  a  Linux  user 


WE  HAVE  ONE  CONSTITUENCY: 

OUR  POLICYHOLDERS. 

WE  HAVE  ONE  GOAL: 

TO  KEEP  EVERY  PROMISE. 


WELCOME  TO 

THE  POWER  OF  SIMPLICITY. 

It's  simple,  really.  At  New  York  Life,  we  are  committed  to  keeping  our 
promises.  Promises  stand  behind  everything  we  do.  It's  why  we're  a 
mutual  company,  answering  only  to  the  long-term  interests  of  our 
policyholders,  not  the  short-term  demands  of  Wall  Street.  It's  why 
we  are  built  on  the  unshakable  values  of  financial  strength,- integrity 
and  humanity.  So  whether  you  need  us  in  a  few  years  or  a  few 
decades,  we  will  be  here  to  pay  a  claim,  help  fund  your  retirement  or 
pay  for  nursing  home  costs.  It's  simple:  We  will  be  here  to  keep  our 
promises  to  you,  just  as  we  have  for  over  155  years.  Keeping  our 
promises  is  why  New  York  Life  is  The  Company  You  Keep. 


TO  ARRANGE  A  DISCUSSION  WITH  A  NEW  YORK  LIFE  AGENT, 
CALL  1-888-963-7946  OR  GO  TO  NEWYO.RKLIFE.COM/STRENGTH. 


Samsung's  193P  display. 

You  have  a  place  called  home,  but  this  is  where  you  live.  So  live  well, 
with  our  ultra-refined,  193P  display.  Economically  designed  to  move 
like  you  move,  it's  yet  another  example  why  we've  won  over  67  design 
awards  worldwide.  And  why,  at  Samsung,  we  engineer  our  displays 
to  fit  the  people  who  use  them. 
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Lexus 

Nexus 

Lexus'  path  to  big  sales:  Make  sure  dealers  get  very  rich. 


BY  JONATHAN  FAHEY 


H3£ 


Wj      »      «  i  »R(  IP  YOUR 

H    flH    MB  car  off  lor  at 

Wn  J^H  JV  R-aY  Catena  Lexus  of 
HB  KjV  Monmouth,  in  Oak- 
^Bm   ^Hb     hurst,  N.J.,  bring 

■W  Hi  gplf  clubs:  You  can 
practice  your  game  at  an  indoor  driving 
range  and  golf  course  simulator  adjacent 
to  the  plush  waiting  lounge.  If  you  hap- 
pen to  be  at  Fletcher  Jones  Lexus  in  Las 
Vegas,  feel  free  to  get  your  nails  done  with 
the  on-site  manicurist  or  browse  the 
Neiman  Marcus  boutique. 

Tn  the  past  two  years  Lexus  has  per- 


suaded its  207  U.S.  dealers  to  spend 
$750  million  of  their  own  money  upgrad- 
ing their  stores.  We're  not  talking  stream- 
ers and  bright  paper  signs  advertising  low 
APRs.  Instead  they  built  huge,  clean  ser- 
vice bays  and  thousands  of  square  feet  of 
showroom  space  appointed  with  espresso 
machines  and  grand  pianos. 

Why  dealers  are  willing  to  do  this  says 
a  lot  about  why  Lexus,  already  the 
nation's  bestselling  luxury  brand,  is 
pulling  away  from  competitors.  Sales  are 
up  21%  through  April,  while  Cadillac's 
have  grown  5%,  BMW's  are  up  2%  and 


Mercedes-Benz's  have  shrunk  3%.  In 
2003  Lexus,  a  division  of  Toyota,  sold 
260,000  vehicles  in  the  U.S.,  19,000  ahead 
of  number  two  BMW. 

Lexus  has  perfected  a  model  that 
revolves  around  this  simple  proposition: 
Pamper  your  dealers,  and  they  will  pam- 
per your  customers. 

It  helps  that  Lexus  makes  high-qual- 
ity vehicles  in  hot  segments.  But,  says 
Joseph  Ivers,  a  J.D.  Power  &  Associates 
partner  who  tracks  customer  satisfaction, 
"The  Lexus  phenomenon  is  in  a  large  way 
a  retail  phenomenon." 
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Far  more  than  other  car  manufactur- 
ers, Lexus  manipulates  its  business  to 
accommodate  dealers.  For  instance,  Lexus 
(keeps  the  number  of  dealerships  at  a  min- 
imum, so  dealers  sell  more  vehicles  per 
store  than  any  brand  but  Toyota  (see 
\  table,  p.  70).  Lexus  has  also  never  reduced 
a  dealer  margin  on  a  slow-selling  vehicle 
I  by  lowering  the  listed  price  or  raising  the 
Iprice  dealers  pay.  So  the  difference 
i between  the  $35,900  sticker  price  of  the 
IRX  330  SUV  and  the  $31,841  invoice  price 
I  will  remain  the  same,  even  if  that  hot 
;  vehicle  turns  cold.  And  Lexus  lays  itself  at 


the  dealers'  feet.  "Four  or  five 
times  a  year  they  have  meetings 
where  they  roll  up  their  sleeves 
and  ask,  'What  are  we  doing 
wrong?' "  says  Timothy  Horn,  who  runs 
the  Ray  Catena  Lexus  dealership  in  New 
Jersey 

Unusually  for  a  carmaker,  Lexus  even 
varies  production  to  keep  inventories  low, 
which  reduces  the  pressure  on  dealers  to 
lower  their  prices.  Every  quarter  Lexus 
and  its  dealers  have  a  so-called  make 
meeting  where  they  talk  about  what  is 
selling,  in  which  colors  and  with  what 


options,  so  the  factory 
knows  what  to  build.  Ac- 
cording to  industry  watcher 
Edmunds.com,  over  a  re- 
cent five  months  it  has 
taken  Lexus  vehicles  an 
average  of  2 1  days  to  be  sold 
off  dealer  lots.  Mercedes- 
Benzes  have  sat  around  44 
days,  BMWs  47  days  and 
Cadillacs  58  days. 

"You  sort  of  scratch 
your  head  as  a  consultant 
when  you  hear  the  manu- 
facturer suggest  they  curb 
production,"  says  Mark 
Rikess,  who  runs  a  dealer- 
ship training  and  consul- 
tancy in  Burbank,  Calif.  "If 
I  had  been  at  a  domestic 
manufacturer,  I  would  have 
thought  someone  was  on 
drugs." 

Lexus'  U.S.  chief,  Dennis 
Clements,  says  Lexus  sacri- 
fices sales  in  the  short  term 
by  keeping  inventory  low. 
But  it  gains  sales  over  the 
long  term  because  dealers 
won't  alienate  consumers  by 
using  the  hard  sell  to  push 
slow-selling  vehicles  to 
ambivalent  shoppers. 

All  this  leads  to  fat  prof- 
its. Last  year  the  average 
Lexus  dealer  sold  1 ,280  new 
vehicles,  at  an  average  price 
of  $42,503,  for  new  car 
sales  of  $54  million.  (Ray 
Catena's  New  Jersey  dealer- 
ship, the  third-largest  in  the 
nation,  had  2003  sales  of 
$200  million,  including 
service  and  parts.)  Lexus 
dealers  average  a  gross  profit  of  $3,500 
per  vehicle — higher  than  that  of  any 
other  mass-market  luxury  brand,  accord- 
ing to  Sheldon  Sandler,  managing  partner 
of  Bel  Air  Partners,  a  Skillman,  N.J. 
investment  firm  that  brokers  sales  of  auto 
dealerships.  That's  an  average  of  $4.5  mil- 
lion in  gross  profit  from  new  car  sales. 
Now  add  the  revenue  from  service,  parts, 
financing,  insurance  and  used  cars.  "It's  a 


No  grease  monkeys 
allowed:  Ray  Catena's 
Lexus  service  bays 
are  spotless. 
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Lexus. 

license  to  mint  money,"  Sandler  says. 
"When  you  and  I  die,  we  should  hope  to 
come  back  as  Lexus  dealers." 

Lexus  dealerships  are  in  fact  the  most 
valuable  in  autoland,  according  to  Sandler. 
Lexus  dealers  sell  for  six  times  earnings 
before  interest,  depreciation  and  taxes — in 
a  good  market,  $25  million  to  $30  million. 
Other  brands  of  dealerships  sell  for 
between  two  and  five  times  Ebitda. 

With  all  this  gross  profit,  the  dealers 
can  afford  posh  showrooms.  They  attract 
the  best  salesmen  who,  with  the  normal 
25%  cut  of  the  gross  profit,  can  pocket 
$800  per  sale  instead  of  the  $400  they 
might  get  with  a  typical  brand.  And  the 
dealers  can  offer  perks  like  loaner  cars 
and  free  car  washes.  Timothy  Horn 
spends  $1,500  a  week  on 
gourmet  deli  sandwiches 
and  salads  that  sit  in 
a  refrigerator  case  for 
customers.  There  are  car- 
peted gyms  at  the  dealer- 
ship and  at  the  service 
station.  The  mechanics' 
bathroom  is  tiled  with 
marble. 

Elsewhere  in  the  auto 
industry,  relations  be- 
tween dealers  and  manu- 
facturers are  often  chilly 
and  sometimes  hostile. 
T  homas  Elliott,  who  runs 
Honda's  North  American 
auto  operations,  includ- 
ing the  semi-luxury 
Acura  brand,  acknowl- 
edges as  much.  "It's  what 
all  of  us  would  like  to  do 
at  the  dealership  level," 
he  says  of  Lexus. 

This  strategy  was 
planned  from  Lexus'  be- 
ginning. While  preparing 
to  pit  a  new  brand  with 
no  heritage  against  Euro- 
pean brands  like  Mer- 
cedes-Benz, Lexus  decided 
it  would  have  to  build  a 
perfect  car — and  a  perfect 
retail  experience. 

Lexus  was  able  to 
handpick  the  best  dealers 
and  offer  dealerships  on 


the  condition  that  they  provide  new  or 
completely  renovated  buildings.  And 
they  were  able  to  set  up  ground  rules 
from  the  beginning.  "The  Lexus 
Covenant,"  a  collection  of  platitudes 


Luxury  in  Volume 


Lexus  dealers  move  more  metal  even  than  most 
mass-market  brands,  and  it  is  precious  metal  indeed. 


Brand 

Annual 
sales 
per  dealer 

Average 
selling 
price 
($thou) 

Average 
dealership 

new-car 
sales  ($mil) 

Lexus 

1,280 

$42.5 

Mercedes-Benz 

680 

52.4 

BMW 

709 

43.7 

Toyota 

1,323 

23.0 

Honda 

1,171 

21.7 

Infiniti 

717 

34.9 

Acura 

653 

31.5 

Ford 

747 

23.1 

Chevrolet 

635 

23.5 

Jaguar 

332 

42.6 

Cadillac 

146 

40.8 

Lincoln 

116 

38.7 

Chrysler 

158 

23.6 

Sources:  Automotive  News;  Edmunds.com. 

Dealer  Loyalty 


By  keeping  dealerships  to  a  minimum  even  as  sales 
climb,  Lexus  makes  sure  its  existing  dealers  benefit. 
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Source:  Lexus. 

A  place  to  repair: 
This  Lexus  lounge  offers 
food,  drink  and  links. 

about  taking  care  of  cus- 
tomers, is  couched  in 
New  Age  phraseology, 
like:  "We  celebrate  our 
customers'  personal  goals 
and  achievements,  and 
share  in  their  passion  for 
making  the  most  of  every 
moment." 

It  is  backed  up  by 
action.  One  Ray  Catena  employee  does 
nothing  but  call  people  who  have  had 
warranty  service  to  make  sure  every- 
thing went  smoothly.  Last  year  the  deal- 
ership spent  $2  million  building  a  new 
parking  lot,  removing  1,100  truckloads 
of  dirt  because  having  a  lot  on  a  slope 
would  be  un-Lexus-like.  Recent  cus- 
tomer surveys  revealed  that  99.2%  of 
people  who  serviced  their  cars  at  the 
store  would  recommend  it.  That  meant 
there  were  about  a  dozen  less-than-per- 
fect  surveys  out  of  1,400.  Those  cus- 
tomers got  personal  letters  and  phone 
calls  offering  apologies. 

Lexus  did  have  one  rocky  period,  in 
the  mid-1990s.  Sales  stagnated  because 
Lexus  vehicles  were  aging,  and  a  trade 
dispute  with  Japan  was  threatening  the 
brand's  existence.  James  Press,  who  now 
runs  all  of  Toyota's  U.S.  sales  operations, 
visited  Lexus  dealers  to  apologize  and  to 
ask  what  Lexus  could  do  to  redeem  itself. 
A  manager  at  Ray  Catena  told  Press  that 
removing  the  factory  shipping  stickers 
damaged  the  tint  on  the  side  rear  win- 
dows. Lexus  moved  the  sticker  to  another 
location. 

When  dealers  are  treated  like  that, 
they  are  willing  to  listen  when  the  factory 
has  a  suggestion.  Lexus  did  an  analysis  of 
Ray  Catena's  New  Jersey  Lexus  cus- 
tomers and  found  out  they  were  traveling 
too  far.  They  suggested  Catena  open  a 
satellite  store  15  miles  away  in  Freehold. 
That  kind  of  meddling  would  raise  hack- 
les with  most  dealers — after  all,  it's  the 
dealer's  capital  that  is  on  the  line.  But  Ray 
Catena,  who  has  been  selling  cars  for  48 
years,  knows  a  good  investment  when  he 
sees  one.  Construction  will  start  this 
summer.  F 


70     FORBES"  June  21,  2004 


Gas?  We  Love  It 

Demand  for  gasoline  has  never  been  so  high— or  supplies  so  tight. 
Valero  Energy  is  feeling  no  pain. 

BY  CHRISTOPHER  HELMAN 


NOTHING  SEEMS  TO  PUT  THE 
brakes  on  gasoline  prices.  Not 
promises  by  the  Saudis  to  spur 
production.  Not  the  approach- 
ing handover  of  power  in  Iraq, 
where  the  fear  of  sabotage  and  terrorism  is 
adding  $6  to  $8  a  barrel  to  the  price  of 
crude,  says  William  Veno,  a  research  direc- 
tor at  Cambridge  Energy  Research  Associ- 
ates. Americans  want  their  gasoline  and 
are  willing  to  pay  for  it,  up  to  a  point.  That 
puts  some  stress  on  the  system,  as  well  as 
on  pocketbooks.  Demand,  at  an  alltime 


high  of  9.1  million  bbl.  a  day,  is  outstrip- 
ping the  capacity  of  U.S.  refineries. 

All  of  which  is  great  news  to  foreign 
refiners,  which  are  supplying  an  unprece- 
dented 10%  of  our  gasoline — and  to 
domestic  guys,  as  well.  In  the  first  quarter 
downstream  (refining  and  marketing)  prof- 
its climbed  39%  at  ExxonMobil  and  19% 
at  ConocoPhillips.  Valero  Energy  topped 
them  all  with  a  46%  gain  to  $250  million. 

As  U.S.  capacity  tightens,  refiners  have 
gained  control  over  the  marketplace.  For- 
eigners can  export  gasoline,  but  domestics 


are  much  closer  to  their  markets  and  can 
respond  quickly  to  shifting  demand  for  the 
increasingly  complicated  fuel  blends  re- 
quired by  various  states.  A  year  ago  Valero's 
net  margin  was  1.75%.  This  year  it's  2.25%. 

"Fm  not  surprised  that  we  are  where 
we  are,"  says  Valero  Chairman  William 
Greehey.  In  1997  he  launched  Valero  on  a 
spending  spree,  eventually  grabbing  14 
refineries  for  a  slim  fraction  of  their 
replacement  value.  The  deal  that  catapulted 
Valero  into  the  top  tier  was  the  $6  billion 
purchase  of  Ultramar  Diamond  Shamrock 
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Can  your  network 
chase  off  hackers? 


MAXIMIZE  SECURITY.  Can  your  network  drive  hackers  crazy?  Can  it  keep  your  data  accessible  24/7  to  the 
people  who  need  it,  while  building  a  brick  wall  in  front  of  those  who  don't?  AT&T  delivers  a  broad  portfolio  of 
integrated  network  security  solutions  backed  by  experts  that  assess,  monitor,  detect  and  resolve  security 
issues  before  they  become  security  breaches.  It's  just  what  you'd  expect  from  the  networking  company  that 
carries  more  Internet  traffic  than  anyone  else  in  North  America.  In  fact,  every  day,  our  networks  repel  thousands 
of  hackers  and  send  them  back  to  the  video  arcades  from  which  they  came.  CAN  YOUR  NETWORK  DO  THIS? 


For  a  network  that  can,  call  1-888-889-0234 


The  world's  networking  company5"  att.com/networking 


r 
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Maximum  Security 
Enterprise 

AT&T  Keeps  the  Wagons  of  Commerce  Rolling  on  the 
Frontiers  of  the  Information  Society 

IN  THE  PIONEERING  DAYS  OF  THE  OLD  WEST,  WAGON  MASTERS  USED  TO  PROTECT 
themselves  and  their  customers  from  intruders  by  circling  the  wagons.  While  it  was  an  effective  short-j 
term  defense  technique,  it  also  meant  the  wagon  train  wasn't  making  any  progress  toward  its  rea 
goal.  You  can't  get  across  Kansas  by  going  around  in  circles.  Corporations  today  face  something  o 
the  same  dilemma. 


ASSESSING  POTENTIAL  VULNERABILITIES 

In  an  IP-based  networked  world,  business  competitive 
advantage  is  increasingly  dependent  on  far-flung  virtuai- 
ized  operations,  and  potential  dangers  lurk  on  every  digi- 
tal ridge  and  in  every  canyon.  A  recent  study  by  the 
Computer  Security  Institute  found  that  92%  of  business- 
es surveyed  detected  a  security  breach.  Many  senior 
executives  believe,  incorrectly,  that  a  firewall  is  all  that  is 
needed  to  keep  attackers  out. 

"The  truth  is  that  an  Internet  firewall  is  just  one  com- 
ponent of  a  security  architecture,"  says  Ed  Amoroso,  chief 
security  officer,  AT&T.  "An  Internet  firewall  will  filter  out 
some  of  the  unauthorized  traffic,  but  there  is  nothing  to 
protect  you  once  the  perimeter  security  device  has  been 
penetrated.  And  hackers  are  persistent;  they  will  find  a 
way  to  penetrate  that  first  line  of  defense.  If  they  do,  it's 
necessary  to  deter,  detect  and  minimize  the  damage  by 
securing  the  network  through  and  through." 

Hackers  create  more  than  200  distinctly  new  viruses  and 
worms  every  month.  They  are  becoming  ever  more  sophisti- 
cated and  resistant  to  anti-virus  software,  challenging  even 
the  strongest  of  firewalls.  They  have  evolved  from  an  occa- 
sional nuisance  to  a  critical  daily  concern  for  companies 
everywhere.  In  fact,  more  attacks  were  launched  in  the  last 
six  months  than  in  the  previous  ten  years. 

Today,  sophisticated  offenders  can  easily  assault  the 
network  through  unsecured  connections  or  weakened  fire- 
walls. And  with  more  and  more  users  now  able  to  access 
the  network  wirelessly,  an  organization's  network  —  and  all 
the  privileged  data  it  contains  —  is  more  exposed  than 
ever  to  outside  intruders. 

v  


"It's  tempting  to  say,  why  not  just  isolate  the  netw 
and  wall  off  the  operations?  But  that  won't  guaraij 
security,  and  it  can  undermine  the  basic  effectives 
and  productivity  of  your  operations.  IP  networks  are  in] 
sically  self-organizing,  distributed  and  decentralizj 
says  Amoroso.  "This  inherent  flexibility  is  precisely  whi 
networking  technologies  and  applications  have  spread 
quickly  and  successfully.  The  art  of  security  is  as  mi 
knowing  who  to  let  in  as  well  as  what  to  keep  out." 

Not  all  network  dangers  are  malevolent,  but 
doesn't  make  them  any  less  costly.  Business  interrupt! 

—  no  matter  how  short  and  no  matter  what  form  they ' 

—  can  impact  market  share,  reputation  and  credib 
tempt  customers  to  move  to  competitors;  or  cripple  I  | 
tionships  with  clients  or  partners.  For  example,  the  2 
blackout  cost  businesses  more  than  $50,000  an  hoi 
$400,000  a  day,  according  to  a  study  conductec 
Mirifex  —  a  business  and  technology  consulting  firn 
and  REI@Weatherhead,  Case  Western  University's  ce 
for  the  study  of  regional  issues.  And,  according 
Computer  Economics  in  Carlsbad,  Calif.,  the  world* 
impact  of  cyber  attacks  grew  steadily  from  $3.3  billic 
1997  to  an  estimated  $12  billion  in  2003. 

In  addition  to  monetary  costs,  network  interrupt  pi 
also  put  companies  at  risk  of  running  afoul  of  re  r; 
regulatory  and  legislative  requirements,  such  as  : 
Health  Insurance  Portability  and  Accountability  > 
(HIPAA)  and  new  accounting  rules  under  the  Sarba  '. 
Oxley  Act,  which  have  placed  a  premium  on  safegi  ca 
ing  data,  particularly  for  financial  services  and  he  la 
care  sectors. 
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The  best  defense  companies  have  is  to  take  the  fight  to  the  enemy  itself,  with 
proactive  plans  and  advanced  networking  and  security  solutions  that  can 
assess  your  risk  and  arrest  and  eradicate  attacks  that  are  brewing  — 
long  before  they  have  a  chance  to  penetrate  your  network." 

—  Edward  G.  Amoroso,  Chief  Security  Officer,  AT&T 


IE  BEST  DEFENSE 

how  do  companies  achieve  the  seemingly  opposing  goals 
reliability  and  security  while  also  providing  greater  interop- 
bility  and  accessibility  —  the  ability  for  partners,  employ- 
s  and  customers  to  access  and  input  data  into  the  net- 
Drked  applications  at  any  time  and  from  any  location?  How 
they  keep  the  wagon  train  rolling  westward  while  protect- 
themselves  and  their  customers? 


Which  do  you  regard  as  the  most  significant 
electronic  security  threat  to  your  company  now? 


Terrorist  Attacks  f  3% 
Competitor  Espionage  |  |  6% 
Accidental  Damage  | 
Internal  Sabotage 
Hackers 
Viruses  and  Worms 


56% 


ce;  AT&T/Economist  Intelligence  Unit  survey,  March-April  2003 
wey  of  237  senior  executives) 


Cost  of  Network  Downtime 

Cost  per  Hour 

Retail  Brokerage 

$6.45  million 

Credit  Card  Sales  Authorization 

$2.6  million 

lnfomercial/800  #  Promotion 

$199,500 

Catalog  Sales  Centers 

$90,000 

ce 


James  G.  Barr,  Impacts  From  One  Hour  of  Downtime,  Faulkner  Information  Services 


"The  best  defense  companies  have  is  to  take  the  fight  to 
enemy  itself,  with  proactive  plans  and  advanced  network- 
and  security  solutions  that  can  assess  your  risk  and  arrest 
I  eradicate  attacks  that  are  brewing  —  long  before  they 
fe  a  chance  to  penetrate  your  network,"  says  Amoroso. 
Many  managed-security  service  providers  today  offer  ser- 
is  that  address  cyber  security  attacks  after  they  have  affect- 
a  customer's  network  and  applications.  A  recently  released 
duct  called  AT&T  Internet  Protect  is  designed  to  alert 


businesses  via  a  secure  Web  portal  to  potential  threats  before 
they  become  full-blown  attacks.  It  allows  AT&T  to  notify  cus- 
tomers within  minutes  of  identifying  critical  malicious  activity, 
including  denial-of-service  attacks,  and  provide  recommended 
immediate  action  to  be  taken  by  the  customer. 

Even  more  recently,  AT&T  introduced  a  new  capability  that 
enables  businesses  and  U.S.  government  agencies  to  securely 
run  their  private  networks  end  to  end  on  AT&T's  global  Internet 
Protocol  (IP)  network.  That  means  AT&T  becomes  the  first  U.S. 
networking  company  to  deliver  this  capability  over  a  multi- 
protocol label  switching  (MPLS)-enabled  core  IP  network. 

Simply  stated,  that  means  businesses  can  run  their 
corporate  networks  and  applications,  like  intranets,  e-mail 
and  extranets,  on  an  all-IP  network,  but  securely  separated 
from  public  Internet  traffic. 

AT&T  offers  a  complete  range  of  security,  availability  and 
recovery  services  that  provide  companies  and  government 
agencies  with  integrated  business  continuity  and  security 
solutions  to  support  complex  networking  environments. 
AT&T  helps  its  customers  design,  deploy,  manage  and 
evolve  networks,  systems  and  applications  that  are  safe,  reli- 
able and  secure  against  cyber  attacks  and  business  inter- 
ruptions through  a  defense-in-depth  strategy  of  continuous- 
ly deploying  additional  layers  of  security  behind  the  network 
perimeter  defenses. 

With  AT&T  Internet  Protect  and  AT&T  Personal  Firewall, 
AT&T  is  changing  the  game  and  upping  the  ante  in  the  fight 
against  cyber  security  attacks,  says  Matthew  Kovar,  CFA, 
Yankee  Group  Security  Solutions  and  Services  vice  presi- 
dent. "Over  the  last  few  years,  AT&T  has  quietly  been  build- 
ing a  world-class  managed  security  services  portfolio  backed 
by  the  innovation  engine  of  AT&T  Labs  and  a  network  man- 
agement platform  that  is  industry  leading." 

On  the  frontiers  of  today's  information  society,  circling  the 
wagons  is  a  security  strategy  that  iimits  progress  and  doesn't 
guarantee  success.  Today's  information  pioneers  need  a  part- 
ner who  can  provide  multiple  lines  of  defense  in  depth,  with 
the  networking  intelligence  to  distinguish  friend  from  foe.  That 
partner  is  AT&T. 


AT&T 

The  world's  networking  company5 


Heal  itself.  Think  for  itself" 

See  twenty  moves  ahead. 

„  ,   ,.  Cut  more  fat  than  the  neighborhood  butcher. 

Share  its  feelings. 

Give  you  options. 

Earn  a  Tony  Award®  for  best  choreography. 

Make  you  look  like  some  kind  of  genius. 

Adapt.  Improvise.  Overcome. 

Take  a  few  giant  leaps  toward  this  paperless  society  thing. 

Respect  authority.  Thumb  its  nose  at  Mother  Nature. 

Can  your 
network  do  this? 

Make  the  world's  biggest  libraries  look  like  a  Post-it®  note. 

Learn  from  its  mistakes. 

Let  your  IT  department  get  some  sleep. 

Bring  peace  to  multinationals. 

Laugh  in  the  face  of  imminent  disaster. 

Make  CRM  play  nice  with  ERP. 

Handle  traffic  better  than  a  London  cabbie. 

Rub  elbows  with  your  customers. 

Ask  for  your  opinion  from  time  to  time. 

Chase  hackers  all  the  way  back 

to  the  two-bit  video  arcades  they  came  from.  Glve  you  °Ptlons- 

Scale  applications  to  meet  business  demands. 

Carry  the  Internet  like  it  was  an  umbrella.  Listen  and  respond. 


Valero  Energy 


Pressure  at  the  Pump 

Inflation-adjusted  gasoline  prices  haven't 
yet  reached  record  highs.  But  that's 
likely  to  change  if  demand  continues 
to  rise  without  additional  capacity. 


U.S.  gasoline  demand 
(million  bbl.  per  day) 


Jul 


_8_ 


Gas  price  (per  gallon, 
adjusted  for  2004  dollars) 

JL5_  — 1 

Source:  Energy  Information  Administration. 
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in  2001,  which  added  seven  refineries  and 
5,000  retail  and  wholesale  sites. 

Bigger  is  better.  In  the  intervening  six 
years  Greehey  has  boosted  sales  from 
$5.8  billion  to  $40  billion  and  net  income 
from  $96  million  to  $622  million. 
Valero's  stock,  up  45%  this  year,  trades  at 
just  12  times  earnings;  it  was  added  to 
the  S&P  500  in  April.  Every  day  Valero 
turns  2  million  bbl.  of  crude  oil  into  40 
million  gallons  of  gasoline — 10%  of  the 
nation's  supply. 

Greehey,  67,  has  run  Valero  since  the 
1970s,  when  it  was  little  more  than  a  trou- 
bled pipeline  operator.  What  triggered  his 
dealmaking  after  two  decades  of  slow 
growth?  A  seemingly  lunatic  conviction  that 
the  classically  lousy  business  of  running 
refineries  could  only  get  better.  Over  the  last 
decade  the  average  refinery's  annualized  re- 
turn on  investment  was  only  5.5%,  reports 
the  Department  of  Energy,  compared  with 
8.4%  for  long-term  Treasurys.  Tough  gov- 
ernment standards  for  cleaner  fuels  were 
driving  up  refining  costs  and  forcing  refin- 
ers into  billions  of  dollars  in  upgrades  or 
bankruptcies.  Yet  higher  demand,  Greehey 
figured,  would  send  more  motorists  chasing 
after  less  fuel.  While  foreign  refiners  could 
pick  up  some  slack,  domestics  would 
essentially  control  the  market. 

Or  at  least  respond  better  to  its  vicissi- 
tudes. The  last  new  refinery  in  the  U.S.  was 
built  in  1984 — by  Valero.  The  Corpus 


Christi,  Tex.  plant  cost  $1  billion  to  con- 
struct and  another  $1  billion  to  upgrade 
since.  How  was  Greehey  going  to  earn 
back  that  investment?  Two  decades  ago 
282  refineries  operated  nationwide;  today 
only  149  remain. 

The  heavy  dose  of  capital  enabled  Cor- 
pus Christi  to  process  the  thickest,  cheap- 
est crudes  on  the  market.  Sweet,  light 
crude  sells  at  $42  a  barrel.  Its  ugly  rela- 
tive— heavy,  sour  crude — sells  at  a  dis- 
count of  10%  to  25%,  depending  on  blend 
and  location,  because  it  takes  more  refin- 
ing to  break  down  its  hydrocarbons  and 
remove  its  higher  sulfur  content. 

The  discounts  have  widened  over  the 
past  year,  playing  into  Valero's  hands:  70% 
of  its  refineries  are  equipped  to  process  the 
lowest-quality  crude,  a  higher  proportion 
than  at  any  of  the  other  big  refiners.  In  its 
Aruba  plant  (bought  from  El  Paso  in 
March  for  $365  million,  or  15%  of 
replacement  cost)  Valero  runs  sour  Maya 
crude  from  Mexico  that  costs  just  $27  a 
barrel.  The  refinery  in  St.  Charles, 
La.,  once  bankrupt  and  acquired 
for  20  cents  on  the  replacement 
dollar  in  May  2003,  can  handle 
245,000  bbl.  a  day  of  heavy  crude. 
It  generated  $35  million  in  pretax 
profit  in  the  first  quarter  despite 
some  downtime  for  upgrades. 
Valero  expects  it  to  net  $270  mil- 
lion for  the  year. 

Profit  potential  is  highest  in 
California,  which  has  the  tightest 
refinery  capacity  and  the  most 
stringent  clean-fuel  regulations  in 
the  country.  The  banning  of  anti- 
smog  additive  MTBE  (methyl  ter- 
tiary-butyl ether)  presented  a  new 
challenge.  The  additive  made  up 
1 1%  of  California  gasoline  by  vol- 
ume, but  only  half  that  volume  can 
be  replaced  by  ethanol,  forcing  re- 
finers to  produce  an  extra  100,000 
bbl.  a  day  of  gas  to  meet  demand. 
They've  passed  the  added  cost  on 
to  motorists.  Valero  handles  17% 
of  the  state's  demand.  In  2000  it 
bought  a  175,000-bbl.-per-day  re- 
finery in  Benicia  on  the  San  Fran- 
cisco Bay  for  just  $760  million,  or 
38%  of  its  replacement  value,  from 
ExxonMobil.  New  refineries  might  Master 


come  onstream  some  day,  but  don't  hold 
your  breath.  What  with  all  the  environ- 
mentalists and  not-in-my-backyarders,  a 
new  plant  would  take  at  least  five  years 
from  groundbreaking  to  spigot-opening. 

How  long  can  Valero  and  its  larger  rivals 
ExxonMobil  and  ConocoPhillips  surf  this 
wave?  "In  this  industry  booms  can  turn  to 
busts  quickly,"  says  Fadel  Gheit,  an  oil  ana- 
lyst at  Oppenheimer  in  New  York.  When? 
That  depends,  in  part,  on  the  rest  of  the 
world.  Edward  Murphy,  a  research  director 
at  the  American  Petroleum  Institute,  points 
out  that  it  costs  foreign  refiners  no  more 
than  4  cents  a  gallon  to  ship  gasoline  to  the 
U.S.  That  means  increased  imports  from 
Europe,  which  has  seen  declining  demand 
for  gasoline  as  motorists  opt  for  diesel. 

The  business  remains  as  volatile  as  it 
ever  was — Valero's  net  income  per  share 
has,  of  late,  lurched  between  83  cents  in 
2002  and  $5.09  in  2003— but  the  long- 
term  trend  is  up.  Says  Greehey:  "There's  no 
way  it  could  get  as  bad  as  it  got  good."  F 


of  all  he  refines:  Valero's  William  Greehey. 
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Pets  As  People 


Legs  up:  Basil,  an  Australian  Silky  Terrier, 
gets  his  duds  at  Pooch  in  Philadelphia. 


Is 
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MI(  :HAEL  BANNKRMAN,  44,  IS  A  HARDENED  CRIMINAL  DEFENSE  ATTORNEY 
in  Philadephias  mean  streets,  but  when  it  comes  to  his  dog,  Laci,  a  2- 
year-old  Chinese  Crested  Powder  Puff,  the  man  is  mush.  Bannerman 
spent  $1,500  last  year  on  his  lapdog,  buying  her  everything  from  canine 
jewelry  to  handmade  dog  beds.  Laci's  1 1  outfits  include  a  mock  fur  coat 
and  a  motorcycle  jacket.  Fifteen  different  styles  of  leash  hang  from  the 
front  door  of  his  home  and  the  floor  is  littered  with  dog  toys.  "Laci  is 
definitely  a  kid  substitute,"  says  Bannerman,  engaged  to  a  woman  who 
owns  five  cats.  "I  got  Laci  after  I  turned  40  and  realized  I  wasn't  going  to 
have  kids." 

Bannerman's  feelings  for  Laci  aren't  an  aberration  but  part  of  a 
social  trend.  Not  only  do  more  people  keep  an  animal,  but  a  lot  of  peo- 
ple treat  them  royally.  Pet  spending  in  the  U.S.  is  estimated  at  $34  billion 
this  year,  up  68%  net  of  inflation  over  the  past  decade.  It's  an  industry 
apparently  immune  to  recession  and,  though  once  thought  to  be  mature, 
it  is  now  expected  to  grow  more  than  6%  a  year  for  years  to  come. 
Already  its  sales  dwarf  those  of  toys  ($20  billion)  and  candy  ($24  billion). 

The  fastest-growing  groups  of  pet  buyers,  according  to  Consumer 
Products  &  Services  Trend  Report,  are  empty  nesters  and  young  profes- 
sionals who  postpone  starting  families  but  want  a  substitute. 

No  surprise,  then,  that  83%  of  pet  owners  refer  to  themselves  as 
"Mommy"  or  "Daddy,"  that  66  million  dog  and  cat  owners  buy  Christ- 
mas gifts  for  their  pets  or  that  23  million  celebrate  their  pets'  birthdays. 
Donald  Smith,  dean  of  Cornell  University's  veterinary  school,  knows  of 
couples  who  won't  fly  together  for  fear  of  leaving  their  pets  "orphans"  in 
the  event  of  a  catastrophic  event. 

"I  grew  up  on  a  farm  in  southern  Idaho,"  says  Dr.  Marty  Becker,  49, 
author  of  The  Healing  Power  of  Pets,  "and  back  then  dogs  had  a  utilitar- 
ian role,  to  herd  cows  or  retrieve  the  duck.  Because  they  weren't 
neutered,  they  were  very  territorial  and  guarded  your  stuff  real  good. 
And  I  can  remember  the  specific  time  when  it  changed.  There  was  this 
incredible  snowstorm,  and  I  asked  my  dad  if  we  could  bring  Luke,  our 
black  lab,  inside  for  the  night.  Luke  never  left.  He  went  from  the  linoleum 
porch  to  the  carpet,  to  the  couch,  to  the  bed.  I  witnessed,  in  rural  south- 
ern Idaho,  this  migration  of  biblical  proportions." 

The  migration  continues:  Ashley  Cofone  owns  a  pair  of  West  High- 
land White  Terrier  puppies  called  Fred  and  Barney.  Cofone,  28,  calls  the 
dogs  "my  boys"  and  confesses  she  has  spent  $2,000  on  them  at  Pooch,  a 
classy  pet  boutique  in  Philadelphia,  buying,  for  example,  winter  outfits. 
Whoops,  the  dogs  have  outgrown  the  stuff.  Not  only  does  she  have  to 
buy  them  new  wardrobes,  she  says,  but  she  is  moving  into  a  townhouse 
in  the  center  of  Philadelphia,  and  she's  told  her  decorator  she  wants  to 
custom  order  Fred's  and  Barney's  beds  so  they  are  color  coordinated 
with  the  house's  decor. 

Lots  of  cute  pet  products  and  ideas  originate  with  entrepreneurs  (see 
box,  p.  80).  But  two  bigger  retailers  are  consolidating  a  fragmented  busi- 
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Pels  AsJPeo  pie 

Doggie  Boutique 


You  can  put  your  pet  in  Burberry,  Polo  or  Louis  Vuitton  these  days,  or  sample  from  a  range  of  entrepreneurial  wares.  Here  are  three 


FIFI  &  ROMEO'S  angora  and  cashmere  wear 
($140  to  $280)  took  off  after  appearing 
on  Reese  Witherspoon's  little  Bruiser  in 
Legally  Blonde.  Now  founder  Yana 
Syrkin,  37,  has  taken  her  Los  Angeles 
boutique  to  Japan  with  partner 
Naigai,  an  apparel  maker.  Five  Fifi 
shops  have  opened  there  to  date. 
Syrkin  got  Hollywood's  eye  with  a 
sweater  on  her  chihuahua  when 
she  was  a  costume  de- 
signer for  TV  show  Ally 
McBeal.  "Dogs  break 
the  ice  and  make  peo- 
ple talk  to  each  other," 
she  e-mails,  using  a 
pink  font.  "In  Japan  I 
encourage  every 
one  to  stop 
bowing  for 
five  min- 
utes and 
have  fun." 

—Patricia  Huang 
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ness:  $3  billion  (revenue)  PetsMart  and  $1.7  billion  Petco  Ani- 
mal Supplies.  Together  their  market  capitalizations  total  $6.3  bil- 
lion. The  third  force  is  Wal-Mart. 

Petco,  founded  in  San  Diego  in  1965,  was  built  into  a 
national  chain  by  a  former  Toys  "R"  Us  executive  who  acquired 
more  than  20  regional  companies  in  rapid  succession  during  the 
1990s.  Today  the  company  has  670  stores.  Sales  have  been  com- 
pounding at  a  1 5%-a-year  rate  for  the  last  five  years,  while  the 
gross  profit  margin  (sales  less  cost  of  goods  and  occupancy)  has 
risen  from  27%  to  33%.  Earlier  this  year  Petco  dropped  $45  mil- 
lion, plus  lease  obligations,  to  cherry-pick  20  stores  from  Office 
Depot,  part  of  a  plan  to  reach  1,250  outlets.  There's  room  to 
grow:  Pet  superstores  still  account  for  only  15%  of  the  market. 

Other  big  players  are  scrambling  to  get  at  the  teat:  Hartz 
Mountain  is  remaking  itself  (see  box,  p.  89).  In  the  last  few  years 
Switzerland's  Nestle  spent  $10  billion  aquiring  Ralston  Purina, 
while  Proctor  &  Gamble  has  spent  $2.3  billion  on 
Iams/Eukanuba.  Harley-Davidson,  Burberry,  Old  Navy,  Gucci, 
Paul  Mitchell  and  Omaha  Steaks — these  and  more  have  pet- 
related  products.  Starwood  Hotels  &  Resorts  Worldwide  has 
announced  pet-friendly  policies  at  its  Sheraton,  Westin  and  W 
Hotel  chains.  Its  pet  package  includes  oversize  pet  pillows,  dog- 
gie robes  and  turndown  treats. 

The  revolution  in  expectations  is  evident  at  two  Petco  stores. 
An  old  unit  in  King  of  Prussia,  Pa.  is  a  dimly  lit  cinderblock 
warehouse  with  birdcages  and  dog  food  unimaginatively  stacked 
against  the  walls.  Petco's  remodeled  Union  Square  store  in  New 


Air  travel  with  a  pair  of  hairless  pet  rats 
convinced  Philadelphia  artist  Maria 
Pandolfi  that  better  sleeping  quarters 
were  in  order.  With  engineering  friend 
Gregor  Majeske  she  set  up  HANDSOM- 
BOY  DESIGNS.  Through  a  dozen  inde- 
^         pendent  shops  on  both  coasts  they  ped- 
dle dog  beds  ($380)  and  a  dog  or  cat  carrier  that 
slings  over  the  back,  amusingly  silk-screened  to  look  like  a 
garbage  can  ($190).  Pandolfi's  rat  carrier— with  a  mesh  lid  for 
airation  and  an  inside  bottle  for  water— looks  like  a  block  of  Swiss 
cheese  ($110).  The  founders  are  demanding  of  their  suppliers. 
"We  have  one  shot,"  says  Majeske.  "It's  got  to  be  right."— R.C.M. 


Denise  Collins,  49,  was  a  waitress  with  a  passion  for  West  High- 
land White  Terriers.  A  breeding  and  grooming  sideline  at  her 
rural  Pennsylvania  home  became  RUFFCUTS,  to  which  she  has 
added  a  line  of  leashes  and  collars,  which  she  hand-braids 


from  treated  Australian  leather  in  23  colors 
($35,  on  average).  They're  available  at 
www.denisesleashes.com.  The  teacher's  wife 
hopes  to  boost  volume  enough  to  afford  help 
with  the  time-consuming  braiding.  Mean- 
time, "I'm  almost  making  as  much  as  my 
husband,"  she  says  proudly.  —R.C.M, 


York  City  is,  in  contrast,  a  cheery  place  full  of  glassed-in  aviaries, 
eerie  landscapes  filled  with  green  tree  frogs  and  veiled 
chameleons,  and  cat-and-dog  adoption  charities.  A  customer's 
request — "Where  are  the  pee-pee  pads?" — sends  an  employee 
scurrying  among  the  racks,  while  colorful  banners  remind 
Petco's  loyalty  club  members  that  they  get  a  bag  of  free  food 
after  every  ten  purchases.  Saltwater  fish  and  tanks  are  big  sellers. 
"People  in  the  city  like  expensive  things  that  look  good," 
explains  store  manager  Matthew  Everding.  "It's  easy  money." 

Later  this  year  Petco  is  to  unveil  yet  another  store-remodel- 
ing scheme,  this  one  including  a  "pet  spa"  complete  with 
grooming  and  "doggy  day  care."  "It  will  be,"  says  James  Myers, 
chief  executive  of  Petco,  "for  the  customer  who  might  be  work- 
ing late  and  wants  a  place  where  his  dog  can  go  and  play  with 
other  dogs,  that's  better  than  leaving  it  alone."  Same  sort  of 
upgrade  on  the  shelves:  James  Cunningham,  who  runs  privately 
held  Harper  Pet  Products  of  Bedford,  111.,  a  producer  of  rawhide 
chews,  says  Petco  is  the  Bloomingdale's  of  pet  supplies.  It  added 
his  line  of  expensive,  flavorful  and  thicker  hides  from  U.S.  cattle 
to  the  cheaper  and  thinner  hides  from  Brazil. 

Braxton's  Animal  Works,  a  third-generation  retailer  in 
Wayne,  Pa.,  has  survived  the  superstore  invasion.  This  Main  Line 
favorite  has  doubled  its  sales  the  last  decade,  to  nearly  $3  million, 
selling  rawhide  "lollipops"  for  29  cents;  Grandma  Newton's 
baked-fresh-daily  dog  biscuits — including  canine  cannoli — for 
$1.19  each;  and  elegant  headstones  customized  with  a  deceased 
pet's  name  and  ranging  in  price  from  $43  to  $270  (plus  ship- 
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8  Summit  Shines  Spotlight  on 

States  Business,  Recreation  Opportunities 


jeorgia  hosts  a  major  gathering  of  world  leaders  in  June,  putting 
he  scenic  coastal  community  of  Sea  Island  in  the  spotlight.  The 
j8  Summit  is  a  first  for  the  state,  and  only  the  fifth  time  the  event 
las  come  to  the  U.S.  But  there's  nothing  new  about  the  gracious 
velcome  Georgia  extends  its  international  visitors.  The  climate 
lere  is  as  perfect  for  relaxation  and  recreation  as  it  is  for  global 
rade,  innovation,  cutting-edge  research  and  quality  education. 


Georgia's  Sea  Island  was  a  natural 
choice  for  this  year's  summit  host, 
President  George  W.  Bush.  World  leaders 
have  been  coming  to  Sea  Island  for  more 
than  100  years  to  relax  and  conduct  busi- 
ness. The  secluded  island  offers  summit 
participants  the  opportunity  to  meet  in  a 
peaceful  setting  designed  to  put  the  most 
demanding  luminaries  at  ease.  And  it 
offers  Georgia  the  opportunity  to  present 
its  message  to  the  leaders  of  the  world's 
major  industrial  nations:  Georgia  is  a  won- 


£  a  - 


derful  place  to  work,  play  and  live. 

Hosting  the  G8  Summit  is  yet  another 
way  Georgia  is  strengthening  its  position 
as  a  world-class  travel  destination  as  well 
as  a  leading  center  for  international  affairs 
and  global  trade.  The  state  is  a  strategic 
hub  in  the  fast-growing  American  south 
and  is  home  to  20  Forbes  2000  companies 
with  combined  sales  of  $254  billion.  More 
than  1,600  internationally  owned  compa- 
nies have  a  presence  in  Georgia,  including 
Pirelli,  Siemens,  Philips  and  Porsche. 


The  only  effp^iv/e  s^'fity  is  preemption.  This  preemptive  power  is  only  available  with  the  Proventia™  Security  Platform  from  Internet  Security  S; 

When  software  security  flaws  are  discovered,  Internet  Security  Systems'  world-renowned  research  team  updates  Proventia  to  immediately  shield  agair 
attacks  targeting  weak  spots.  Regardless  of  the  size  of  your  business,  this  new  standard  in  Internet  security  can  help  keep  you  off  the  path  to  disast 
reduce  your  total  co^t  of  ownership  -  In  fact,  when  we  manage  Proventia  for  you,  we'll  even  guarantee  protection.  Need  proof?  Get  your  free  whitf 
Preemptive  Prntprtinn  Setting  *  flew  Stanford  in  Security,  at  www.iss.net/proof/whitepaper  or  call  800-776-2362. 
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Delta  Air  Lines 

Delta  Air  Lines,  which  celebrates  75  years  of 
service  this  year,  is  headquartered  in  Atlanta, 
Georgia,  home  of  Atlanta  Hartsfield-Jackson 
International  Airport  —  Delta's  largest  hub 
operation  and  the  busiest  airport  in  the  world. 

As  the  worlds  second-largest  airline  in 
terms  of  passengers  transported  and  as  the 
leading  U.S.  carrier  across  the  Atlantic, 
Delta  offers  daily  flights  to  497  destinations 
in  86  countries  aboard  Delta,  Song,  the 
Delta  Shuttle  and  the  Delta  Connection 
carriers,  as  well  as  its  worldwide  partners. 

The  carrier  is  a  founding  member  of  the 
Sky  Team  global  alliance,  which  includes  Air 
France,  Aeromexico,  Alitalia,  CSA  Czech 
Airlines  and  Korean  Air.  Together,  they  pro- 
vide 7,865  daily  flights. 

Gerald  (Jerry)  Grinstein,  chief  executive 
officer,  and  John  F.  (Jack)  Smith,  Jr.,  presid- 
ing directot  of  Delta's  Board  of  Directors, 
are  working  to  lead  Delta  through  the  cur- 
rent airline  industry  transformation.  Their 
goal  is  to  regain  Delta's  standing  in  the 
industry  and  achieve  long-term  profitability 
while  maintaining  the  airline's  founding 
commitment  to  superior  customer  service. 


WWW. 


delta. 


com 


Delta 
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Innovative  Thinking 

Georgia  has  three  of  the  top  10  gov- 
ernment policy  programs  in  the  nation 
that  encourage  innovation  —  its  broad- 
band initiative,  the  Georgia  Research 
Alliance  and  Georgia's  Intellectual  Capi- 
tal Partnership  Program.  The  state's  eco- 
nomic development  efforts  are  zeroing  in 
on  innovative  and  high-growth  industries, 
including  life  sciences,  nanotechnology, 
logistics  and  distribution  and  automotive- 
related  business. 

One  strong  example  of  Georgia's  focus 
on  bioscience  is  its  recent  ranking  as  the 
country's  eighth-largest  bioscience  com- 
munity by  Ernst  &  Young.  "By  encourag- 
ing and  supporting  the  growth  of  biotech 
companies,  Georgia  will  help  grow  this 
important  industry  and  high-paying  jobs," 
says  Governor  Sonny  Perdue. 

Georgia  expects  big  things  to  develop 
in  "the  science  of  the  small"  at  the  Geor- 
gia Institute  of  Technology  in  Atlanta.  A 
public-private  partnership  will  fund  the 
Nanotechnology  Research  Center  slated 
for  construction  there.  "The  research 
center  puts  Georgia  Tech  on  the  national 
map  for  nanotechnology,"  says  President 
Wayne  Clough. 

Among  the  global  technology  compa- 
nies based  in  Georgia  is  Internet  Security 
Systems,  Inc.  (ISS),  a  provider  of  network 
security  products  and  services.  "When 
Chris  Klaus  invented  the  company's  first 
product  in  1994  as  a  Georgia  Tech  student, 
there  was  no  question  where  ISS  would 
establish  its  roots,"  says  Tom  Noonan, 
chairman,  president  and  CEO.  "Ten  years 
later,  ISS  has  grown  its  revenue  100  times 
over,  has  created  over  1,200  jobs  and 
remains  committed  to  the  economic 
development  of  Georgia.  We  are  excited 
to  be  a  part  of  an  elite  business  hub,  with 
immediate  access  to  every  major  business 
center  on  the  East  Coast,  and  remain  con- 
fident that  Georgia  will  continue  to  provide 
an  atmosphere  of  success." 


CD 


Geo  k (.  i 

Georgia 

Wjm  -  vV 

Governor 

Sonny  Perdue 

Georgia  has  been  in  the  automotive 
industry  for  nearly  a  century.  Its  existir 
base  of  automotive-related  businesse 
includes  vehicle  production,  componer 
suppliers,  processing  and  distribution,  proi 
uct  testing  and  headquarters  facilities.  Th 
state's  transportation  infrastructure  make 
it  a  perfect  hub  for  logistics  and  distributic 
companies,  as  well  as  for  companies  th« 
require  a  fast,  economical  transportatic 
network.  Three  Georgia  cities  —  Savannal 
Atlanta  and  Macon  —  were  recent 
named  best  for  logistics  and  distribution  t 
Expansion  Management  magazine.  Th 
state  offers  the  best  in  multimodal  tran: 
portation,  with  two  thriving  deep-wate 
ports,  major  interstate  highways  and  rz 
routes,  and  the  world's  busiest  airpor 
Hartsfield-Jackson  Atlanta  International. 

Delta  Air  Lines  contributes  approximat< 
ly  $11  billion  to  the  Georgia  economy  anm 
ally.  From  its  Atlanta  hub,  it  offers  mor 
than  900  flights  to  180  cities  worldwide 


CD 

Georgia 
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vannah  State  University 
u  Can  Get  Anywhere  From  Here! 


hen  it  comes  to  guiding  meaningful 
eers  and  lives,  Savannah  State  University 

:  livers  on  its  motto  —  You  Can  Get 
ywhere  From  Here.  The  oldest  public  his- 
ically  black  institution  in  Georgia  has 
rtured  generations  of  students  since  its 

i  inding  in  1890.  Today,  that  tradition 
ntinues  in  dynamic  classroom  and 
cense  leadership-development  settings 
lere  cutting-edge  instruction  is  comple- 
ted by  one  of  the  smallest  student-to- 
ulty  ratios  in  the  region. 

ith  27  undergraduate  and  graduate 
*rees,  community  outreach  programming 
d  the  latest  facilities  and  equipment, 
/annah  State's  diverse  student  body  of 
oroximately  2,700  is  guaranteed  a  market- 
svant  education  that  prepares  them  to  join 
ne  of  the  fastest-growing  professions  in 

global  marketplace.  Educational  partner- 
ps  with  institutions  in  China,  Ghana  and 

Caribbean  include  study  abroad  and  fac- 
y  exchange  opportunities. 

cated  on  a  picturesque  173  acres  adjacent 
a  salt-marsh  estuary,  Savannah  State  has 
only  marine  sciences  program  in  the 
te  based  in  a  natural  setting. 

www.savstate.edu 


SAVANNAH 


STATE 

UNIVERSITY 


"When  it  moved  its  corporate  headquar- 
ters from  Monroe,  Louisiana,  to  Atlanta 
in  1941,  Delta  recognized  Atlanta's 
growth  opportunities  and  progressive  atti- 
tude," says  Harold  Bevis,  Delta's  vice 
president  of  public  affairs.  "Delta  is  an 
integral  fiber  in  Atlanta's  community 
fabric  and  is  the  city's  largest  private 
employer.  Approximately  28,000  of  our 
60,000  employees  worldwide  call  Atlanta 
home.  The  company  is  also  one  of 
Atlanta's  largest  community  sponsors, 
contributing  more  than  $12  million  annu- 
ally to  local  charities." 

Educational  Institutions  Support 
Business  Growth 

One  of  the  nation's  top  technical  training 
programs  is  Quick  Start,  a  unit  of  the  Geor- 
gia Department  of  Technical  and  Adult  Edu- 
cation. The  program,  available  through  the 
state's  system  of  34  technical  colleges, 
has  trained  390,000  workers  for  specific 
companies  since  its  inception  in  1967. 

In  addition  to  its  technical  colleges, 
Georgia  has  34  public  and  25  private  col- 
leges and  universities.  More  than  230,000 
students  are  currently  enrolled  in  degree 
programs,  and  another  400,000  are  taking 
continuing  education  classes. 

Savannah  State  University  has  made  the 
most  of  its  unique  Georgia  location,  a  pic- 
turesque 173-acre  campus  that  borders  a 
salt-marsh  estuary.  That  setting  provides  a 
natural  laboratory  for  students  in  its  marine 
sciences  program.  Savannah  State  has 
long  been  a  pioneer  in  technology  engi- 
neering education.  A  partnership  with 
Georgia  Tech  enables  students  to  earn  a 
bachelor's  degree  in  mechanical,  electrical, 
civil  or  computer  engineering. 

Savannah  State's  on-campus  Survey 
Research  Center  (SRC)  serves  as  a  model 
for  successful  business-education  partner- 
ships. "With  its  ability  to  conduct  assess- 
ment studies  for  government,  business 
and  nonprofit  organizations,  the  SRC  is  an 
mm  hhhh 


Southern  Company 


Headquartered  in  Atlanta  and  focused  on 
serving  more  than  4  million  customers  in 
the  Southeast,  Southern  Company  (NYSE: 
SO)  is  one  of  the  nations  largest  producers 
of  electricity. 

With  nearly  39,000  megawatts  of  generat- 
ing capacity  and  28,000  miles  of  transmis- 
sion lines,  our  core  business  includes  elec- 
tric utilities  in  Alabama,  Florida,  Georgia, 
and  Mississippi,  as  well  as  a  growing  com- 
petitive wholesale  generation  company. 

Southern  Company  brands  are  known  for 
excellent  customer  service,  high  reliability 
and  retail  electric  prices  that  are  15%  below 
the  national  average.  Southern  Company 
also  is  the  parent  of  Southern  LINC, 
Southern  Telecom,  Southern  Company  GAS 
and  Southern  Company  Energy  Solutions. 

Our  nearly  26,000  employees  are  commit- 
ted to  providing  energy  that's  reliable  and 
affordable  with  superior  service  —  that's 
what's  made  Southern  Company  a  leader  in 
customer  satisfaction.  Southern  Company's 
common  stock  is  one  of  the  most  widely 
held  in  the  U.S. 

Visit  the  Southern  Company  Web  site  at 
www.southerncompany.com. 


SOUTHERN  ATL 
COMPANY 

Energy  to  Serve  Your  World*" 
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Georgia  -  international 
Business  Fast  Facts 

•  58  countries  have  consular,  trade 
or  binational  chamber  of  commerce 
offices  in  the  state. 

•  Internationally  based  firms  employ 
more  than  125,000  Georgians. 

•  2003  exports  totaled  $16.3  billion 
(up  from  $14.4  billion  in  2002), 
making  Georgia  the  nation's 
14th-largest  exporting  state. 

•  Georgia's  2003  exports  accounted  for 
more  than  252,000  jobs. 

•  Georgia's  top-three  export  markets  in 
2003  were  Canada,  Japan  and  Mexico. 

•  Georgia's  trade  with  the  European 
Union  was  $4.2  billion  in  2003. 

Source:  GDITT 

important  resource,"  says  President  Carlton 
E.  Brown.  The  Georgia  Ports  Authority,  City 
of  Savannah  and  Georgia  Department  of 


Human  Resources  have  all  made  use  of 
the  research  facility's  services. 

Georgia  is  home  to  the  largest  art  and 
design  college  in  the  U.S.,  the  Savannah 
College  of  Art  and  Design  (SCAD).  Stu- 
dents from  more  than  80  countries  make 
up  its  current  enrollment  of  6,200.  "We 
provide  a  wealth  of  well  educated  and 
uniquely  talented  employees,  trained  in 
state-of-the-industry  technology,"  says 
President  Paula  Wallace.  "This  is  a  boon 
for  corporations  seeking  to  expand  or  relo- 
cate in  the  state  of  Georgia." 

SCAD  has  made  significant  educa- 
tional, cultural  and  economic  contribu- 
tions to  the  city  of  Savannah  and 
Georgia.  Among  those  is  the  Savannah 
Film  Festival,  which  draws  thousands 
of  visitors  and  allows  students  to  inter- 
act with  award-winning  actors  and 
directors  such  as  Sydney  Pollack, 


Lisa  Moore  Alway 

(B.F.A.,  computer  art,  1994) 
senior  compositor  for 
Weta  Digital  on  New  Line 
Cinema's  "The  Lord  of  the 
Rings"  film  trilogy,  directed 
by  Peter  Jackson 


WORSER  BAY  BEACH, 
WELLINGTON,  NEW  ZEALAND 


See  where  SCAD 
can  take  you. 


Savannah  College 
of  Art  and  Design 

800.869.7223  j  www.scad.edu 


John  Williams,  exposed. co.nz 


Careers  in  the  Arts 

SCAD  alumni  work  for  prestigious 
companies  and  institutions  around 
the  world  including  CNN,  General 
Motors,  Hallmark  Cards  Inc., 
Hirsch  Bedner  Associates, 
Paramount  Pictures,  Pixar, 
Procter  and  Gamble,  Ralph  Lauren 
Polo,  Saatchi  &  Saatchi,  Sony 
Pictures  Imageworks,  Sotheby's 
Auction  House,  The  Museum  of 
Modern  Art  and  Warner  Bros. 


Debbie  Reynolds,  John  Waters  anc 
Geraldine  Chaplin. 

Zoning  in  on  International  Trade 

There's  no  basking  in  the  reflected  Sigh 
of  the  summit  for  Georgia's  governmen 
and  business  leaders.  They're  already 
looking  years  and  light-years  ahead.  Thei 
next  goal:  landing  the  permanent  head 
quarters  of  Free  Trade  Area  of  the  Ameri 
cas  (FTAA).  A  successful  bid  for  the  pro 
posed  trade  zone  Secretariat  would  pu 
Georgia's  capital  on  a  footing  equal  tc 
Brussels'  status  in  the  European  Union. 

The  bid  submitted  in  March  emphasize; 
Georgia's  strong  base  of  international  com 
panies,  ideal  geographic  and  strategic  posi 
tioning  within  the  hemisphere,  superio 
transportation,  convention  and  tourisn 
infrastructures,  and  legacy  as  the  birth 
place  of  two  Nobel  Peace  Prize  laureates 
Dr.  Martin  Luther  King,  Jr.,  and  formei 
president  Jimmy  Carter.  A  decision  is 
expected  by  end  of  this  year,  with  imple 
mentation  slated  for  2005. 

"This  world-class  bid  package  vividh 
illustrates  Atlanta's  outstanding  qualifies 
tions  as  a  burgeoning  center  for  interna 
tional  commerce,  global  communications 
innovation  and  economic  opportunities' 
says  Governor  Perdue.  "It  brings  to  life  ou 
commitment  and  passion  for  makinc 
Atlanta  the  hemisphere's  preeminen 
global  business  center." 

"Working  together  through  public 
private  sector  partnerships  has  been  crit 
ical  to  our  success  in  securing  globa 
business  and  international  events  sucf 
as  the  Centennial  Olympic  Games,"  say: 
Thomas  F.  Chapman,  chairman  0 
Equifax  and  vice  chairman  of  Hemi 
sphere,  Inc.,  the  nonprofit  group  formec 
to  spearhead  the  effort. 

Quality  of  Life:  A  Star  Attractor 

Georgia's  year-round  outdoor  recreatior 
and  spectator  sports  are  a  vital  part  of  it: 


Thomas  E.  Noonan 
Chairman,  President  &  CEO 
Internet  Security  Systems 
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uality  of  life.  Four  major-league  teams  — 
baseball's  Atlanta  Braves,  the  NFL  Falcons, 
sIBA  Hawks  and  NHLThrashers  —  plus 
ollegiate  sports  at  Georgia  Tech,  the  Uni- 
ersity  of  Georgia  and  Georgia  Southern 
Jniversity  thrill  fans  in  every  season.  The 
c  abled  Masters  Tournament  at  Augusta 
vlational  showcases  Georgia's  premier  golf 
'enue  to  audiences  around  the  world. 
Beorgia,  the  largest  state  east  of  the  Mis- 
sissippi River,  has  such  rich  natural  variety 
is  the  Appalachian  Trail,  the  Okefenokee 
iwamp,  Cumberland  Island  National 
seashore  and  miles  of  beaches  along  the 
Atlantic  Ocean. 


;  Cultural  opportunities  abound  throughout 
he  state.  Among  the  offerings  in  its  capi- 
:al  city  are  the  High  Museum  of  Art,  two 
resident  ballet  companies,  a  symphony 
!>rchestra,  several  permanent  theater 
ijroups  and  an  opera  company.  A  relatively 
ow  cost  of  living  makes  Georgia  an  attrac- 
tive location  for  employers  and  employees, 
i  "When  all  other  business  factors  are 
jsqual,  Georgia's  quality  of  life  assets  tip 
!he  balance  in  our  favor,"  says  Glenn 
Cornell,  commissioner  of  the  Georgia 
department  of  Industry,  Trade  &  Tourism, 
"he  state's  abundant  advantages  give 
Georgia  a  well-deserved  place  in  the 
spotlight  as  a  global  business  center, 
lecreational  destination  and  Gateway  to 
he  Future.  ■ 


Internet  Security  Systems  Raises  the  Bar  on  Internet  Security 

Organizations  Now  Have  a  Preemptive  Alternative  to  Reacting  to  Internet  Security  Threats 


If  a  farmer  waited  for  his  tractor  to  break  down  before  servicing  it,  he  would  be 
considered  foolish.  Preventive  maintenance  is  a  tried  and  proven  wisdom.  So  if  pre- 
emptive measures  are  considered  common  sense  in  the  real  world,  why  aren't  they 
being  applied  in  the  online  world?  Tom  Noonan,  chairman,  president  and  CEO  of 
Internet  Security  Systems  (ISS),  outlines  how  organizations  can  apply  preemptive 
security  and  avoid  the  negative  business  impact  of  reacting  to  Internet  attacks. 


The  Internet  has  become  a  vital  part  of 
today's  business  fabric.  Internet  security  is  a 
lynchpin  of  business  strategy  and  operations. 
Despite  increased  investments  in  Internet 
security,  companies  continue  to  be  thwarted 
by  sophisticated  new  Internet  threats. 

Faced  with  no  alternative,  organizations 
have  settled  into  a  conventional  wisdom  that 
the  risks  are  simply  unavoidable  —  that  no 
Internet-driven  business  strategy  can  be 
immune  from  the  "Russian  roulette"  nature 
of  Internet  attacks,  since  "reactive"  protec- 
tion remains  the  default  standard. 

However,  companies  can  no  longer  afford 
to  depend  on  reactive  security  techniques. 
The  potential  for  huge  business  losses  from 
sophisticated  new  Internet  threats,  new 
compliance  pressures  and  the  spiraling  cost 
of  managing  outmoded  security  approaches 
are  all  wake-up  calls  for  corporate  manage- 
ment. The  only  security  approach  that  effec- 
tively addresses  these  issues  is  preemption. 

Preemption  requires  market-leading 
research,  a  keen  eye  for  attack  trends  and 
techniques,  and  a  streamlined  and  afford- 
able platform  for  delivering  advanced 
knowledge-based      security  products. 


Preemptive  security  is  the  only  solution  that 
can  truly  keep  Internet-dependent  organiza- 
tions ahead  of  the  threat. 

Today,  Internet  Security  Systems  is  the 
only  company  capable  of  delivering  a  pre- 
emptive solution  that  stops  Internet  threats 
before  they  impact  your  business.  In  medical 
terms,  preemptive  security  is  like  an  inocula- 
tion against  Internet-borne  threats,  protect- 
ing your  organization's  vulnerabilities  from 
attacks  before  they  take  place.  ISS  com- 
mands the  extensive  knowledge,  innovative 
research  methods  and  complex  technologies 
required  to  achieve  preemptive  security,  and 
succeeds  in  delivering  it  all  in  easy-to-use 
appliances  and  software. 

ISS  has  long  been  a  trusted  security  expert 
for  world  governments  and  the  Global  500. 
For  large  organizations  and  now  for  small 
and  midsize  organizations,  ISS  provides  pre- 
emptive security  products  and  services  that 
stop  Internet  threats  before  impact.  Founded 
in  1994,  ISS  is  headquartered  in  Atlanta, 
Georgia,  and  publicly  traded  on  NASDAQ 
(ISSX).  ISS  protects  more  than  1 1,000  glob- 
al customers,  and  maintains  1,200  employ- 
ees operating  in  27  countries. 


To  learn  more  about  ISS  and  preemptive  security,  call  800-776-2362. 
For  a  white  paper  on  Preemptive  Protection:  Setting  a  New  Standard  in  Security, 
go  to  www.iss.net/proof/whitepaper. 

Q  Internet  I  Security  I  Systems8 

Ahead  of  the  threat. 


It's  amazing  what  you  can  do  with  a  little  help  from  your  friends.  Or,  a  little  help 
from  one  of  the  country's  most  advanced  environments  for  helping  businesses 
grow  and  succeed.  Georgia  offers  the  whole  package  -  a  better  quality  of  life, 
combined  with  a  business  climate"  supported  by  capital,  a  deep  talent  pool,  a  world 
renowned  train  ng  program,  location  with  unparalleled  market  access,  and  more. 
If  you're  looking  to  relocate  or  expand,  hit  for  more  information. 


i  2003  GDITT  All  rights  reserved. 
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Pets  As  People 


ping).  But  there  is  also  a  serious  theme  to  Brax- 
ton's shelves:  health-related  products  aimed  at 
extending  the  life  of  pets. 

Which  leads  to  the  question:  Is  this  all 
really  about  the  owners,  or  the  animals? 

"People  keep  projecting  onto  their  animals 
how  they  feel  about  themselves  and  what  they 
want  in  their  own  life,"  says  Myers.  "The  pre- 
mium-pet-food craze  very  much  reflects 
human  interest  in  better  diets.  Animals  are  now 
eating  better,  have  a  better  coat  and  are  slightly 
longer-lived."  According  to  Packaged  Facts, 
premium  pet  food  accounts  for  37%  of  a  $13 
billion  market  and  should  hit  41%  by  2008.  A 
decade  ago  premium  food  was  a  tiny  segment 
of  a  market  dominated  by  cheap  supermarket 
brands  like  Alpo  and  Friskies. 

John  and  David  Braxton  recall  that  in  their 
father's  time  only  vets  prescribed  specialty 
foods  for  pets;  today  their  store  is  filled  with 
chewable  vitamin  supplements  and  various 
specialties  for  dogs  with  "sensitive  skin"  or 
"sensitive  stomachs."  The  premium-pet-food 
manufacturers — such  as  Colgate  Palmolive's 
Hill's  Science  Diet  and  P&G's  lams  and 
Eukanuba — are  selling  foods  that  claim  to  help 
cats  pass  hairballs;  reduce  dogs'  tartar,  plaque 
and  bad  breath;  control  osteoarthritis;  control 
diabetes  and  kidney  disease  and  generally  aid 
in  "senior  care." 

"There's  an  insatiable  appetite  today  for  new  benefits  and 
concepts,"  says  Robert  Devine,  chief  executive  of  Hartz  Moun- 
tain. His  next  focus:  interactive  toys  that  relieve  the  boredom 
and  stress  of  pets  left  alone  when  owners  are  at  work.  Already  a 
DVD,  made  by  the  Couch  Potato  Kitty,  lets  cats  chase  virtual 
squirrels,  jump  at  seagulls  and  paw  at  fish  on  the  TV  screen. 

For  veterinarians,  these  are  busy  days.  According  to  a  study 
by  Pet  Business,  cat  owners  made  an  average  of  1.6  vet  visits 
apiece  in  2000;  just  two  years  later  they  had  upped  their  visits  to 
2.3  a  year.  The  average  amount  dog  owners  spent  out  of  pocket 

Hartz  Rendirig 

What  of  the  most  famous  name  in  pet  supplies,  Hartz 

..  Mountain?  The  company  was  bought  from  the  Stern  family  in 
2000  for  a  reported  $328  million  by  J.W.  Childs  Associates,  a 
private  equity  group  formed  by  former  Thomas  H.  Lee  partners. 

[  Chief  Executive  Robert  Devine  has  been  rebuilding  the  Se 
caucus,  N.J.  company  from  top  to  bottom.  Capturing  the  bleed- 
ing hearts  of  today's  pet  parents  is  key  to  the  makeover.  In  the  74 
years  under  the  Sterns,  he  says,  not  a  single  vet  worked  at  Hartz. 
Today  its  research  staff  of  45  includes  5  vets,  and  each  new  prod- 
uct is  vetted  and  improved  upon  by  outside  vet  advisory  commit- 
tees and  veterinary  schools.  Hartz  Mountain  sells  flea  and  tick 
treatments  with  phenothrin,  a  synthetic  derivative  made  from  a  nat- 


Bv  the  Numbers 


In  2002,  64  million  homes, 
or  62%  of  all  U.S.  households, 
had  a  pet,  up  from  52  million 
in  1988.  That  adds  up  to: 


65  million  dogs 
78  million  cats 


26  million  small  animals 

and  reptiles 


17  million  birds 


192  million  fresh  and 

saltwater  fish 


According  to  the  Census  Bureau 
there  are  just  72  million  children 
under  the  age  of  18  in  America. 


on  a  vet  visit  increased  from  $196  to  $263  dur- 
ing the  same  period. 

"We  are  getting  closer  to  human  medicine," 
says  Barry  Stupine,  director  of  the  Matthew  J. 
Ryan  Veterinary  Hospital  of  the  University  of 
Pennsylvania,  where  revenues  have  jumped 
88%,  to  $16  million,  in  the  last  five  years.  The 
hospital  is,  for  example,  a  leader  in  cat  kidney 
transplants,  a  $7,500  procedure  paid  out  of 
pocket.  Who  would  do  such  a  thing?  "I've  got  a 
waiting  list  of  people,"  says  Stupine.  At  Cornell 
University's  Hospital  for  Animals,  meanwhile, 
pet  ophthalmology  is  in  great  demand.  Canine 
cataract  surgery  with  lens  implants  costs 
between  $2,600  and  $3,000;  diode  laser  therapy 
for  glaucoma,  $400  to  $600  per  eye. 

The  industry  is  ripe  with  opportunties  not 
yet  seized.  In  Sweden  57%  of  dog  owners  have 
pet  insurance.  In  the  U.S.,  where  a  pet's  cancer 
treatment  can  cost  $5,000,  only  2%  of  dog 
owners  buy  pet  health  insurance.  Vendors  in 
Europe  include  big  companies  like  German's 
Allianz.  In  the  U.S.  the  market  is  the  province 
of  small  insurers  like  Pet  Assure  and  Lincoln 
General  Insurance. 

Lawyers  have  not  missed  this  turn.  Robert 
Vetere,  director  of  the  American  Pet  Products 
Manufacturers  Association,  warns  of  a  push  in 
state  legislatures  to  shift  the  human-pet  rela- 
tionship away  from  property  rights  and  toward 
something  eerily  akin  to  legal  guardianship.  It's  happening  in 
Rhode  Island  and  California,  for  example — and  could  open  up 
legal  liabilities  in  pet  adoptions  and  sales. 

For  now,  though,  it's  a  love  affair.  Says  Dr.  Becker:  We  leave 
work  feeling  like  a  "human  pinata,  beat  but  not  quite  broken, 
and  the  last  thing  we  want  to  see  is  more  people.  You  never  know 
how  your  partner  is  going  to  be.  You  certainly  don't  know  if 
your  kids  are  even  going  to  acknowledge  you're  home.  But  by 
God,  that  dog  is  going  to  treat  your  homecoming  like  the  second 
coming  of  Christ."  F 


ural  extract  of  chrysanthemum  flowers;  its  tropical  fish 
foods  with  blue-green  algae  claim  to  be  "scientifically 
proven  to  aid  stress  reduction  in  fish  and  help  boost 
the  immune  system." 

On  a  more  prosaic  level,  might  J.W.  Childs  use 
Hartz  Mountain  as  a  vehicle  to  consolidate  pet  supply 
manufacturers?  "That  was  what  attracted  us  to  Hartz,"  says  Ray- 
mond Rudy,  J.W.  Childs  operating  partner.  "Once  it  got  itself  sorted 
out  as  a  more  professionally  run  company,  there  would  be  good  op- 
portunities to  acquire  in  this  cottage  industry.  But  we're  not  inter- 
ested in  a  conglomerate.  Our  interest  is  in  pet  health  and  beauty 
care."  -R.C.M. 
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Safe  Streets  Act 

How  do  you  boost  flower  exports  from  Colombia?  Alvaro  Uribe  did  it  by  chasini 

away  armed  rebels  I  by  kerry  a.  dolan 
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5rhaps  a  law  firm  need,  not  exist  inside  the  legal-sized  parameters  of  tradition, 
ayb'e  it  lies  outside  of  convention.  Maybe  it  crosses  lines  of  formality.  Maybe  it 
cognizes  a  need  to  overstep  the  expected.  And,  quite  possibly,  it  realizes  that 
spired  acts  of  tenacity  and  imagination  are  the  only  way  boundaries  get  pushed. 


Heller 


WWW.HEWM.C  OM 


Challenging  the  laws  of  convention.' 


THREE  YEARS  AGO  TRUCKS 
attempting  to  deliver 
Aguila  beer  couldn't  reach 
10%  of  Colombia.  Leftist 
guerrillas  controlled  the 
roads  into  110  municipali- 
ties and  demanded  fees 
from  the  drivers,  which  the  owner  of  the 
brand,  Bavaria  S.A.,  refused  to  pay. 

"People  used  to  transport  beer  in  the 
trunks  of  their  cars — a  kind  of  under- 
ground distribution  system,"  says  Bavaria 
President  Ricardo  Obregon.  Today  the 
guerrillas  have  retreated.  Most  of  rural 
Colombia  is  getting  its  Aguila,  and 
Bavaria's  top  line  was  up  13%  (pro 
forma)  to  $1.7  billion. 

Credit  for  the  guerrilla  pullback  in 
Latin  America's  third-largest  nation  by 
population  goes  to  Colombian  President 
Alvaro  Uribe.  His  success  to  date  is  of  no 
small  importance  to  the  U.S.  Since  2001, 
with  most  eyes  focused  on  Iraq,  America 
has  funneled  $2.66  billion  in  military  and 
development  aid  into  a  rather  different 
nation-building  exercise  called  Plan 
Colombia  (see  box,  p.  93).  Although  the 
effort  was  hatched  under  Uribe's  prede- 
cessor, the  president  has  turned  out  to  be 


a  pivotal  player. 

A  51 -year-old  lawyer,  he  has  lived 
through  plenty  of  violence.  His  father  was 
killed  in  a  kidnapping  attempt.  Uribe 
himself  has  survived  13  assassination 
attempts. 

Since  he  took  office  in  August  2002, 
he's  put  police  in  160  municipalities 
where  previously  there  were  none.  He's 
mandated  police  checkpoints  on  key 
roads  across  the  country  and  periodic 
monitoring  by  police  helicopters  as  well. 
He's  taken  a  hard  line  in  dealing  with  the 
country's  leftist  guerrillas  and  right-wing 
paramilitary  forces — both  of  whom  are 
tied  up  in  drug  trafficking.  Last  year 
16,000  members  of  these  groups 
deserted,  were  captured  or  were  killed. 

Other  large  Colombian  companies 
have  witnessed  a  similar  reduction  in  dis- 
ruptions: attacks  on  the  pylons  of  the 
biggest  electricity  transmission  company 
fell  from  209  in  2003  to  19  so  far  this  year; 
thefts  of  trucks  ferrying  products  for 
Petco,  a  large  petrochemical  company, 
dropped  from  35  two  years  ago  to  one  last 
year;  robberies  or  attacks  on  drivers  dis- 
tributing sweets  and  snacks  for  food 
group  Inversiones  Nacional  de  Choco- 


lates fell  from  360  in  2000  to  120  last  year. 

"We  are  taking  back  our  land,"  asserts 
Defense  Minister  Jorge  Alberto  Uribe.  For 
40  years  the  Colombian  government  has 
battled  leftist  guerrillas  and  drug  traffick- 
ers, and  since  the  1990s  right-wing  para- 
militaries, with  little  success  until  very 
recently.  Now  things  are  changing.  "It's 
like  turning  a  500,000-ton  ship.  It's  tough 
to  move,  but  it's  moving,"  says  Uribe,  a 
dapper  former  insurance  entrepreneur 
who  is  not  related  to  the  president. 

Colombian  business  leaders  say  the 
improved  security  has  instilled  confi- 
dence in  consumers  and  businesses.  That 
confidence  sparked  a  21%  surge  in  pri- 
vate investment  last  year.  Colombia's 
economy  grew  3.5%  in  real  terms  in 
2003,  the  biggest  increase  since  1995.  It's 
likely  to  grow  at  least  4%  this  year.  And 
the  Colombian  stock  market,  up  25%  in 
dollar  terms  through  late  May,  is  the 
17th-best-performing  market  index 
(among  317)  in  the  world  this  year. 

The  improved  security  is  felt  in  every- 
day life.  Kidnappings  fell  26%  last  year  to 
2,200,  homicides  20%  to  23,000.  At 
Colombian  insurer  Suramericana,  claims 
for  car  thefts  fell  29%  last  year,  says  Presi- 
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PEOPLE  WILL  FORGET  THEIR  AIRLINE  TICKETS. 
THEY'LL  ALMOST  NEVER  FORGET  THEIR  MAGAZINE. 


Nothing  affects  like  print.  And  no  one  understands  how  important  paper  is  to  that  experience  better  than 
Sappi.  For  more  on  the  power  of  print  call  1.888.44. Sappi  and  request  your  free  copy  of  LIFE  WITH  PRINT. 
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Colombia 


Thirsty  for  an  Americano 

The  Colombian  government's  big  Plan  Colombia  has  targeted  coca  production 
used  to  make  cocaine.  Using  aerial  spraying,  one-third  of  Colombia's  coca  crop 
has  been  eradicated  in  the  last  three  years.  "The  support  of  the  American  gov- 
ernment has  been  vital  in  these  results,"  says  Defense  Minister  Jorge  Alberto  Uribe. 
The  U.S.  Agency  for  International  Development  also  funds  projects  to  help 


dent  Gonzalo  Perez.  Colombians  have 
resumed  travel  on  roads  where  kidnap- 
pers formerly  preyed.  Car  traffic  grew 
30%  last  year,  fueled  by  people  like  busi- 
nessman Jose  Alberto  Velez  of  Medellin, 
who  had  taken  to  flying  on  weekends  to 
his  farm  only  three  hours  from  the  city. 
He  started  driving  again  last  year. 

Although  Uribe  is  an  avowed  4 
conservative,  he's  financed  much 
of  the  security  net  with  a  tax  on  the 
highest  earners.  The  overall  result 
has  made  Uribe  the  most  popular 
president  in  Colombian  history, 
with  an  approval  rating  of  79%. 

Perhaps  the  authorities  in  Iraq  could 
learn  a  thing  or  two  from  the  restoration 
of  order  in  Colombia.  In  the  dark  days  of 
the  early  1990s,  when  drug  kingpin  Pablo 
Escobar  ruled  over  Medellin,  residents 
were  never  sure  when  a  bomb  would  go 
off  in  a  building.  They  stayed  in  their 
homes  whenever  possible.  Nowadays 
people  still  move  about  with  caution,  but 
much  more  freely. 

Sure,  Colombia  has  plenty  of  prob- 
lems left  to  tackle.  The  country  still  sup- 
plies 85%  of  the  cocaine  coming  into  the 
U.S.  Even  with  the  drop  in  abductions, 
Colombia  has  the  highest  kidnapping  rate 
in  the  world.  Armored  cars  are  standard 
for  heads  of  big  companies;  many  dis- 
pense with  bodyguards  because  they  only 
attract  more  attention.  At  the  El  Tesoro 
shopping  mall  in  Medellin's  posh  El 
Poblado  neighborhood,  cars  entering  the 
parking  lot  are  subject  to  a  trunk  check 
and  inspection  by  a  bomb-sniffing  dog.  To 
the  dismay  of  the  Colombian  government, 
the  U.S.  State  Department  still  maintains  a 
travel  advisory  against  visiting. 

Such  security  issues  haven't  deterred 
more  than  200  U.S.  companies  from 
operating  in  the  country.  Occidental 
Petroleum  has  been  drilling  for  oil  in 
Colombia  for  40  years.  It's  stuck  it  out 
through  hundreds  of  bombings  of  the 
Cano  Limon  pipeline  it  co-owns  with 
Ecopetrol,  the  Colombian  national  oil 
company,  and  Spanish  oil  company  Rep- 
sol.  But  better  police  presence  has  helped 
reduce  the  pipeline  attacks  from  170  in 
2001  to  only  5  so  far  this  year.  "The  whole 
idea  is  to  establish  the  rule  of  law,"  says 
Oxy  spokesman  Lawrence  Meriage.  The 


^^^^  former  coca  farmers  find  new  crops  to  grow,  like  palm  and 
**^^H^  cocoa.  Some  35,000  former  coca  growers  have  switched  to 
*^     1  producing  cocoa-and  many  have  contracts  to  sell  their  prod 
;^^B  uct  to  Colombia's  biggest  sweets  company.  Other  element 
of  Plan  Colombia  aim  to  boost  economic  growth  and  reduce 
w/i  £■  Colombia's  650/0  Poverty  rate.  —K.A.D. 


company  recendy 
renewed  its  contract  for  the  Caho  Limon 
field  indefinitely. 

ExxonMobil,  long  active  operating 
gas  stations  in  Colombia,  decided  last 
month  to  resume  exploration  there  after 
a  ten-year  hiatus,  in  partnership  with  the 
Brazilian  and  Colombian  state-owned 
oil  companies.  Though  ExxonMobil 
won't  say  what  prompted  the  decision 
now,  analyst  Jacques  Rousseau,  who  fol- 
lows the  company  for  Friedman,  Billings 
&  Ramsey,  speculates  that  it's  a  combi- 
nation of  improved  safety  and  better 
terms  from  Ecopetrol.  (Ecopetrol  didn't 
return  calls  for  comment.) 

But  security  still  poses  a  problem. 
Chiquita  Brands  International,  which  has 
banana-growing  operations  in  Colombia, 
disclosed  in  May  that  it  had  paid  protec- 
tion money  to  Colombian  terrorist 
groups;  the  U.S.  Justice  Department  is 
investigating  the  matter. 

For  Colombian  businesses  the  re- 
newed optimism  and  better  economic 
conditions  have  come  none  too  soon. 
Many  were  knocked  back  by  the  emerg- 
ing-market crisis  that  began  in  Thailand 
in  1997  and  spread  to  Latin  America  soon 
afterward.  In  1999  Colombian  gross  do- 
mestic product  tumbled  4.2%.  New  con- 
struction dried  up.  The  banking  sector  suf- 
fered, and  some  of  the  biggest  banks  had 
to  recapitalize — some  with  government 
help;  others,  like  Bancolombia,  with  the 
assistance  of  shareholders.  Last  year,  with 
inflation  under  control  and  exports  grow- 
ing at  a  4.2%  clip,  lending  at  Bancolombia, 
the  country's  biggest  bank,  grew  30%. 

Colombia's  export-crazy  flower 
growers,  who  today  draw  more  notice 


than  its  once-dominant  coffee  growers, 
have  benefited  from  President  Uribe's 
security  measures.  "Now,  with  better 
security  here,  buyers  are  less  concerned," 
says  Augusto  Solano,  a  trade  group  presi- 
dent. Some  600  flower  farms,  most  of 
them  clustered  around  the  outskirts  of 
the  capital  Bogota,  shipped  $686  million 
worth  of  flowers  last  year,  primarily  to  the 
U.S.  That  figure  has  doubled  since  1991, 
and  it  makes  Colombia  the  second-largest 
flower  exporter  in  the  world,  after  the 
Netherlands. 

The  flower  industry  has  also  been  a 
haven  for  peasants  and  farmers  forced  to 
flee  guerrilla-controlled  areas  of  die  coun- 
try. A  new  floriculture  training  program 
launched  in  January,  sponsored  in  part  by 
the  U.S.  Agency  for  International  Devel- 
opment, will  train  1,000  displaced  people 
to  work  in  the  industry  this  year  and  next. 

Last  month  Colombia  began  nego- 
tiating a  U.S. -Andean  free-trade  agree- 
ment that  would  also  bring  in  Peru, 
Ecuador  and  Bolivia.  The  goal  is  to  wrap 
up  discussions  by  next  February.  The 
treaty  could  open  up  new  markets  for 
Colombian  exports,  but  also  bring 
increased  competition.  Another  poten- 
tial controversy  on  the  horizon  is  Uribe's 
hope  to  seek  a  second  four-year  term, 
not  now  allowed,  through  a  constitu- 
tional change. 

That  and  the  president's  tax  policies 
give  the  moneyed  class  some  disquiet.  (The 
corporate  rate  is  38.5%,  the  highest  per- 
sonal income  tax  rate  35%.)  But  business 
owners  are  counting  their  blessings.  "There 
is  a  clear  change  of  trend,"  says  brewery 
chief  Obregon,  "but  it  doesn't  mean  we're 
at  the  end  of  the  tunnel."  F 
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Today's  investors  are 
faced  with  unprecedented 
challenges.  As  corporate 
scandal  after  corporate 
scandal  unfolds,  individual 
stock  risk  is  on  the  rise, 
and  even  mutual  funds, 
once  considered  a  safe 
haven  for  investors,  are 
under  heightened  govern- 
ment scrutiny.  What's  a 
gun-shy  investor  to  do? 


written  by  MARSHA  ZAPSON 
produced  by  NUALA  BYRNE 


EXCHANGE-TRADED  FUNDS,  OR  ETFS,  ARE  COMPELLING  TOOLS 
for  investors  of  all  stripes.  Whether  investing  for  the  long  haul  or 
implementing  shorter-term  strategies,  ETFs  may  be  just  the  vehicle 
savvy  investors  are  looking  for.  What  are  ETFs?  They're  index  funds 
(similar  to  traditional  mutual  funds),  but  trade  throughout  the  day  like 
a  stock  on  just  about  any  U.S.  exchange  (and  quite  a  few  ex-U.S.), 
and  can  be  bought  for  a  commission  through  any  U.S.  broker. 

The  ETF  industry  has  grown  rapidly,  boasting  302  ETFs  on  28 
exchanges  worldwide  with  assets  totaling  US$229  billion,  says 
Debbie  Fuhr,  global  ETF  analyst  with  Morgan  Stanley.  With  the 
lion's  share  of  product  and  assets,  the  U.S.  lists  149  of  them, 
accounting  for  US$167.6  billion  of  the  global  assets. 
ETFs  are  managed  index  funds,  so  they  are  highly  transparent.  Because  they  are  baskets 
of  stocks,  they  offer  investors  instant  diversification,  cutting  broad  or  narrow  swathes  out  of 
the  market.  Today's  ETFs  slice  and  dice  the  global  economy,  offering  an  extensive  toolbox  of 
domestic  and  international  equities,  real  estate  and  fixed  income.  They're  cheap,  tax  and  cost 
efficient,  and  offer  tremendous  flexibility. 


ADVERTISEMENT  2 


NUVEEN 
INVESTMENTS,  INC. 

Nuveen  Investments  is  a  premier  invest- 
ment management  company,  offering  a 
broad  range  of  equity  and  fixed-income 
investing  services.  With  approximately 
$100  billion  in  assets  under  management, 
the  firm  helps  institutional  clients,  finan- 
cial advisors  and  high-net-worth  investors 
build  well-diversified  portfolios. 

Nuveen  Investments'  asset  manage- 
ment capabilities  are  marketed  through 
four  distinct  brands,  each  with  an  inde- 
pendent investment  team  and  area  of 
expertise:  Nuveen,  focused  on  tax-free 
investments;  NWQ,  specializing  in 
value-style  equities;  Rittenhouse,  dedicat- 
ed to  conservative  growth-style  equities; 
and  Symphony,  with  expertise  in  alterna- 
tive investment  portfolios.  Our  distinctive 
areas  of  expertise,  unified  by  a  shared 
investment  philosophy,  are  aimed  at 
delivering  "smarter  ways  to  be  conserva- 
tive" strategies  that  reflect  a  long-term 
view  and  balanced  approach  toward 
constructing  quality  portfolios. 

Founded  in  1898  in  Chicago,  Nuveen 
Investments  is  a  longtime  champion  of 
conservative  investing.  We  offer  a  num- 
ber of  investing  solutions,  from  separately 
managed  accounts  to  open-end  mutual 
funds  to  closed-end  exchange-traded 
funds,  as  well  as  institutional  investment 
services. 

Nuveen  Investments  is  a  market 
leader  in  sponsoring  closed-end  exchange- 
traded  funds,  with  108  actively  managed 
portfolios  trading  like  stocks  on  the  New 
York  Stock  Exchange  or  the  American 
Stock  Exchange. 

As  a  market  leader,  Nuveen 
Investments  has  long  advocated  for 
additional  transparency  in  the  ETF 
industry.  In  October  2001,  we  launched 
an  investor-focused  Web  site  called 
www.etfconnect.com  to  provide  detailed 
information  on  an  entire  range  of  index- 
based  ETFs  and  actively  managed  closed- 
end  ETFs.  The  site  allows  investors  to  do 
side-by-side  comparisons  of  more  than 
700  funds  from  more  than  100  different 
fund  families. 

In  the  future,  Nuveen  Investments 
will  continue  to  build  on  its  reputation  for 
quality  and  pursue  its  mission  to  help 
people  grow  and  preserve  their  wealth  in 
order  to  secure  their  life  goals  —  today 
and  tomorrow. 

NUVEEN 

Investments 


"When  I  compare  ETFs  with  equity  mutual  funds,  many  ETFs  are 
cheaper,  perform  excellently  relative  to  their  index  or  market,  offer 
greater  control  over  investors'  taxes  and  are  easy  to  buy  or  sell." 

—  Joe  Moglia,  CEO,  Ameritradt 


GETTING  THE  WORD  OUT 

Most  investors  have  never  heard  of  ETFs,  or  if  they  have,  they  think  of  them  as  new 
tangled  products  designed  for  institutional  investors.  In  a  recent  survey  conducted  b\ 
online  broker  Ameritrade  of  its  roughly  3  million  clients,  the  majority  of  respondent; 
said  real  estate,  stocks  and  equity  mutual  funds  were  long-term  investments  makinc 
the  most  sense,  says  Joe  Moglia,  CEO  of  Ameritrade. 

"Less  than  2%  thought  ETFs  were  a  good  long-term  investment,  which  puzzle; 
me,"  he  says.  "When  I  compare  ETFs  with  equity  mutual  funds,  many  ETFs  are 
cheaper,  perform  excellently  relative  to  their  index  or  market,  offer  greater  control  ovei 
investors'  taxes  and  are  easy  to  buy  or  sell." 


U.S.  ETFs  BY  CATEGORY  (AUM)  (USS  MILLION) 


Sector  SPDRs     Fixed  income  Others 
4.1%  3.1%  2.7% 


Source:  Morgan  Stanley  Research  and  Bloomberg 

In  an  effort  to  educate  investors  about  ETFs,  Ameritrade  recently  launched  an  ETF 
center  on  its  Web  site  offering  a  wealth  of  information  about  the  products.  Although 
the  site  doesn't  yet  provide  asset  allocation  strategies,  Moglia  says  it  will  in  the  fall. 

Typical  asset  allocation  models  are  split  between  equities  and  bonds,  and  these 
days  the  percentage  allocated  to  equities  is  increasing.  Morgan  Stanley,  for  exam- 
ple, currently  recommends  overweighting  equities  to  70%,  which  includes  U.S. 
Europe,  Asia,  Japan  and  emerging  markets,  and  underweighting  fixed  income  tc 
30%,  says  Fuhr. 

"Getting  asset  allocation  right  is  the  major  driver  of  returns,"  says  Fuhr.  "Mosl 
actively  managed  funds  don't  consistently  beat  their  benchmarks,  and  most  individua 
investors  are  not  in  a  position  to  do  better  than  the  so-called  professionals,  which  real- 
ly makes  a  strong  case  for  ETFs." 

In  addition  to  buying  diversified  exposure  to  broad  markets,  such  as  U.S.  large- 
cap,  investors  seeking  one  stock  or  several  in  an  industry  such  as  energy,  can  do  sc 
with  the  iShares  Dow  Jones  U.S.  Energy  Fund,  for  example,  which  trades  on  the 
American  Stock  Exchange.  "It's  an  easy  way  to  diversify  a  portfolio  and  mitigate 


Bad  Idea: 

THINKING  TRADITIONAL  MUTUAL  FUNDS 
ARE  THE  ONLY  WAY  TO  DIVERSIFY. 


Good  Idea: 

KNOWING  EXCHANGE  TRADED  FUNDS 
ARE  AN  ALTERNATIVE. 


ETFS  AT  AMERITRADE.  A  LOW-COST  WAY  TO  INVEST. 


With  the  current  state  of  traditional  mutual  funds,  you 
may  be  rethinking  your  long-term  investing  strategy.  If 
so,  consider  your  alternative:  ETFs  at  Ameritrade!' 

What  are  ETFs?  ETFs  are  baskets  of  securities  that  track 
highly  recognized  indexes.  They  have  a  low-cost  expense 
ratio  and  offer  diversified,  long-term  benefits.  Plus  tax 
benefits.  They  generate  fewer  capital  gains  than  actively 
managed  mutual  funds  due  to  low  turnover  of  the  securities 
that  comprise  the  portfolio.  And  unlike  traditional  mutual 
funds,  you  can  trade  ETFs  just  like  single  stocks. 

At  Ameritrade,  you  can  trade  ETFs  online  for  a  flat  rate  of 
only  $10.99.  With  no  trading  minimums,  you  always  get 
the  same  low  rate  on  Internet  equity  trades  no  matter 
how  many  shares  you  trade:  $10.99** 

And  those  who  qualify  can  take  advantage  of  Ameritrade 
Apex,™  our  elite  program  for  active  traders!  If  you  make 
10  trades  per  month  for  three  months  or  have  a  $iooK 
minimum  account  balance,  look  forward  to  special  benefits 


and  privileges.  Open  an  Ameritrade®  account  today. 
Rethinking  the  long  term  has  never  been  easier. 

Make  a  move.  Open  an  account  today  and  get 
25  commission-free  Internet  equity  trades"  Go  to 
www.ameritrade.com/etf/  or  call  877.527.6440. 


WITH  AN  ETF  AT  AMERITRADE,  YOU  GET: 


ALLTHE  BENEFITS  OF  AN  AMERITRADE  ACCOUNT 


A  LONG-TERM  INVESTMENT  VEHICLE 


A  LOW  TAX  INVESTMENT  VEHICLE 


AN  ALTERNATIVE  TO  TRADITIONAL  MUTUAL  FUNDS 


A  LOW-COST  EXPENSE  RATIO 


DIVERSIFIED  ASSETS 


AMERITRADE  A 


GET  25  COMMISSION-FREE  INTERNET  EOUITY  TRADES. 

mm 

SIGN  UP  NOW.  CALL  877.527.6440  OR  VISIT  WWW.AMERITRADE.COM/ETF/ 


Exchange  Traded  Funds  (ETFs)  are  registered  investment  company  shares  that  trade  on  exchanges.  Frequent  dollar  cost  averaging  may  generate  trading  costs  that 
iutweigh  any  cost  benefit  over  a  traditional  mutual  fund.  Active  traders  may  not  experience  the  same  ETF  cost  benefits  as  long-term  investors.  ETFs  trade  at  current  market 
irice.  Trading  prices  are  subject  to  market  pressure  and  may  not  reflect  the  actual  Net  Asset  Value  of  the  fund.  Some  ETFs  are  subject  to  more  risk  than  others.  Always 
ead  a  prospectus  before  making  an  investment  decision.  "Orders  executed  in  multiple  lots  on  the  same  day  are  charged  a  single  commission.  Orders  partially  executed 
iver  multiple  trading  days  are  subject  to  commission  charges  for  each  trading  day.  Market  volatility,  volume,  and  system  availability  may  delay  account  access  and  trade 
xecutions.  tApex  qualification  reviewed  every  three  months.  Some  Apex  benefits  are  not  available  to  IRAs.  ttOffer  valid  for  new  Individual  and  Joint  cash  accounts 
ipened  and  funded  with  at  least  $1,000  through  7/6/04.  Offer  not  valid  for  IRAs  and  other  tax-exempt  accounts  or  entities,  or  with  any  other  offer.  Limit  one  offer  per 
iromotion.  Offer  is  not  transferable  and  not  valid  for  current  Ameritrade  clients.  Qualified  Internet  equity  orders  must  execute  within  35  days  of  account  funding, 
account  must  remain  open  with  minimum  funding  for  6  months.  Accounts  open  for  more  than  6  months  with  a  value  below  $2,000  are  subject  to  a  $15  quarterly  maintenance 
ee.  Accounts  with  at  least  four  executed  trades  in  the  previous  six  months  and  Beneficiary  accounts  are  excluded  from  this  fee.  Ameritrade  reserves  the  right  to  restrict 
ir  revoke  this  offer  at  any  time.  This  is  not  an  offer  or  solicitation  in  any  jurisdiction  where  we  are  not  authorized  to  do  business.  Ameritrade,  Division  of  Ameritrade,  Inc., 
nember  NASD/SIPC.  Ameritrade  and  Ameritrade  logos  are  trademarks  or  registered  trademarks  of  Ameritrade  IP  Company,  Inc.  ©2004  Ameritrade  IP  Company,  Inc. 
Jl  rights  reserved.  Used  with  permission. 
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DOW  JONES 
INDEXES 

The  Dow:  Bellwether  of  the 
U.S.  Economy 

Ask  anyone  on  any  street  worldwide 
what  The  Dow  is,  and  chances  are 
they'll  know  it's  a  measure  of  the 
economy.  Considered  by  many  to  be 
the  ultimate  stock  market  indicator 
for  bull  and  bear  markets  alike,  it  has 
dwarfed  other  indexes  since  its  launch 
over  a  century  ago.  As  John  Prestbo, 
editor  of  Dow  Jones  Indexes,  says: 
"It's  an  icon." 

Introduced  by  Charles  Dow  in 
1896,  the  Dow  Jones  Industrial 
Average  was  originally  composed  of 
12  industrial  companies.  Today,  it's 
a  price-weighted  index  of  30  stalwart 
American  stocks  —  including  Intel 
and  Home  Depot  and  Citigroup.  Its 
constituents  account  for  nearly  25% 
of  the  total  market  value  of  the 
approximately  5,000  U.S. -listed  stocks. 

While  component  changes 
are  rare,  AIG,  Pfizer  and  Verizon 
replaced  AT&T,  Eastman  Kodak  and 
International  Paper  in  April  this  year  — 
thereby  recognizing  the  continued 
growth  of  the  financial  and  health 
care  sectors  in  the  U.S.  economy. 
"People  look  to  The  Dow,  and  we 
have  to  ensure  it's  an  accurate  market 
indicator,"  says  Prestbo. 

Throughout  its  history,  "The  Dow 
has  consistently  reflected  the  econo- 
my as  it  appears  in  the  publicly  traded 
stock  market,"  he  says.  From  that 
market  Dow  constituents  are  selected, 
chosen  because  they're  industry  lead- 
ers with  track  records  of  sustained 
growth,  profits  and  overall  quality  — 
truly  the  market's  blue  chips. 

This  most  famous  of  indexes  is 
just  one  of  the  more  than  4,000  index- 
es Dow  Jones  offers.  Its  other  index- 
es slice  and  dice  the  equity  markets 
globally,  and  include  regional  and  sin- 
gle-country blue-chip  and  broad-based 
indexes,  plus  indexes  targeting  unique 
market  segments,  such  as  commodi- 
ties and  hedge  funds. 


"It's  an  easy  way  to  diversify  a  portfolio  and  mitigate  single  stock  risk 
in  one  transaction." 

—  Cliff  Weber,  Senior  Vice  President,  American  Stock  Exchange's  ETF  Marketplace 


single  stock  -risk  in  one  transaction,"  says  Cliff  Weber,  senior  vice  president  of  the 
Amex's  ETF  marketplace. 

Also,  for  those  with  taxable  accounts,  which  includes  most  individual  investors, 
ETFs  are  tax  efficient,  says  Weber.  Because  of  the  way  ETFs  are  structured,  they  tend 
to  generate  few  realized  capital  gains  that  must  be  distributed  to  investors.  "It  has  been 
years  since  the  SPDR,  for  example,  distributed  capital  gains." 

The  SPDR  (Standard  &  Poor's  Depositary  Receipts),  which  was  launched  in  1993, 
tracks  the  S&P  500.  Its  annual  cost  is  a  low  10  basis  points,  although,  depending  on 
the  ETF,  costs  can  range  from  9  bps  (for  U.S.  equity)  to  99  (for  international  equity). 

Many  ETFs  have  derivative  products  based  on  them,  like  options  and  futures.  Any 
option  or  futures  strategy  executed  for  a  stock  can  be  similarly  executed  for  an  ETF, 
says  Weber.  ETFs  and  their  derivatives  can  be  used  to  reduce  risk  and  generate 
income.  Expanding  the  investment  toolbox  further,  futures  and  options  also  exist  for 
many  of  the  same  indices  on  which  ETFs  are  based,  facilitating  hedging  and  arbitrage 
strategies. 


WORLDWIDE  ETF  GROWTH 
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J1.122      $2,302     $5,258      $8,234     $17,596    $39,605    $74,337    $104,800   $141,621    $212,016  $229,308 


Source:  Morgan  Stanley  Research  and  Bloomberg 

One  of  the  most  heavily  traded  stocks  in  the  world  is  QQQ,  the  ETF  that  tracks  the 
NASDAQ-100  Index.  There  are  not  only  futures  and  options  (as  well  as  mutual  funds) 
based  on  the  index,  but  there  are  futures  and  options  on  QQQ  as  well.  "QQQ  options 
are  the  most  heavily  traded  options  in  the  U.S.,"  says  John  Jacobs,  executive  vice  pres- 
ident of  the  NASDAQ. 

If  investors  think  the  market  will  be  turbulent  but  want  to  continue  holding  QQQ, 
they  can  buy  protective  puts,  for  example,  or  sell  covered  calls  for  premium  income. 
Alternatively,  if  investors  want  to  buy  QQQ,  but  the  price  is  too  high,  they  can  sell  puts 
at  a  lower  strike  price,  collect  the  premium  and,  if  the  price  of  QQQ  drops  and  the 
option  is  exercised,  buy  QQQ  at  the  lower  price,  says  Jacobs. 

ETFs  are  nothing  if  not  flexible  and,  among  their  many  uses,  they  can  be  used  as 
risk  management  tools.  They  can  be  sold  short  (even  on  a  downtick),  on  margin  or  with 


Diamonds:  the  30  blue-chip  stocks  of  the  Dow  Jones  Industrial  Average  in  one  share. 
Find  out  more:  visit  www.amex.com/DlA  or  call  i-Soo-THE  AMEX. 


What  to  look  for  in  a  Diamond 


SB(  1  <  iommunications 
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Citigroup 
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Hewlett-Packard 


Home  Depot 


tate  Street 
jlobal  Advisors 


iSgA 


Here's  a  hefty  lfttle 
gem  to  consider.  Diamonds 
are  all  30  stocks  of  the 
Dowjones  Industrial 
Average  wrapped  up  in 
one  convenient  exchange 
traded  fund.  Which  gives 
your  portfolio  a  diverse 
blue-chip  foundation  in 
a  single  transaction. 

Each  Diamond  share 
(DIA)  represents  all  of 
The  Dow's  companies, 
just  like  a  traditional 
index  fund.  But  you  can 
buy  and  sell  Diamonds 
all  day  long,  just  like  a 
stock.  So  they're  the  best 
of  both  worlds — made  even 
better  by  tax  efficiency 
and  low  management  fees! 

Diamonds  are  one  of 
IOO+  exchange  traded 
funds  listed  on  the 
American  Stock  Exchange. 
Ask  your  advisor  for 
details  and  learn  why 
these  Diamonds  have  their 
own  unique  brilliance. 

THE   DOW  INDUSTRIALS 

DIAMONDS 
AMERICAN 

STOCK  EXCHANGE* 


Usual  brokerage  commission  applies. 

mi  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  of  the  investment  company  carefully  before  investing. 
To  obtain  a  prospectus,  which  contains  this  and  other  information,  go  to  www.amex.com/DIA  or  call  I-800-THE  AMEX. 
lease  read  the  prospectus  carefully  before  investing. 

U_PS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  Diamonds  Trust,  a  unit  investment  trust, 
diamonds  are  subject  to  risks  including  possible  loss  of  principal. 

)ow  Jones  Industrial  Average.'''  The  Dow3  and  Diamonds  '  are  trademarks  of  Dowjones  &  Company,  Inc.,  and  have  been  licensed  for  use  by 
DR  Services  LLC  and  the  American  Stock  Exchange  LLC,  pursuant  to  a  License  Agreement  with  Dowjones.  Diamond's  are  not  sponsored, 
ndorsed,  sold  or  promoted  by  Dow  Jones  and  Dow  Jones  makes  no  representation  regarding  the  advisability  of  investing  in  Diamonds. 

iJ2004  AMERICAN  STOCK  EXCHANGE  LLC 


NASDAQ 

QQQ:  Still  the  ETF  Poster  Child 

The  NASDAQ-100  Index  Tracking 
Stock,  known  by  its  ticker  QQQ,  is  one 
of  the  most  heavily  traded  stocks 
worldwide  and  has  over  1  million  share- 
holders today.  What  makes  QQQ  so 
attractive  to  so  many  investors?  "It's 
a  way  of  buying  exposure  to  the 
NASDAQ-100  Index,  or  the  top  100 
nonfinancial  companies  on  NASDAQ, 
in  one  easy  trade,"  says  John  Jacobs, 
NASDAQ's  executive  vice  president. 

"QQQ's  appeal  extends  across  the 
entire  investor  spectrum,  making  it 
attractive  to  the  buy  and  hold  crowd  as 
well  as  to  derivatives  traders,"  he 
says.  For  individual  investors,  QQQ, 
like  all  ETFs,  is  an  instant  diversifier,  tax 
efficient  and  inexpensive.  For  more 
sophisticated  investors,  it  can  be  used 
to  hedge  and  arbitrage  positions  with 
options  and  futures  available  on  the 
ETF  and  the  cash  index. 

In  addition  to  QQQ,  NASDAQ 
licensed  its  Composite  Index  to 
Fidelity  Investments  for  an  ETF  called 
ONEQ,  as  well  as  its  Biotechnology 
Index  to  BGI  for  IBB.  NASDAQ  also 
serves  as  sponsor  of  four  BLDRS,  or 
Baskets  of  Listed  Depositary  Receipts. 
As  their  name  implies,  the  BLDRS 
track  the  Bank  of  New  York  ADR 
indices,  and  are  some  of  the  cheapest 
ETFs  to  offer  SEC-approved  interna- 
tional exposure  in  the  U.S. 

With  all  these  U.S. -based  products 
in  the  offing,  NASDAQ  wears  more 
hats  than  any  other  in  the  ETF  world: 
It's  a  trading  platform,  licensor,  listing 
agent  and  sponsor.  Ex-U.S.,  QQQ 
trades  in  Europe,  Mexico  and  Japan, 
and  will  soon  be  launched  in  Israel. 
The  product  that  made  ETFs  a  house- 
hold name  in  the  U.S.  is  now  available 
to  an  ever-growing  number  of  individ- 
ual investors  worldwide. 


ADVERTISEMENT  6 


"QQQ  options  are  the  most  heavily  traded  options  in  the  U.S." 

—  John  Jacobs,  Executive  Vice  President,  NASDAC 


a  stop  loss  order.  Recently,  overall  ETF  short  interest  has  increased,  although  it  center: 
on  a  few,  such  as  the  iShares  Russell  2000,  QQQ,  SPDR,  Diamonds  (tracking  the  Dov 
Jones  Industrial  Average)  and  MidCap  Spider  (tracking  the  S&P  400  index),  says  Gar 
Gastineau,  principal  of  ETF  Consultants. 

"The  short  interest  on  the  average  NYSE  stock  is  2%  of  its  capitalization,"  he  says 
"In  contrast,  QQQ  short  interest  averages  over  50%  of  its  capitalization.  Most  recenl 
ly,  short  interest  in  the  iShares  Russell  2000,  which  is  down  from  its  high,  is  70%  of  it! 
capitalization.  Investors  are  shorting  these  ETFs  as  risk  management  tools." 

SEARCHING  FOR  INFO 

To  implement  many  of  these  risk  management  strategies,  transparency  is  a  necessar 
requirement.  Because  ETFs  faithfully  track  an  index,  and  the  stocks  in  the  index  an 
known,  ETFs  are  highly  transparent.  One  user-friendly  Web  site,  offering  compreher 
sive  information  about  exchange-traded  funds  broadly  defined,  is  Nuveen': 
ETFConnect  (www.etfconnect.com). 

"The  challenge  investors  have  always  had  is  the  ability  to  peel  back 
the  onion  and  understand  how  their  investments  work." 

—  William  Adams,  Executive  Vice  Presides 
U.S.  Fund  Products  Group,  Nuveen  Investment 


"The  challenge  investors  have  always  had  is  the  ability  to  peel  back  the  onion  ant 
understand  how  their  investments  work,"  says  William  Adams,  head  of  the  U.S.  fun< 
products  group  for  Nuveen  Investments.  "The  Web  site  explains  the  funds  and  the! 
objectives,  expenses,  and  risk  and  return  characteristics." 

As  the  number  of  ETFs  continues  to  grow  —  and  there  are  now  multiple  ETFs  offei 
ing  similar  exposure  to  sectors,  regions  and  styles  —  Nuveen's  site  offers  investors  on* 
place  to  access  the  ETF  universe,  drill  down  to  individual  stocks  comprising  the  funt 
and  do  an  on-screen  comparison  of  similar  funds.  "It  offers  investors  the  potential  t< 
construct  better  portfolios  and  understand  the  factors  that  could  affect  portfolio  con 
struction,"  says  Adams. 

Today's  ETF  investment  menu  is  extensive,  and  the  good  news  is  that  investor 
have  more  choice  than  ever  before.  But  there  are  still  new  products  hovering  in  th> 
wings,  and  these  funds,  like  ETFs  offering  exposure  to  gold,  will  offer  investors  mon 
tools  to  build  better  portfolios. 


Marsha  Zapson  is  a  New  York  City-based  freelance  writer 


WEB  ADDRESS  DIRECTORY 


American  Stock  Exchange       Dow  Jones  Indexes  Nuveen  Investments 

www.amex.com  www.djindexes.com  www.nuveen.com 

www.DowDiamonds.com 


Ameritrade  NASDAQ  Vanguard 

www.ameritrade.com  www.NASDAQ.com  www.vanguardviper.com 


It's  like  hiring  an 
entire  ETF  support  staff. 
Without  having  to  buy 
extra  donuts  on  Fridays. 


NUVEEN 


^*<0  THOMSON 
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-ETFCohnect 


The  more  you  know  about 
investment  funds,  the  belU-i 
off  you  dr»  Cnich  on  any  of  the 
cat^gorf***  below  to  track  lunds 
Ordered  from  greate&l  to 


Now  you  can  get  all  the 
information  you  need 
about  exchange-traded 
funds  (ETFs)  without 
incurring  any  extra  bakery 
expenses.  Introducing 
ETFConnect.com.  It's  the 
first  unbiased  website 
that's  devoted  entirely 
to  understanding  and 
tracking  closed-end  ETFs 
and  index  ETFs.  Just  a 
click  of  the  mouse  will 
give  you  complete  daily 
pricing  for  all  the  listed 
ETFs  and  CEFs.  You  can 
track  fund  performance 
according  to  Size,  YTD 
Nav  Return,  YTD  Market 
Return,  Premium  and 
Discount.  The  Fund  Quick  Fact 
Page  gives  you  an  overview  of 
your  favorite  funds.  You  can 
even  do  multi-fund  searches  that 
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Many  people  confuse  Closed-End  Funds 
with  Open-End  Funds  that  are  "closed.* 
The  differences  &ro  distinct  and  fairly 
simple  to  discern.  CEFs  have  fixed 
amounts  of  capital  and  shares  but  aie 
open  to  hew  investors  through  customary 
securities  trading  procedures.  Conversely, 
open-end  funds  that  are  "closed'  do  not 
allow-new  investors  into  a  furfd. 

Have  a  question  you  need  answered? 
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Nuveen  rUT"** 

CLOSED-END 

ETFs  Ejf 

It's  time  to  keep  more  o 
what  you  earn  It's  t(me 
foi  tax-free,  Nuveen 
ETFs.  to  tmd  out  more, 
.  talk  with  your  advisor  oi 


TOOLS 


allow  you  to  make  side-by-side 
comparisons  of  funds  from 
multiple  sponsors.  And  that's 
merely  the  beginning.  With  our 


the  latest  news  and  links  to 
publications  and  sponsors. 
And  perhaps  best  of  all, 
getting  all  this  information 
won't  cost  you  a  single  jelly 
donut.  So  whether  you're 
an  advisor,  a  marketer  or 
simply  a  curious  investor, 
be  sure  to  check  into  the 
industry's  most  complete, 
in-depth,  online  resource 
for  exchange-traded  funds. 
Visit  ETFConnect.com  today. 


Brought  to  you  by 


NUVEEN 

Investments 
Smarter  ways  to  be  conservative. 


Nuveen  Investments  makes  this  website  available  to  be  used  for  informational  purposes  only.  This  information  should  not  be 
construed  as  investment  advice,  nor  does  it  contain  a  recommendation  to  buy  or  sell  any  security.  ©2004  Nuveen  Investments,  Inc. 
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Vanguard'  VIPERs  give  you  1 

some  new  places  to  appreciate! 

„rA  VIPERs®  covers  a  wide  range  of  major  I 

Our  recently  expanded  suite  of  Vanguard  Vli 

wur  reccilLv  ^  v  c  pTF  mat  are  rooted  in  the  values 

rc*  Thev  offer  you  an  array  of  El  ^  ^at 
market  segments.  They  orrery  ■-    Vanguard  has 

been  known  for 
since  we  introduced 
indexing,  almost 
thirty  years  ago. 
So  you  can  enjoy 
the  flexibility  of 
ETFs  along  with 
the  confidence 
that  comes  when 
you  invest  with  an 

^ZTlZZ^^uon  for  conrper,ve  P«f_,  low 

L  a  d  >ong-term  dunking  Mp  Vang^  VtPERs  *.  ^  -  ^  ^ 

I. -,s  underlying  benchmark.  And  that  s  something  j 

,„  mvestment  that's  li*  to  track  .  underly  g 

any  Investor  can  appreciate.  To  learn  more,  call  us  1 
We  can  help. 


www.vanguardviper.com 


THEVansuardGRoup. 


ViPER  shares  are  available  through  brokers  (who  may  charge  a  commission).  Vanguard  VIPER  shares  cannot 

be  redeemed  with  the  issuing  fund.  The  market  price  of  VIPER  Shares  may  be  more  or  less  than  net  asset  value. 
Call  Vanguard  or  your  broker  to  obtain  a  product  description  and  prospectus,  which  includes  investment 
objectives,  risks,  charges,  expenses,  and  other  information.  Consider  and  read  it  carefully  before  investing. 

•VIPER  shares  are  not  mutual  funds.  Sector  VIPER  products  are  subject  to  sector  risks  and  non-diversification  risks,  which  may  result  in  daily  performance 
fluctuations  that  are  more  extreme  than  fluctuations  in  the  overall  stock  market.  All  VIPER  products  are  subject  to  stock  market  risk,  including  the  loss  of 
AJVIe  iAIN  principal.  Vanguard,  The  Vanguard  Group,  VIPER®,  VIPERs  and  the  ship  logo  are  trademarks  of  The  Vanguard  Group,  Inc.  All  other  marks  are  the  exclusive 
S  TOCK  rV  HAVCr     property  of  their  respective  owners.  ©  2004  The  Vanguard  Group,  Inc.  All  rights  reserved.  Patent  Pending.  Vanguard  Marketing  Corporation,  Distributor. 


Whipping  a  flabby  former  monopoly  into 
shape  is  tough  duty.  Just  ask  Underwriters 
Laboratories  Chief  Loring  Knoblauch. 

BY  BRETT  NELSON 

LORING  KNOBLAUCH  ALREADY  HAD  ENOUGH  ON  HIS  PLATE  WHEN 
prostate  surgery  laid  him  low  for  three  weeks  in  April.  While  his 
chances  for  a  full  recovery  are  excellent,  the  same  is  hard  to  say  about 
Underwriters  Laboratories,  the  1 10-year-old  product-testing  outfit  in 
Northbrook,  111.  that  Knoblauch  joined  as  chief  executive  in  early  2001. 
Underwriters,  best  known  for  the  tiny  UL  logo  that  appears  on  19  billion  new 
produces  each  year,  is  the  largest  operation  of  its  kind  in  the  world,  with  60  labs, 
$600/million  in  revenue  and  6,000  employees.  Its  mission  is  to  keep  dangerous 
products  out  of  the  marketplace.  Its  engineers  recently  torched  4,000  tires  at  once 
to  test  the  sprinkler  heads  in  a  mock  BFGoodrich  warehouse.  They  cooked  1,200 
pounds  of  french  fries  before  okaying  a  commercial  exhaust  hood.  They  sim- 
ulated stray  radio  tower  signals  in  UL's  echo-free  chamber  (pictured  here)  out- 
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side  Chicago  to  make  sure  the  signals 
wouldn't  accidentally  trigger  a  car's  air  bag. 

UL  gets  fees  for  testing,  issuing  certifi- 
cations and  making  unannounced  factory 
visits — thousands  a  year  worldwide.  It  also 
writes  safety  standards.  All  this  public  ser- 
vice, which  began  as  an  effort  by  insurers 
(underwriters,  that  is)  to  reduce  damage 
claims,  earns  UL  its  not-for-profit  status. 

But  UL  is  still  trying  to  shake  a  nasty 
case  of  monopolitis,  the  debilitating  com- 
placency that  comes  from  being  the  biggest 
game  in  town  for  decades.  It  once  took  85 
days  on  average  to  turn  around  a  product 
test,  an  eternity  for  a  manufac- 
turer with  a  short  product 
cycle.  Knoblauch  was  hired  to 
give  UL  some  urgency.  "I  must 
be  some  kind  of  masochist," 
says  the  62 -year-old,  "because 
diis  is  not  an  easy  thing  to  do." 

Knoblauch,  who  spent  20 
years  at  Honeywell  and  is  the 
first  outsider  and  non-engineer 
to  run  UL,  turned  over  34%  of 
the  6,000-strong  work  force 
(with  more  cuts  coming  as  this 
issue  went  to  press),  spent  tens 
of  millions  on  new  computer 
systems  and  expanded  over- 
seas. He  also  moved  UL  into 
new  businesses  such  as  water- 
quality  testing  that,  while  growing  nicely, 
take  UL  far  beyond  its  original  mandate  to 
police  things  like  appliances. 

While  those  moves  shaved  24  days  off 
the  average  turnaround  time  for  product 
certification,  Knoblauch's  spending  has 
scorched  the  financials,  at  least  temporarily. 
UL  traditionally  generated  some  annual 
profit.  It  lost  $10  million  the  year  before 
Knoblauch  arrived;  losses  have  grown  since. 
Revenue  rose  8.5%  annually  between  2000 
and  2002.  Operating  expenses  climbed 
almost  twice  as  fast.  Cash  and  investments 
fell  from  $227  million  to  $155  million 
during  the  same  period.  Figures  aren't 
available  for  2003,  but  the  company  says  it 
lost  money  on  a  10%  sales  bump. 

Knoblauch  says  UL  will  turn  a  profit 
this  year  but  concedes  that  he's  in  the  mid- 
dle of  a  seven-  or  eight-year  makeover.  Will 
his  board  have  the  patience?  "A  lot  of  peo- 
ple would  like  to  take  more  time,"  says  re- 
tired UL  chief  executive  G.  Thomas  Castino. 


"That  luxury  isn't  there  anymore." 

UL's  share  of  the  estimated  $1  billion 
product-safety  testing  business  has  been 
steadily  dropping  in  the  U.S.  since  the  Oc- 
cupational Safety  &  Health  Administration 
broke  its  grip  in  1988  by  agreeing  to  recog- 
nize all  labs  that  met  certain  criteria.  Many 
competitors  are  for-profit  and  have  moti- 
vated salesmen.  Last  fall  insurer  FM  Global 
spent  $78  million  on  a  massive  research 
campus  in  Rhode  Island.  It  can  produce 
warehouse  fires  and  160mph  hurricanes  to 
test  sprinkler  systems  and  building  materi- 
als. (UL  has  run  a  large  fire  lab  for  years.) 


By  the  Numbers 

A  Day  i 


L^r^lifHHi  The  amount  of 
whiskey  burned  to  test  a  distillery's 
warehouse  sprinkler  system. 


The  minimum  current  needed  to 
trigger  a  heart  attack.  (A  100-watt 
light  bulb  draws  800  milliamperes.) 

The  number  of  UL-certified 
Olympic  cauldrons  (Atlanta,  1996) 


il'ti  iii  iii  it' riiii  liiaMMi 

UL  routinely  gets  a  10%  to  20%  price 
premium  over  other  labs.  Lowe's  says  it 
prefers  UL-certified  electric  and  gas  prod- 
ucts. "You're  paying  for  reputation,"  says 
Michael  Garretson,  compliance  engineer- 
ing manager  at  RadiSys,  a  telecom-equip- 
ment maker.  "UL  is  the  granddaddy  of  the 
industry." 

It  also  had  developed  a  grandaddy's 
deafness  to  customer  complaints.  In 
Knoblauch's  first  seven  months  at  the  com- 
pany he  entertained  many  a  three-hour 
gripe  session  with  25  customers  at  a  time. 
"I  must  have  seen  nearly  1,000  people 
around  the  world,"  he  says.  He  responded 
to  their  complaints  of  slow  service  and  ar- 
rogant engineers  by  adding  400  customer- 
service  agents  to  take  orders  and  quote  jobs 
faster.  He  also  beefed  up  the  sales  force  to 
allow  engineers  to  focus  more  on  testing 
and  less  on  paperwork. 

Knoblauch  wrote  a  staggering  $325 
million,  five-year  budget  to  upgrade  com- 


puter systems.  "When  I  arrived,  our  field 
service  people  were  going  out  with  clip- 
boards instead  of  laptops,"  he  says.  So  he 
bought  5,000  computers. 

The  drastic  changes  and  sudden  influx 
of  salesmen  and  managers  met  with  sharp 
resistance  from  veteran  UL  engineers.  "It 
was  like,  'You  guys  aren't  gonna  talk  to  my 
customers,' "  says  a  former  sales  manager. 
Some  of  the  new  sales  hires  have  already 
left.  Employee  satisfaction  is  down,  too, 
according  to  an  internal  study  by  Hewitt 
Associates.  "He  had  the  right  idea,"  says 
William  Noirot,  another  former  sales 
and  marketing  manager.  "The 
execution  just  hasn't  happened." 

After  blowing  through  half  of  a 
$110  million  allotment  for  Oracle 
business  applications,  UL  still  hasn't 
gotten  the  crucial  capacity-plan- 
ning program  that  schedules  the 
tests  to  run  right.  "We  will  come 
back  to  it,"  says  Knoblauch.  "We 
promised  our  customers  to  track  a 
project  from  beginning  to  end." 

Knoblauch  is  trying  to  expand 
his  way  out  of  the  losses.  He  nearly 
doubled  the  number  of  overseas  af- 
filiates to  25  and  last  year  took  out 
UL's  first-ever  loan  (though  of 
undisclosed  size)  to  buy  a  lab  in 
Japan  that  certifies  telecom  equip- 
ment. In  June  2002  UL  and  a  Chinese  com- 
pany committed  up  to  $15  million  to  build 
labs  in  China  to  test  electric  motors  and 
appliances. 

Now  UL  is  entering  the  $2  billion  mar- 
ket for  environmental  testing.  Knoblauch 
recendy  tripled  the  size,  to  75,000  square 
feet,  of  a  lab  in  South  Bend,  Ind.  that  ana- 
lyzes drinking  water  for  7,000  municipali- 
ties as  well  as  quartermasters  in  Iraq  and 
Afghanistan.  This  summer  he  is  launching 
do-it-yourself  testing  kits  for  the  15  mil- 
lion U.S.  households  that  get  water  from 
private  wells.  This  would  be  UL's  first  move 
into  a  consumer  business. 

All  very  nice,  except  for  one  thing: 
"Some  of  the  areas  UL  is  getting  into  have 
little  to  do  with  the  reason  it  was  made  tax- 
exempt,"  notes  Jagat  Sisodia,  former  head 
of  testing  at  London-based  Intertek,  a  for- 
profit  lab. 

Unless  Knoblauch's  bets  start  paying 
off,  his  makeover  could  fail  the  test.  F 
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You  have  seven  minutes  of  their  undivided  attention. 


On  average,  people  spend  seven  minutes  each  day  with  their  mail.  To  learn 
how  you  can  use  that  time  to  build  consideration  for  your  brand,  mail 
the  attached  card,  visit  usps.com/consideration12  or  call  1-800-THE-USPS, 
ext.  AD4803,  and  receive  your  "Success  with  Direct  Mail  Vol.  2"  kit. 


Short-Order  Chef 


A  much-needed  turnaround  at  Denny's  is  going  very  slowly. 


NELSON  J.  MARCHIOU  GANTSEEMTO  WIN ...  from  a  racial-discrimination  suit,  notoriety  from 

for  winning.  Three  years  into  a  grinding  bad  service  and  a  delisting  from  Nasdaq  to  the  o-t-c 

turnaround  at  Denny's  Corp.,  the  chief  bulletin  board.  By  February  he  was  showing  an  8% 

executive  has  instituted  some  tough  same-store  sales  gain  (from  the  previous  year)  at  the 

refoi ; :  restaurant  chain,  still  reeling  chain,  whose  oudets  took  in  $2.2  billion  last  year. 
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Amazon.com  knows  the  power  of  SAS  software. 


How  does  Amazon.com  provide 
millions  of  customers  such  a  large 
selection  and  such  low  prices? 


ENTERPRISE  intelligence 
SUPPLIER  INTELLIGENCE 

ORGANIZATIONAL  intelligence 

CUSTOMER  INTELLIGENCE 
INTELLIGENCE  architecture 


It  begins  witli  your  first  visit  to  Amazon.com  and  cont  inues  through  the  arrival  of  every  order. 
The  unique  online  shopping  experience  you  deserve,  the  selection  you  demand  and  the  low 
prices  that  keep  you  coming  back  again  and  again.  SAS  is  proud  to  provide  the  analytic 
software  that  helps  Amazon.com  keep  costs  low  and  pass  savings  on  to  its  customers- while 
providing  excellent  service.  To  learn  more  about  Amazon.com  and  other  SAS  success  stories, 
call  toll  free  1  866  270  5740  or  visit  our  Web  site. 

www.sas.com/amazon 


The  Power  to  Know, 


Kma20n.com  and  the  Amazon.com  logo  are  registered  trademarks  of  Amazon  com.  Inc.  SAS  and  all  olher  SAS  Institute  Inc  product  or  service  names  are  registered  trademarks  or  trademarks  ot  SAS  Institute  Inc  in  the  USA  and 

other  countries.  ®  indicates  USA  registration  ©  2003  SAS  Institute  Inc.  All  rights  reserved    243276US  0803 


Penny's 


So  far,  so  good.  From  headquarters  in  Spartanburg,  S.C., 
Marchioli  was  also  making  progress  with  the  holders  of 
$380  million  of  1 1.25%  bonds — two-thirds  of  the  company's 
long-term  debt — on  a  plan  to  swap  the  bonds  for  equity.  The 
savings:  $40  million  a  year  in  interest  expense,  enough  to  turn  a 
$31.5  million  loss  in  2003  into  a  profit  and  to  free  up  $9  million 
a  year  or  so  in  much-needed  capital  improvements. 

But  the  impressive  results  at  Denny's  also  attracted  the 
attention  of  William  F.  Harley  III,  chief  executive  of  Mellon 
HVB  Alternative  Investment  Strategies,  a  hedge  fund  controlled 
by  Mellon  Financial  Corp.  Harley's  fund  had  bought  8%  of 
Denny's  stock,  a  stake  then  worth  $5  million,  snared  at,  on 
average,  $1.17  per  share.  In  a  filing  announcing  its  position  the 
fund  insisted  that  Denny's  $132  million  in  2002  operating 
income  (earnings  before  interest,  taxes,  depreciation  and  amor- 
tization) showed  it  had  no  debt-service  crisis.  Harley  vowed  to 
combat  excessive  dilution  and  to  organize  other  stockholders  to 
fight  any  such  plan.  Marchioli,  himself  owner  of  a  4.6%  stake, 
kept  bondholder  talks  going,  but  by  April  it  was  apparent  that 
he  was  outfoxed.  The  remodeling  of  company-owned  restau- 
rants would  have  to  wait. 

instead  of  bailing  out  the  company  with  a  powerful  pump, 


tenant  from  his  days  at  the  chicken  chain  El  Polio  Loco.  Gone, 
too,  were  certain  smaller  brands — Coco's  and  Carrows,  which 
were  purchased  in  1996  during  an  expansion  drive  by  Marchi- 
oli's  predecessors.  Just  last  year  he  instituted  "Big  Friday"  morn- 
ing meetings  each  week,  where  marketing,  purchasing  and 
finance  chiefs  get  together  to  smoke  out  problems.  "He  felt  it 
was  a  tired  chain  and  everybody  had  to  measure  up,"  says  Ben- 
jamin Bagnas,  chairman  of  Denny's  Franchise  Association.  "He 
took  a  very  firm  and  tough  stand." 

His  strongest  push  has  been  to  improve  food  quality.  To  spice 
up  the  French  toast,  he  commissioned  a  recipe  with  a  blend  of 
vanilla  and  cinnamon  mixed  into  the  batter.  He  switched  from 
processed  cheese  to  real  cheese  on  some  menu  items  and 
demanded  that  hash  browns  be  made  with  fresh  potatoes  rather 
than  the  old  blend  of  fresh  and  reconstituted  spuds. 

Franchisees  question  other  decisions.  Trying  to  boost  traffic 
in  the  18  nonbreakfast  hours  of  the  day,  where  the  typical 
Denny's  pulls  in  75%  of  its  sales,  Marchioli  last  year  decided  to 
throw  the  company's  full  marketing  weight  ($50  million  in 
annual  ad  spending)  behind  new  Bar-B-Q  menu  items.  By  July 
same-store  sales  were  off  4.9%.  Yanking  fried  fish  from  the 
menu  hurt  sales  across  the  country;  nixing  biscuits  caused  com- 


"You  can  assume  nothing  here  at  Denny's,"  sighs  its  chief 
executive,  whose  reforms  have  been  toiigh_trLimplement, 


Marchioli  is  back  to  ladling  with  a  teaspoon.  He  still  faces  prob- 
lems that  should  have  been  fixed  long  ago  and  is  installing  poli- 
cies and  controls  that  are  painfully  basic  to  any  national  chain. 
"You  can  assume  nothing  here  at  Denny's,"  he  sighs. 

The  55-year-old  Marchioli,  who  has  something  of  a  stubborn 
streak,  started  his  tenure  on  a  sour  note.  This  was  a  different  ani- 
mal from  Burger  King,  Bruegger's  Bagel  Bakeries  and  the  other 
chains  where  he'd  been  an  executive.  Denny's  300-member  fran- 
chisee community  traditionally  treated  the  company's  operating 
manual  as  little  more  than  an  annoyance.  Each  restaurant 
seemed  to  have  its  own  M.O.  Some  dealt  with  cutbacks  in  staff  by 
allowing  any  employee  to  handle  the  cash  register.  With  no  one 
accountable  for  the  day's  take,  theft  was  rife.  Marchioli  muscled 
out  some  store  operators  for  such  infractions  as  buying  their  eggs 
and  produce  from  nearby  groceries  rather  than  through  Denny's 
approved  suppliers. 

Neglect  on  many  fronts  produced  out-of-control  insurance 
costs  at  company-owned  restaurants,  which  Marchioli  has  tried 
to  rein  in.  One  fix:  eliminating  canned  food — and  the  resulting 
jagged  edges — in  favor  of  food  pouches  that  kitchen  staff  open 
with  safety  scissors.  And  after  finding  that  one  store  had  sub- 
mitted 15  claims  in  90  days,  Marchioli  started  imposing  a 
$  1 5,000  fine  on  any  restaurant  operator  who  submitted  an  insur- 
ance claim.  That  has  forced  operators  to  fix  broken  floor  tiles  and 
balky  fryers  on  their  own. 

Marchioli  didn't  just  lean  on  franchisees.  At  the  home  office 
he  halved  the  head  count  to  300,  trimming  middle  management, 
firing  three  division  managers  and  bringing  in  a  former  lieu- 


plaints  in  the  South  and  Southwest.  Marchioli  has  since  relented 
on  the  fish.  And  he's  dropped  the  Bar-B-Q  ads  in  favor  of  in- 
store  signage  plugging  other  fare. 

The  most  expensive  improvements  are  coming  off  the  backs 
of  franchisees.  Marchioli  is  insisting  that  operators  spend 
$150,000  on  remodeling  at  each  store  they  own.  He's  also 
encouraging  them  to  hire  more  staff  and  to  pay  more  than  min- 
imum wage  so  that  they  can  retain  good  workers  in  order  to 
meet  company  goals  of  serving  customers  within  ten  minutes 
and  living  up  to  the  chain's  marketing  mantra  of  being  "a  good 
place  to  sit  and  eat."  To  the  relief  of  franchisees,  he  has  okayed 
a  two-buck  price  hike  to  $5  for  featured  breakfast  combos  by 
adding  Super  Scrambles  egg  plates  to  the  specials. 

Has  all  this  made  much  of  a  difference?  "The  customer  hasn't 
[yet]  given  us  credit  for  it,"  grumbles  franchise  leader  Bagnas  of  the 
menu  changes.  Marchioli  says  that  will  come  eventually.  One  recent 
change  calls  for  every  dish,  from  scrambled  eggs  to  the  Philly  melt 
sandwich,  to  arrive  with  a  sprig  of  parsley — not  for  decoration,  but 
to  persuade  the  kitchen  staff  to  be  more  attentive  to  food  presen- 
tation, responding  to  a  frequent  customer  complaint.  "It  forces 
people  to  look  at  what  they're  doing,"  says  Janis  Emplit,  vice  pres- 
ident of  strategic  services. 

Parsley  alone  can't  rebuild  a  downtrodden  organization. 
Without  the  ability  to  go  to  the  capital  markets,  Denny's  will 
have  to  rely  on  incremental  improvements  rather  than  big 
changes  to  drive  sales  higher.  "We've  got  to  keep  it  simple," 
Marchioli  says.  "I  can't  rely  on  1,700  locations  to  get  it  right 
every  time."  F 
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As  Easy  as  3  x  7 

Yahoo's  China  ambitions  are  riding  on  the 

smarts  of  a  scrappy  entrepreneur  by  russell  flannery 


ZHOU  HONGYI  IS  AN 
unlikely  spokesman 
for  one  of  the  world's 
biggest  media  compa- 
nies. He  pokes  fun  at 
managers  at  multina- 
tional companies  in 
China,  suggesting  they  are  more  inter- 
ested in  protecting  their  jobs  than  win- 
ning in  the  marketplace.  In  March,  as  his 


Yahoo  colleagues  in  California  were  in 
business  discussions  with  Google,  Zhou 
declared  at  a  Beijing  forum:  "My  job  in 
China  is  to  kick  Google's  ass."  The  press 
twittered,  and  his  bosses  asked  him  to 
tone  it  down.  In  an  interview  in  April  he 
was  less  than  repentant.  "What  was  I  sup- 
posed to  say?  We  don't  compete?" 

Yahoo  Chief  Executive  Terry  Semel 
has  wisely  turned  Zhou  loose,  rather  than 


put  a  leash  on  him.  In  April  Semel 
made  Zhou  president  of  Yahoo 
China,  a  promotion  that  came  five 
months  after  Yahoo  bought  Zhou's 
keyword -search  firm,  3721  Networks, 
for  $120  million.  (In  China  "3721" 
suggests  something  easy  to  do  or  "as 
easy  as  3  times  7  equals  21.") 

The  deal,  combined  with  the 
debut  of  an  auction  site  with  China's 
number  one  portal,  Sina.com,  was  a 
big  boost  to  Yahoo's  China  plans. 
3721  had  opened  the  Internet  to  mil- 
lions of  Chinese  uncomfortable  with 
English  by  allowing  them  to  find  Web 
sites  by  typing  in  Chinese  characters, 
much  like  AOL's  keyword  business. 
Today  450,000  Chinese  companies, 
mostly  small  and  medium-size  firms, 
pay  $60  per  year  to  register  their  Chi- 
nese names  as  3721  keywords.  Zhou 
also  charges  advertisers  for  placement 
atop  its  search  engine  results,  much 
as  Google  does.  (Yahoo  won't  dis- 
close 372  l's  revenue.)  Some  90%  of 
China's  computer  users  have  used 
Zhou's  search  system. 

China  is  shaping  up  as  the 
world's  most  important  Internet 
market.  It  is  currently  number  two  in 
users,  with  80  million  last  year,  but 
will  surpass  the  U.S.  (now  at  185  mil- 
lion) within  five  years,  says  Morgan 
Stanley  analyst  Mary  Meeker.  On  any 
given  day,  9  of  the  world's  25  busiest 
Web  sites  are  situated  in  China,  a 
rank  on  par  with  the  U.S. 

Ebay  last  year  paid  $150  million 
for  the  two-thirds  of  Chinese  online 
auction  house  EachNet  that  it  didn't 
already  own.  EachNet  has  4  million 
users  and  is  adding  a  million  more 
each  month.  Ebay  Chief  Executive 
Meg  Whitman  said  in  April  that  she 
plans  to  keep  investing  in  China.  In 
February  Google  debuted  a  Chinese- 
language  search  site.  "The  Internet  mar- 
ket in  China  is  still  in  its  early  stages,"  says 
Yahoo  cofounder  Jerry  Yang. 

Yet  for  all  its  potential  China  is  a 
market  where  America's  Internet  icons 
have  mosdy  been  lost  in  translation.  MSN 
has  not  yet  made  a  mark.  AOL's  much- 
ballyhooed  portal  venture  with  Legend, 
China's  number  one  computer  maker 
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(recently  renamed  Lenovo),  flamed  out 
in  January  after  three  years  of  failing  to 
build  a  following.  Mighty  Yahoo,  which 
has  successfully  extended  its  reach  to  the 
U.K.,  Japan  and  Germany,  has  looked  like 
a  minnow  in  China  so  far.  Its  first  foray,  a 
portal  set  up  with  the  Founder  Group  in 
1999,  bombed  because  of  thin  content. 

Fast-growing,  Nasdaq-listed  Chinese 
firms  such  as  Sohu,  Sina  and  NetEase 
have  dominated,  with  85%  of  the  online 
advertising  market.  They've  bought  up 
much  of  the  important  travel,  real  estate 
and  gaming  sites.  News  is  not  at  all  a  fair 
fight,  as  foreign  ownership  of  media 
operations  is  strictly  prohibited  and  for- 
eign firms  still  cannot  own  more  than 
50%  of  an  Internet  content  provider. 
(Ebay  didn't  face  such  restrictions  in  buy- 
ing EachNet,  which  is  incorporated  in 
Delaware.)  And  the  Chinese  portals  have 
already  locked  in  a  quarter  of  the  mobile 
messaging  users,  which  outnumber  PC 
Internet  users  3.5-to-l.  The  ratio  in  the 
U.S.  is  about  even,  according  to  Morgan 
Stanley.  Online  gaming  is  also  much  big- 
ger than  in  the  U.S.  Shanda  Interactive 
Entertainment  has  236  million  users 
(including  some  duplicates). 

Hemmed  in  by  locally  entrenched 
portals,  Yahoo  is  attacking  where  it 
knows  best:  search.  Zhou's  plan  is  to  get 
his  existing  3721  customer  base  to  spend 
more  money  for  other  paid-search  ser- 
vices, and  move  into  other  Chinese- 
speaking  markets,  such  as  Hong  Kong, 
Taiwan  and  Singapore.  Yahoo  recently 
completed  an  overhaul  of  its  search  tech- 
nology, spending  $2  billion  in  the 
process. 


the  key  markets  are  developing  fast . 
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The  paid-search  market  is  likely  to 
grow  from  $  1 00  million  this  year — a  20th 
the  size  of  the  U.S.  market — to  $300  mil- 
lion by  2006,  says  Iresearch  in  Shanghai. 
Allan  Kwan,  Yahoo's  regional  vice  presi- 
dent for  North  Asia,  admits  Yahoo  arrived 
late  in  China,  but  boasts  that  the  com- 
pany is  now  well  placed  with  technology 
already  proven  in  the  U.S. 

Success  in  China  would  further 
Yahoo's  little-heralded  record  as  one  of 
the  Internet's  few  global  successes.  It  has 
done  well  in  Japan,  Hong  Kong,  Singa- 
pore and  Britain,  and  pushed  itself  to 
number  one  in  search  in  tech-sawy  Tai- 
wan. One-fifth  of  its  income  is  from  over- 
seas, and  that  doesn't  include  its  success- 
ful Yahoo  Japan  venture,  mostly  a 
broadband-access  business. 

Zhou  looks  like  the  perfect  guy  to 
lead  the  way.  A  product  of  China's  edu- 
cation system,  the  34-year-old  is  the 
opposite  of  the  country's  Western- 
educated,  1990s-era  Web  celebrities.  Chi- 
nese newspapers  revere  him  as  a  hero, 
applauding  his  straight-talking  style. 
Investors  respect  his  technology.  "He's  a 
geek  with  passion,"  says  Young  Guo,  a 
partner  at  IDG  Venture  Capital  Invest- 
ment, a  minority  investor  in  372 1  before 
it  was  purchased  by  Yahoo. 

He  formed  3721  with  only  $20,000  in 
1999  and  went  about  building  what  is 
now  a  national  network  of  1,000  sales 
agents — a  difficult  task  in  a  vast  country 
where  national  distribution  is  a  challenge 
for  even  the  biggest  multinational  com- 
panies. During  last  year's  SARS  outbreak 
Zhou  kept  flying  around  the  country  in  a 
gas  mask  until  no  one  would  take  a  meet- 
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ing  with  a  traveling  businessman.  One  of 
his  advertising  weapons  of  choice:  buses. 
Dozens  rumble  down  streets  in  China's 
biggest  cities  daily  touting  his  search  ser- 
vice to  small  businesses.  "I  now  have  a 
bigger  platform  to  work  from  and  want 
to  bring  the  Internet  to  more  Chinese," 
says  the  gangly  engineer. 

Several  challenges  still  await.  Yahoo's 
auction  site  starts  in  earnest  this  summer, 
but  will  have  to  cope  with  China's  limited 
credit  card  and  online  payment  systems. 
For  example,  many  Ebay  NetEase  auc- 
tions end  with  the  bidders  and  sellers  set- 
tling for  cash-on-delivery  or  planning  to 
meet  face-to-face. 

Zhou  relishes  the  coming  battle  with 
Google.  Google  doesn't  even  have  an 
office  in  China,  but  it  attracts  40%  of  all 
China  search  users.  Yet  for  now  it  gets 
very  little  of  the  search  revenue,  accord- 
ing to  Iresearch.  (Google  declined  com- 
ment on  its  China  expansion  plans 
ahead  of  its  initial  offering.) 

"Great  kings  and  horses  align,"  says 
Zhou,  using  a  classical  Chinese  expres- 
sion to  describe  Google's  market 
strength.  "But  an  unscared  Yahoo  awaits 
the  challenge." 

All  too  often,  he  opines,  foreign 
companies  moving  into  the  Chinese 
market  just  don't  know  how  to  com- 
pete. "They  operate  like  a  big  capitalist 
rice  bowl,"  he  says,  alluding  to  China's 
"iron  rice  bowl,"  any  job  at  a  state-run 
company  where  workers  collect  a  salary 
regardless  of  whether  they  did  any  use- 
ful work.  "They  don't  have  entrepre- 
neurial passion.  But  to  get  going  in 
China,  you  need  passion." 
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FINALLY  A  REASON  TO  PUT  REAL  ESTATE 

IN  YOUR  BUSINESS  PLAN. 
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As  a  CEO  you  know  all  about  restructuring,  supply  chain  overhaul,  gross 
margins,  operation  expense  improvements,  etc,  but  you  may  not  be  aware  of 
the  newest  method  for  reducing  costs  and  increasing  bottom  line  opportunities. 
Pioneered  by  Cushman  &  Wakefield,  it's  called  The  Alignment  Review  Process. 
It  is  fast  becoming  the  number  one  tool  for  aligning  real  estate  strategies  to 
company  performance.  To  find  out  more  call  806.376. 3133. 
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Justice,  Chinese  Style 

Foreign  litigants  shop  for  forums  elsewhere.  Or  get  even  other  ways. 

BY  ROBYN  MEREDITH 


WHEN  CISCO  SYSTEMS  SUED 
Chinese  telecom-gear 
maker  Huawei  Technolo- 
gies for  patent  infringe- 
ment, it  headed  for  U.S. 
District  Court  in  Marshall,  Tex.  When  Tai- 
wan Semiconductor  Manufacturing  filed  a 
patent  infringement  suit  against  China's 
Semiconductor  Manufacturing  Interna- 
tional, it  did  so  in  California.  When  New- 
bridge Capital  sued  Taiwan's  Chinatrust 
Commercial  Bank,  accusing  it  of  interfer- 
ing in  Newbridge's  deal  to  take  control  of  a 
Chinese  bank,  it  also  looked  to  a  court  in 
Texas.  In  February  China  Life  became  the 
first  Chinese  state-owned  enterprise  to  be 
sued  for  securities  fraud  in  the  U.S. 

At  work:  the  home  court  advantage. 
U.S.  and  other  foreign  companies  in  dis- 
putes with  Chinese  companies  are  filing 
legal  claims  outside  China  instead  of  trying 
their  luck  with  the  Chinese  judicial  system. 

Foreign  companies  don't  expect  to  get  a 
fair  shake  in  Chinese  courts,  but  that's  been 
true  for  years.  The  other  impetus  to  these 
US.-filed  lawsuits  is  that  with  more  Chinese 
companies  exporting  goods  to  the  U.S., 
starting  their  own  American  subsidiaries, 
hiring  American  suppliers  or  listing  on 
American  stock  exchanges,  it  is  becoming 
easier  for  companies  to  prove  jurisdiction 
for  lawsuits  brought  in  the  U.S.  and  to  find 
assets  here  to  collect  if  they  win.  For  global 
law  firms,  offshore  litigation  of  Chinese  dis- 
putes is  expected  to  be  one  of  the  main 
growth  areas,  says  Douglas  Clark,  a  partner 
in  Shanghai  for  Lovells,  the  international 
law  firm  headquartered  in  London. 

Foreign  lawyers  say  Chinese  courts  are 
improving  but  still  are  often  corrupt.  Even 
if  no  money  is  changing  hands,  courts 
there  tend  to  favor  local  plaintiffs.  (Sounds 
like  Alabama,  doesn't  it?)  In  out-of-the-way 
cities  judges  who  normally  preside  over 
murder  trials  may  be  named  to  handle 


complex  cases  on  technology  transfer.  And 
the  Chinese  system  allows  for  nearly  end- 
less appeals,  so  even  if  justice  prevails  it 
takes  much  longer  than  elsewhere. 

Besides,  winning  in  Chinese  courts  may 
not  pay  for  the  lawyers.  "On  a  practical 
level,  as  a  foreign  firm  you  might  win  in 
court,  but  judgments,  if  they  can  be  col- 
lected at  all,  are  usually  small  compared  to 
the  actual  damages,"  says  Patrick  Powers, 
director  of  China  operations  for  the  U.S.- 
China Business  Council  in  Beijing. 

Take  the  case  of  BP  Chemicals.  A  unit  of 
the  London  oil  giant,  it  claims  that  a  Chi- 
nese government-owned  petrochemical 
maker  called  Jiangsu  SOPO  Corp.  stole 
specifications  for  an  acetic  acid  factory  it 
typically  licenses  for  $15  million.  The  Chi- 
nese company  asked  American  suppliers — 
including  a  St.  Louis  company — to  bid  on 
building  factory  equipment  identical  to 
what  was  in  a  design  BP  had  licensed  to  a 
Taiwanese  factory. 

After  two  years  of  talks  with  SOPO,  BP 
sued  in  1999.  What  followed  was  a  series 
of  dog-ate-my-homework  excuses,  accord- 
ing to  court  documents. 
Various  Chinese  sub- 
sidiaries changed  their 
names  and  folded  after 
being  sued;  one 
changed  its  official  ad- 
dress so  legal  papers 
couldn't  easily  be 
served;  SOPO  claimed 
that  Chinese  companies 
regularly  enter  multi- 
million-dollar contracts 
without  signing  any 
paperwork.  And  Chi- 
nese executives  and 
party  officials  attending 
briefings  in  the  U.S. 
with  suppliers  claimed 
they   did    no  work 


Morris  Chang's  Taiwan 
Semiconductor  sued  a  Chinese 
chipmaker  in  California. 


there — that  they  were  merely  participating 
in  boondoggles.  The  Chinese  company's 
president  testified  that  he  spent  two  days 
of  technical  meetings  at  the  St.  Louis  sup- 
plier solely  reading  magazines,  not  follow- 
ing any  of  the  discussions. 

In  March  a  federal  court  in  St.  Louis 
essentially  found  China's  court  system 
guilty,  allowing  the  case  to  go  forward.  "BP 
cannot  receive  a  fair  hearing  of  its  claims 
in  a  Chinese  court,"  wrote  Judge  Cather- 
ine D.  Perry,  earlier  citing  expert  testimony 
that  "PRC  courts  often  depart  from  the  rule 
of  law  when  important  state  or  Commu- 
nist Party  interests  are  threatened  by  litiga- 
tion...  Judges  often  are  former  party  offi- 
cials with  no  formal  training  in  the  law." 

Why  is  it  that  Chinese  companies  are 
known  for  stiffing  their  customers  and  I 
partners?  Some  say  since  China  was  a  l 
planned  economy  for  so  long,  many  bosses 
can't  appreciate  the  feedback  of  a  market 
system.  A  terrified  underling  on  the  short 
end  of  a  deal  will  do  almost  anything  to  get 
out  of  it.  "There's  a  rather  rich  history 
of  Chinese  companies  trying  to  pull  out 
of  commodity  contracts 
when  the  market  turns 
against  them,"  says 
Powers  of  the  U.S.- 
China Business  Council, 
"although  that  is  begin- 
ning to  change  as  Chi- 
nese companies  become 
more  globalized." 

Some  Chinese  traders 
are  getting  a  come- 
uppance now  that,  in  the 
booming  economy,  raw 
materials  are  in  short 
supply.  Foreign  suppliers 
are  gleefully  forcing  Chi- 
nese buyers  to  pay  a 
premium  to  get  their 
orders  taken  seriously.  F 
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THEY  STILL  LIVE  IN 

MINNEAPOLIS 


Odds  are,  you  have  an  outdated  view  of 
your  customers.  But  Pitney  Bowes  can 
get  you  up  to  speed  fast.  We'll  inte- 
grate all  the  correspondence  between 
your  customers  and  your  company  — 
from  letters  to  e-mails  —  into  your 
database.  So  if  someone  writes  to  say 
they've  moved  to  Florida,  it  won't  re- 
main a  secret.  To  find  out  more  about 
this,  or  any  of  our  other  innovative  solu- 
tions, visit  pb.com/customer  or  call 
1  866  DOC  FLOW. 

K  Pitney  Bowes 

Engineering  the  flow  of  communication" 
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5  July  1999  was  a  milestone  in  electronic  liberation.  That's  when  Apple  Computer 
debuted  the  Airport,  the  first  cheap  Wi-Fi  base  station  that  gave  people — or  at  least 
the  blessed  few  who  used  Macintosh  computers — fast,  wireless  access  to  the  Web. 
Freed  from  clunky  cables  and  connectors,  PC  users  of  all  stripes  are  now  funda- 
mentally changing  how,  where  and  why  they  get  online.  Inexpensive  to  install  and 
maintain,  Wi-Fi  networks  are  becoming  ubiquitous.  In  less  than  five  short  years  the 
number  of  U.S.  households  with  a  Wi-Fi  network  has  gone  from  zero  to  4.3  million, 
and  you  can  barely  pass  a  street  corner  in  any  big  U.S.  city  without  seeing  a  public 

Wi-Fi  hot  spot  (p.  17).  Wi-Fi  is  much  more 
than  just  Web  surfing  from  a  park  bench  or 
coffee  shop.  Doctors  in  Alabama  are  using 
the  technology  to  save  lives  by  cutting  down 
on  medical  errors  (p.  20).  The  latest  batch  of 
Wi-Fi  gadgets  are  both  inexpensive  and 
wonderfully  useful  (p.  10).  And,  for  even  the 
most  technologically  disinclined,  Wi-Fi 
remains  an  investment  opportunity  (p.  18). 
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Sybase  M-Business  Anywhe 
you  mobilize  the  apps  you  already 
have  so  you  can  reap  more  value  from 
your  current  technology  investments. 


Security  Everywhere 

For  real-time  transactions,  nothing 
is  better  or  more  secure  than  Sybase 
SQL  Anywhere,"  the  world's  leading 
mobile  data  management  and 
synchronization  solution. 


Discover  how  Britannia  Airways 

saved  over  one  million  dollars 
and  improved  staff  management 
processes  with  Sybase,  the 
world's  number  one  provider 
of  mobile  middleware!" 

Sybase 


The  Enterprise.  Unwired. 


r 


For  our  Britannia  Airways  case  study  visit: 

www.  Sybase .  com/ff  a 


'Source:  IDC.  Worldwide  Mobile  Middleware  Competitive  Analysis.  2003: 
Forecast  for  2003-2007. IDC  #29580.  Jul  2003 
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By  Lisa  DiCarlo 


Sky-High  Wi-Fi 

*  WIRELESS  NETWORKS  ARE  CHEAI 

QUICKLY  BECOMING  UBIQUITOUS 

Even  by  Moore's  Law  standards,  you'd  be  hard-pressed  to  name  a  technology  that  tops  Wi-Fi  when  it 
conies  to  skyrocketing  usefulness,  ubiquity  and  performance,  while  price  tumbles. 

Wi-Fi  is  shorthand  for  wireless  fidelity.  It  lets  users  connect  to  the  Internet  at  high  speeds  without  ca- 
bles, be  they  on  a  couch  at  home,  in  a  conference  room  at  work  or,  increasingly,  somewhere  in  between. 
Wi-Fi  is  based  on  a  technology  standard,  the  geeky-sounding  IEEE  802.1  lb,  approved  only  in  Septem- 
ber 1999  and  since  souped  up  to  version  802.1  lg.  The  more  secure  802.1  li  is  due  later  this  year. 

Home  Wi-Fi  gear,  such  as  routers  that  can  connect  computers  to  share  software,  printers  and  Internet 
connections,  is  less  than  half  as  expensive  as  it  was  when  802.1  lb  was  introduced.  Laptops  now  come 
Wi-Fi-ready.  And  all  the  time,  Wi-Fi  networks  are  fanning  out  to  cover  entire  urban  areas  and  lining 
road  and  rail  routes.  What  travelers,  executives,  students  and  stay-at-homes  do  with  ever-cheaper, 
faster  and  omnipresent  Internet  access  is  bound  only  by  their  imaginations.  r 
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TOP  U.S.  HOT  SPOT  CITIES 

New  York,  N  Y.   
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The 

Great  Disrupter 


By  Rich  Karlgaard 


WE'VE  SEEN  THIS  MOVIE  BEFORE 


Bell  Labs  invented  the  transistor 
in  1948.  Nothing  to  worry 
about,  mused  RCA  and  other 
corporate  giants  then  enjoying 
profits  from  vacuum  tubes. 
The  giants  weren't  wrong.  The  humble 
little  transistor  was  not  threaten- 
ing— at  first — because  it 
couldn't  power  television 
sets  or  table  radios  or 
room-size  computers.  What 
was  this  small  curiosity 
good  for,  other  than  dem- 
onstrating the  inventive  capa- 
bilities of  Bell  Labs? 

But  in  1955  a  young  Japanese  com- 
pany called  Sony  slipped  a  transistor 
into  a  cheap  pocket  radio  and  invented  a 
market.  The  rest  is  history.  Funny  thing 
is,  even  in  1955  the  established  giants, 
the  vacuum-tube  suppliers,  felt  un- 
threatened  by  the  transistor.  Tinny- 
sounding  radios  for  teenagers — that  was 
a  sideshow,  not  a  real  business.  Of 
course,  over  the  ensuing  years  Sony  grew 
into  a  mighty  global  brand.  RCA  faded 
into  irrelevance. 

The  story  of  cheap  technology  dis- 
ruption was  told  again  in  the  late  1970s, 
when  the  personal  computer  appeared. 
Initially  available  as  a  build-your-own 
kit,  the  PC  was  rather  ugly  to  look  at  and 
performed  few  useful  tasks.  It  caused  no 
worry  to  computer  giants  such  as  Digital 
Equipment,  Honeywell  or  IBM.  If  the 
limited  capabilities  of  the  PC  weren't 
bad  enough,  all  you  had  to  do  was  look 
at  the  rabble  using  it:  long-haired  geeks 
who  bathed  irregularly  and  looked  like 
refugees  from  the  planet  Zork.  The  PC 
was  a  sideshow,  thought  the  giants.  It 
would  never  gain  entry  into  corporate 
computing  centers.  Ever. 


Do  you  recall  the  first  time  you 
heard  about  Wi-Fi?  I  first  learned  about 
it  in  2000 — and  dismissed  it.  After  all, 
what  was  this  small  curiosity  really  good 
for?  I  was  hard  put  to  think  of  practical 
uses  for  Wi-Fi  beyond  providing  harm- 
less entertainment  for  teenage 
nerds.  The  kids'  idea  of  a  fun 
night  was  "war  chalking" 
hot  spots  with  a  Pringles 
can,  a  coat  hanger  and 
free  downloadable  sniffing 
software.  A  sideshow,  in 
other  words. 

Now  it's  2004,  and  I'm  writ- 
ing this  column  from  my  laptop  while 
perched  on  my  Relax  The  Back  lounge 
chair  in  the  family  room  of  my  house. 
My  son  is  watching  a  Lord  of  the  Rings 
movie.  He  has  watched  the  movie  a  half- 
dozen  times,  and  I  just  once.  Yet  I  can 
amaze  him  with  movie  facts.  From  my 
untethered  laptop  I  can  access  Google, 
type  in  "Lord  of  the  Rings,"  and  off  we 
go,  courtesy  of  our  home  Wi-Fi  network. 

Wi-Fi  in  2004  is  about  where  the  PC 
was  in  1984.  The  technology  provides 
new  conveniences,  new  ways  of  working 
and  keeping  up.  It  is  a  delight  to  use.  We 
love  showing  it  to  household  guests. 
Wi-Fi  is  on  its  way  to  becoming  a  huge 
hit.  Its  customer  base  has  grown  beyond 
the  geeky  teenagers  and  early  adopters. 
Around  the  world,  Wi-Fi  is  storming  the 
mainstream. 

The  best  is  yet  to  come.  The  most 
frightening  is  yet  to  come  if  you  happen 

2004  WILL  BE  SEEN 
AS  THE  YEAR  WI-FI 
STORMED  THE 
CORPORATE  GATES. 


to  run  a  traditional  phone  company. 
Remember  how  the  PC  grew  powerful 
and  began — starting  in  the  late  1980s — 
to  bedevil  and  disrupt  big  computer 
giants?  Wi-Fi  is  on  the  same  revolution- 
ary path.  Be  very  afraid,  phone  giants. 

In  the  future  when  somebody  writes 
the  history  of  technology,  2004  will  be 
seen  as  the  year  Wi-Fi  began  to  storm 
the  corporate  gates.  Already,  a  hospital 
system  in  Alabama  is  using  Wi-Fi  to  help 
prevent  costly  medical  errors  (see  p.  20). 

Voice  over  Wi-Fi — the  wireless 
cousin  of  voice  over  IP — is  set  to  enjoy 
explosive  growth.  Motorola  and  Nokia 
have  announced  Wi-Fi-compatible  cell 
phones  this  year,  and  other  handset 
manufacturers  will  soon  follow.  Laptop 
PCs  are  getting  into  the  act,  too.  As 
FORBES  reported  (see  Apr.  26,  p.  98): 
"Going  yet  another  step,  phone-calling 
ability  is  migrating  to  regular  laptop 
computers.  Callers  will  be  able  to  use 
their  laptop's  microphone,  or  a  plugged- 
in  earpiece,  whenever  they  are  in  a  Wi-Fi 
zone.  No  phone  is  necessary." 

Hold  on  to  your  hats.  The  next  gen- 
eration of  wireless,  called  Wi-Max  and 
expected  to  hit  the  market  by  2006,  is  a 
quantum  leap.  Wi-Max  hotspots  will 
span  distances  of  up  to  several  miles 
instead  of  just  a  few  hundred  feet.  Some 
Internet  pioneers,  such  as  venture  capi- 
talist and  former  Cisco  chief  technical 
officer  ludy  Estrin,  think  overlapping 
Wi-Max  hotspots  will  remake  the 
world's  telecommunications  infrastruc- 
ture in  only  a  few  years.  The  precedent  is 
how  routers  made  widespread  Internet  „ 
use  possible. 

Yes,  we've  seen  this  movie  before.  It  a 

z 

will  scare  the  pants  off  of  established  I 
telco  giants.  It  will  thrill  the  rest  of  us.  F  I 
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With  Dell  Notebooks  based  on  Intel®  Centrino™  Mobile  Technology,  your  business  can  go  virtually  anywhe 
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Dell  Latitude'  Notebooks  with  IntePCentrmo^MobUe  Technology. 

Dell's  lightweight  notebooks  offer  our  longest  battery  life  ever, 
embedded  WiFi  and  an  optional  Tri-Band  Card  for  cellular 


Dell  even  offers  Computrace'Plus, 

cation  when  connected  to  the  Internet. 
Are  you  paying  too  high  a  price  for  higher  productivity? 


s,  a  service  that  enhances  safety  by 
allowing  a  stolen  PC  to  reveal  its  location  wher 
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Contact  a  Dell  Professional  today.  1-877-469-3967  • 
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By  Arik  Hesseldahl  and  Abayomi  Soyeju 


It  doesn't  take  much  to 
get  in  on  the  Wi-Fi 
game.  If  you've  bought 
practically  any  laptop 
computer  in  the  past 
year,  you  probably  have 
all  you  need  to  utilize 
any  one  of  the  thousands  of 
Web-connected  Wi-Fi  hot  spots 
cropping  up  around  the  world 
like  dandelions.  For  older 
laptops  a  $50  PC  card  will  do 
the  job.  If  you  have  a  fast 
Internet  connection  at  home — a 
cable  modem  or  DSL  line — $100 
will  get  you  a  Wi-Fi  router  that 
will  let  you  get  online  from 
whatever  piece  of  furniture  you 
find  most  comfortable. 

But  beyond  the  simple 
pleasure  of  Web  surfing  from  a 
Starbucks,  latte  in  hand,  Wi-Fi  is 
starting  to  show  up  in  some 
unexpected  places — like  print- 
ers, cameras  and  car  stereos  (see 
"Roam  Sweet  Roam,"  Dec.  8, 
2003).  The  latest  batch  of  devices 
typically  aren't  much  more 
expensive  than  their  corded 
cousins,  and  the  best  of  them 
can  do  quite  a  lot  more,  so  go 
ahead  and  cut  the  cord.  F 
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SONIQCAST  AIREO  

As  cool  as  they  are,  nearly  all  portable  digital  music  players  still 
connect  to  computers  the  old-fashioned  way— with  a  plug.  Not  so 
the  Aireo,  which  synchronizes  its  playlists  with  the  PC  via  Wi-Fi— 
either  directly  or  over  a  network.  For  its  size  (it's  a  little  bigger 
than  an  iPod)  it  doesn't  store  much,  only  a  meager  1.5  gigabytes' 
worth  of  music,  or  about  500  songs,  but  it  does  have  a  slot  for 
memory  cards  that  allow  for  a  few  more  tunes.  If  listening  with 
headphones  gets  old,  the  Aireo  can  transmit  its  songs  to  the  near- 
est FM  radio,  including  the  one  in  your  car,  and  it  also  contains  an 
FM  receiver.  But  beware:  With  all  that  activity  going  on,  battery 
life  is  painfully  short.  Aireo  s  limitations  will  probably  prevent  it 
from  being  a  runaway  hit,  but  look  for  others  to  quickly  emulate  the 
best  of  its  ideas.  $300.  www  soniqcast.com 
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MP3  Player 
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WIRELESS  STEREOS/  VIDEOPHONES  AND  EVEN  LAMPLIGHTERS 


D-LINK  I2EYE  WIRELESS  BROADBAND  VIDEOPHONE 

Videophones  have  always  been  interesting  in  theory  but  not  in  practice.  Sadly,  the  D-Link  i2eye  system  is  no  exception.  The  novelty  wears  off  quickly, 
and  the  awkwardness  of  conducting  a  conversation  with  phone-quality  audio  and  home  video  quality  images  sets  in.  Still,  whoever  thought  video 
conferencing  could  be  so  inexpensive?  The  unit  connects  to  a  typical  TV  set  and  to  the  Internet  via  Wi-Fi  or  Elhernet.  (The  i2eye  can  also  be  con- 
figured to  work  without  a  PC  at  all,  over  broadband  lines.)  Operation  is  easy,  setup  and  installation  significantly  less  so— you'll  need  to  know  a 
bit  about  network  administration.  Plus  there's  the  rub  that  buying  one  for  yourself  necessitates  buying  a  batch  for  everyone  you  want  to  have  video 
chats  with— or  convincing  them  to  get  one  for  themselves.  $250.  www  dunk  .com 
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PHILIPS  STREAMIUM  MC-i250  HI-FI  SYSTEM 

What  do  you  get  when  you  cross  Wi-Fi  with  hi-fi?  A  boom  box  that  plays  Internet  radio. 
While  this  system  takes  a  frustrating  90  minutes  to  set  up,  the  results  are  worth  the  wait. 
Once  it  recognizes  your  Wi-Fi  network  and  connects  properly  to  a  Philips  Internet  site 
(that's  the  part  that  takes  90  minutes),  you'll  have  your  choice  of  six  online  streaming 
music  services,  some  free,  some  not.  Choose  the  $IO-a-month  service  from  Andante.com, 
for  instance,  and  you'll  be  soothed  with  nonstop  commercial-free  Gershwin,  Beethoven 
and  Mozart.  The  unit  will  also  play  music  from  your  PC's  MP3  collection  and  does  all  the 
usual  things  a  stereo  should,  though  there's  no  cassette  deck.  And  if  Wi-Fi  is  so  cool, 
why  are  the  speakers  still  connected  via  typical  stereo  wire?  $300.  .vww.streamium .com 
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VIEWSONIC  AIRPANEL 
M+  EDITION 


Control  freaks,  rejoice!  You  can  surf  the  Web,  check 
e-mail  and  command  your  home  entertainment  system 
from  the  couch  using  a  single  gadget  that's  too  big  to  get 
lost.  ViewSonic's  Airpanel  is  a  portable  touch-sensitive 
LCD  screen  that  connects  to  a  home  PC  via  Wi-Fi.  Use  the 
Airpanel  to  launch  a  Web  browser,  read  and  write  e-mail, 
look  at  photos  and  do  whatever  else  you  would  normally 
do  on  the  PC  but  without  the  need  for  sitting  at  a  desk  or 
schlepping  around  a  laptop.  Additional  software  turns  the 
unit  into  a  super  remote  control  that  can  work  the  stereo 
system,  TV,  TiVo,  CD,  DVD  changer  and  even  lights  and 
thermostats  all  over  the  house.  Downsides:  The  combined 
system  has  to  be  professionally  installed,  and  while  the 
Airpanel  is  in  use.  the  PC  it's  connected  to  must  be  left 
alone.  $1,600  for  a  10-inch  model:  $1,850  for  a  15-inch 
one,  plus  installation,  www.viewsonic.com 
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T'S  KIND  OF  LIKE  EXPANDING 
YOUR  OFFICE  BY  ABOUT 
1,000,000  SQUARE  FEET. 

ECURE  VIRTUAL  PRIVATE  NETWORKS  give  employees  access  to  applications  they  use  at  the  office,  even  when  they're  not.  Whether  meeting 
It  the  local  coffee  shop,  telecommuting  from  home  or  traveling  around  the  world,  employees  can  use  the  same  business-critical  applications 
ney  use  every  day,  anywhere  in  the  world.  For  more  information  about  building  a  virtual  private  network  yourself,  or  to  find  a  service  provider 
jiat  offers  VPN  services  over  an  end-to-end  Cisco  network,  visit  cisco.com/go/managedvpnservices.  |||||QjgQQ 
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©2004  Cisco  Systems,  Inc.  All  rights  reserved.  Cisco,  Cisco  Systems,  Cisco  IOS,  and  the  Cisco  Systems  logo  are  registered  trademarks 
or  trademarks  of  Cisco  Systems,  Inc.  and/or  its  affiliates  in  the  U.S.  and  certain  other  countries. 


Harriott 


OUR  DEFINITION  OF  HOT  SPOTS 
HAS  JUST  CHANGED. 

When  it  comes  to  the  most  restful,  relaxing  spots 
on  earth,  Marriott"  hotels  have  always  been 
among  the  hottest.  And  with  the  addition  of  the 
wireless  Internet  connectivity  Intel*  Centrino1 
mobile  technology  provides,  they  just  got  hotter. 
So  next  time  you're  traveling,  look  for  a  Marriott 
hotel  and  relax.  You  and  your  wireless  laptop  have 
found  the  hot  spot  you've  been  looking  for. 
IT'S  THE  MARRIOTT  WAY.5M 


Wireless  Internet  access 
available  in  lobbies  and 
meeting  rooms  at 
participating  hotels: 

Marriott  Hotels  &  Resorts 
JW  Marriott*  Hotels  &  Resorts 
Renaissance*  Hotels  &  Resorts 
Courtyard*  by  Marriott 
Residence  Inn  by  Marriott 
SpringHill  Suites"  by  Marriott 
TownePlace  Suites  by  Marriott 
and  Fairfield  Inn*  by  Marriott 

To  find  a  hotel  offering 
wireless  Internet,  go  to 
wirelessmarriott.com. 


Wireless  connectivity  available  i"  lobbies  and  meeting  rooms  at  participating  Marriott  brand  hotels  Wireless  connectivity  and  some  features  may  require  you  to  purchase  additional  soft- 
ware, services,  or  external  hardware  Availability  of  public  wireless  LAN  access  points  limited  System  performance  measured  by  MobileMark  2002  System  performance,  battery  lite,  wire- 
less performance  and  functionality  will  vary  depending  on  your  specific  hardware  and  software  configurations  See  http  //www  Intel  com/products/centnno/morc  info  foi  more  informa- 
tion Intel,  Intel  Inside  and  Intel  Centrino  logo  are  trademarks  or  registered  trademarks  of  Intel  Coiporation  or  its  subsidiaries  in  the  United  States  and  other  countries  Marriott  is  a  registered 
trademark  of  Marriott  International,  Inc ,  or  its  subsidiaries  All  rights  reserved  ©  700-1  Marriott  International,  Inc 
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SMARTED 
www.srnartidxonrvfj 


SMART  ID  WI-FI 

DETECTOR  WFS-1   

How  do  you  go  about  finding  a  Wi-Fi  hot  spot,  anyway?  You  could  go 
to  the  trouble  of  booting  up  the  laptop  and  then  watching  to  see  if  it 
detects  one  or  more  nearby.  But  there  is  an  easier  way.  This  little 
gadget  from  Singapore-based  SmartID  checks  to  see  if  there  are 
any  Wi-Fi  signals  present  before  you  power  up  the  laptop.  Touch 
the  button  and  watch  the  four  red  lights.  If  three  or  four  start  blink- 
ing you're  likely  to  get  a  good  connection.  Two  or  fewer  means  if  s  less 
likely.  The  device  sniffs  the  surrounding  airwaves  for  signals  in  the 
2.4  gigahertz  band  that  Wi-Fi  uses  and  indicates  whether  those  sig- 
nals are  strong  or  weak.  Of  course,  getting  a  signal  is  only  part  of  the 
process  of  connecting.  You  may  have  excellent  signal  strength  but  not 
know  the  name  assigned  to  the  nearest  Wi-Fi  network  and  therefore 
be  unable  to  connect  to  it.  For  that  you'll  actually  have  to  boot  up  the 

PC.  $28.  WWW.SMARTID.COM.SG 
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0Q0  ULTRAPERSONAL  COMPUTER 

Why  bother  with  a  handheld  PDA  when  you  can  carry  a  PC  everywhere?  The  Wi-Fi-ready  Oqo  (pronounced  oh-CUE-oh)  is  a  full- 
blown personal  computer  that  runs  Windows  XP  in  a  package  smaller  than  a  paperback  book  and  weighs  less  than  I  pound.  With 
the  screen  down,  it  looks  like  a  PDA,  but  slide  the  screen  upward  and  a  thumb-operated  keyboard  is  revealed.  An  eraserlike 
pointing  device  called  TrackStik  is  on  the  right  side,  but  it's  difficult  to  use  with  a  thumb,  as  are  the  "mouse  buttons"  on  the  far 
left.  Aside  from  Wi-Fi,  the  Oqo  also  supports  Bluetooth  wireless  technology  and  connects  to  a  docking  station  when  you  want  to 
use  an  external  keyboard  and  monitor.  Inside  is  a  l-gigahertz  processor  from  Transmeta  and  a  20-gigabyte  hard  drive.  Release 
is  expected  this  fall.  $2,000.  www  oqo  com 
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NETGEAR  MP101 
WIRELESS  DIGITAL 
MUSIC  PLAYER  _ 

Listening  to  your  iPod  around 
the  house  is  antisocial,  but 
what's  the  point  of  building  up  a 
great  collection  of  MP3  music 
files  if  all  they're  going  to  be 
heard  on  is  a  pair  of  cheap 
desktop  speakers  at- 
tached to  a  PC?  They'd 
sound  better  on  the 
stereo  in  the  living  room, 
but    for    this  you'd 
either  have  to  burn  a 
boatload  of  CDs  or  run  an 
audio  cord  from  the  PC  to 
I    the  stereo.  The  MPIOI  uses 
Wi-Fi  to  eliminate  the  need 
for  either.  It  connects  to  the 
back  of  the  stereo  amplifier 
and  uses  the  Wi-Fi  connection 
to  access  songs  on  your  PC; 
it  also  lets  you  play  Internet  radio 
streams    and    songs  from 
Real  Networks'  online  music 
store.  An  included  remote  con- 
trol lets  you  search  through  your 
PC's  music  files  to  play  just 
what  you  want  using  a  clear  on- 
screen menu.  Setup  takes  less 
than  a  half  hour,  and  yes,  the 
music  sounds  much  better. 

$120.  WWWNETGEAR.COM 


Global  Hot  Spot  Locator 


Even  the  best  wireless  gizmos  aren't  much  use  with- 
out wireless  networks.  Use  Forbes.com's  interna- 
tional hot  spot  locator  to  help  find  one  wherever 
you  happen  to  be. 

Developed  by  Jiwire,  a  San  Francisco-based  news 
organization  devoted  to  Wi-Fi  issues,  the  locator  lets  you 
find  places  to  log  on  in  55  different  countries,  including 
the  U.S.  Type  in  a  city,  country  or  airport  code  and 
you'll  get  a  map  with  the  nearest  Wi-Fi  access  points. 

This  indispensable  tool  is  just  part  of  a  new  Wireless 
section  on  Forbes.com  designed  to  help  you  keep  up 
with  the  technology  and  trends  in  this  fast-growing 
market.  In  addition  to  the  locator,  our  new  section  will 
feature  news  and  timely  analysis,  product  reviews  and  a 
plain-English  glossary  to  help  you  cut  through  the 
technical  jargon. 

VisitWWW.F0RBES.COM/WIRELESS 


Forbes.com's  new  hot  spot  locator  proves  you'll 
have  better  luck  in  Manhattan  than  in  Jersey. 
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By  Nikhil  Hutheesing 


Wi-Fi  Buvs 


WI-FI  EQUIPMENT  COMPANIES  SHOULD  ' 
BE  IN  FOR  A  TERRIFIC  YEAR.  HERE  ARE 

15  WAYS  FOR  INVESTORS  TO  CASH  IN. 


Wireless  service  providers 
are  finally  launching 
high-speed  third-genera- 
tion (3G)  networks  after 
years  of  delay.  3G  lets  you 
use  your  laptop  or  cell  phone  to  down- 
load and  swap  big  files  like  games, 
photographs  and  even  short  videoclips. 

Good  news  for  e-shutterbugs  and 
game  geeks,  but  is  it  bad  news  for  Wi-Fi? 
No  telecom  topic  is  more  hody  debated. 
Yet  Wi-Fi  isn't  in  danger.  As  demand  for 
3G  picks  up,  so  will  demand  for  Wi-Fi. 
Reason:  In  very  dense  areas  3G  networks 
slow  to  a  crawl.  The  cell  sites  they  use  are 
expensive  to  install,  at  least  $50,000  to 
$60,000  each.  At  those  prices  a  service 
provider  is  unlikely  to  install  a  new  cell  site, 
for,  say,  a  hotel  to  give  its  guests  better  serv- 
ice. An  airport  or  convention  center  might 
swallow  the  cost,  but  the  network  could 


quickly  get  overloaded  if  thousands  of 
travelers  try  to  access  it  simultaneously. 

That's  where  Wi-Fi  comes  in.  Wi-Fi  is 
faster  than  a  cable  modem  and  much 
faster  than  3G.  It's  also  cheaper.  Wi-Fi  ac- 
cess points  cost  only  $1,000  to  $1,500 
each.  Already  some  hotels  and  cafes  offer 
free  access,  absorbing  the  cost  into  the 
price  of  a  room  or  a  cup  of  coffee  (3G 
users,  by  contrast,  can  expect  to  pay  a 
pretty  penny,  at  least  initially).  But  unlike 
3G  networks,  a  Wi-Fi  access  point  requires 
you  to  be  within  200  feet  or  so  to  use  it.  In 
an  airport  a  Wi-Fi  network  would  need 
to  be  made  up  of  many  access  points. 

Wi-Fi  will  get  another  boost  as  Voice 
over  IP — an  inexpensive  way  to  route 
phone  calls  over  the  Internet — extends  to 
Voice  over  Wi-Fi,  where  cell  phone  users 
access  Wi-Fi  networks  to  make  cheap  or 
even  free  calls. 


In  short,  Wi-Fi  should  be  in  for  a  gang- 
buster  year.  Stamford,  Gonn.-based  Gart- 
ner predicts  by  the  end  of  next  year  nearly 
all  new  laptops  will  come  with  Wi-Fi  built 
in.  Public  Wi-Fi  hot  spots  will  increase  this 
year  to  almost  140,000  worldwide,  with 
some  30  million  users.  While  some  serv- 
ice providers  also  plan  to  offer  Wi-Fi 
(T-Mobile,  for  instance,  has  set  up  more 
than  4,500  hot  spots),  the  real  winners  will 
be  the  equipment  companies.  This  year  the 
wireless  networking  equipment  market 
should  bring  in  revenue  of  $2.2  billion, 
compared  with  $1.8  billion  last  year. 

Investors  who  want  to  profit  from  the 
growth  of  Wi-Fi  should  consider  the 
companies  listed  in  the  table.  These  com- 
panies are  all  expected  to  have  improving 
earnings  per  share  in  2004  and  2005. 
They  have  a  healthy  cushion  of  cash  on 
hand  and  their  debt  levels  are  low  com- 
pared with  their  total  capitalizations. 
While  all  of  these  companies  are  big  in 
wireless,  some,  such  as  Intel,  Texas 
Instruments  and  Cisco,  which  last  year 
acquired  Linksys,  a  wireless  networking 
company,  are  more  cautious  plays  since 
they  are  less  dependent  on  their  wireless 
ventures.  Purer  plays  such  as  Proxim  and 
Atheros  are  riskier  but  could  stand  to 
benefit  more  if  Wi-Fi  really  takes  off.  F 

Nikhil  Hutheesing  is  the  editor  of  Forbes 
Wireless  Stock  Watch.  To  subscribe,  go  to 
www.  newsletters.forbes.  com/wireless. 


Unplugged  Playe 

WIRELESS  BUSINESS 

WIRELESS  AS  PERCENT 
OF  TOTAL  REVENUES 

Agere  Systems 

Integrated  circuits  for  wireless  networking 

30% 

Atheros  Communications 

Chips,  software  and  system  design  for  wireless  networking 

100 

f  Broadcom 

Integrated  circuits  for  wireless  communications  equipment 

20 

Cisco  Systems 

Wireless  networking  equipment 

81 

Conexant  Systems 

Wireless  LAN  networking  technology 

2 

0 

IBM 

Hot  spot  infrastructure  for  service  providers 

3 

inter                                  Wireless  networking  chips 

81 

LCC  International 

Designs  and  implements  wireless  networks  for  service  providers 

10 

.  Lucent  Technologies 

Develops  equipment  for  data  transport  over  Wi-Fi  networks 

3 

3 

Bf  . 

Networking  equipment  for  homes  and  small  businesses 

5 

3 

Netopi 

a  ' 

Modems,  routers  and  gateways  to  enable  fast  access  to  Wi-Fi  networks 

1 

51 

Nortel  Networks 

Manufactures  equipment  for  Wi-Fi  networks 

4 

3B9&BI 

Proxin 

Creates  wireless  access  products  for  delivery  of  data  and  voice 

10 

RF  Micro  Devices  - 

Designs  and  manufactures  radio  frequency  chips  and  equipment 

10 

D 

Texas 

hsfrumentsr 

Integrated  circuits  and  equipment  for  Wi-Fi,  cellular  and  Bluetooth 

3 

0 

For  detailed  financial  information  on  these  companies,  go  to  www.forbes.com/wireless  Estimate 
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Now  get  Tablet  PC  and  notebook  functionality  in  one  system-for  one  low  price. 

Presenting  the  Fujitsu  LifeBook®  T3000  Tablet  PC.  A  unique  combination  tablet  and  notebook  that  gives  you  the  best  of  both 
worlds,  all  for  the  same  price  as  a  standard  notebook. The  LifeBookT3000  Tablet  PC  sets  a  new  standard  for  mobile  versatility 
and  convenience.  When  you  need  a  sleek,  high-powered  notebook,  simply  open  it  up  and  use  its  full-size  keyboard. 
Or,  when  you  want  to  sketch,  write,  or  take  notes,  pivot  and  secure  the  screen  and  it  instantly  turns  into  a  Tablet  PC.  Either  way, 
it  offers  you  built-in  wireless  access  to  information  anywhere  with  the  latest  Intel®  Centrino"  mobile  technology.  So  stop  trying 
to  decide  on  whether  to  get  a  new  notebook  or  Tablet  PC.  Instead,  get  the  functionality  of  both,  for  the  price  of  only  one. 
Go  to  www.computers.us.fujitsu.com/2in  I  or  call  1 .877.372.3473  today  for  details. 


A  notebook. 


to  a  tablet 


FUJITSU 


THE    POSSIBILITIES    ARE  INFINITE 


MOBILE 
TECHNOLOGY 


©2003  Fujitsu  Computer  Systems  Corporation.  All  rights  reserved.  Fujitsu,  the  Fujitsu  logo  and  UfeBook  are  registered  trademarks  of  Fujitsu  Limited.  Intel,  Intel  Inside,  the  Intel  Inside  logo,  Intel  Centrmo.  and  the  Intel 
Centnno  logo  are  trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  countries  Microsoft  and  Windows  are  registered  trademarks  of  Microsoft  Corporation 


By  Matthew  Herper 


it  St.  Vincent's  Hospital  in 
Birmingham,  Ala.,  medical  data  are  liter- 
ally in  the  air.  X  rays,  CAT  scans  and  lab 
results  can  be  plucked  immediately  off 
of  the  hospital's  wireless  network,  saving 
doctors  time.  Now  St.  Vincent's  Wi-Fi 
network  is  being  turned  to  an  even  more 
important  purpose:  eliminating  medical 
errors.  "Our  goal  is  zero  preventable 
errors,"  says  Timothy  Stettheimer,  the 
hospital's  chief  information  officer. 

That's  a  lofty  goal.  One  study  showed 
one  in  five  hospital  medications  is  given 
in  error.  No  wonder.  There  are  thousands 
of  commonly  used  drugs,  more  than  any 
doctor  can  keep  at  the  top  of  his  head. 
The  Physician's  Desk  Reference,  a  few 
decades  ago  a  thin  volume,  resembles  an 
unabridged  dictionary.  Broadly,  medical 
mistakes,  including  those  that  occur  dur- 
ing surgery  and  at  other  stages  of  patient 
care,  may  kill  98,000  people  a  year.  Sig- 
nificantly reducing  them  could  save  more 
lives  than  curing  diabetes. 

Already  St.  Vincent's,  a  showcase 
hospital  for  Ascension  Health,  the 
nation's  largest  nonprofit  health  system, 
has  fortified  itself  with 
futuristic  gadgets  that 
prevent  mistakes.  Robot 
arms  perform  surgery 
with  exactitude,  and 
machines  measure  out  doses  of  medi- 
cine<  Surgical  tools  are  affixed  with  bar 
codes  so  that  they  can  be  tracked — 
ensuring  that  they  are  properly  main- 
tained and  never  left  inside  patients. 


St.  Vincent's 
Dr.  Bruce 
Brown  models 
his  wearable 
Wi-Fi  PC. 


COULD  WI-FI  BE  THE  KEY  TO 
CUTTING  DOWN  ON 

DEADLY  MEDICAL  MISTAKES? 


Nurses  use  scanners  to  check  bar  codes 
on  patients'  armbands  so  that  drugs  are 
given  as  doctors  prescribed.  But  experts 
in  preventing  medication  slip-ups  con- 
sider the  gold  standard  to  be  a  system 


that  forces  doctors  to  prescribe  by  com 
puter.  Such  systems  immediately  check  ■ 
for  problems  such  as  drug  interactions  j 
and  allergies.  At  the  very  least,  comput 
erized  prescribing  ensures  that  no  one  I 
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YOUR  WORKFORCE  IS  MOBILE 
IT  THEIR  OFFICES  BE  MOBILE  TOO? 


With  T-Mobile  HotSpot,  mobile  employees  can  wirelessly  access  the  office  from 
wherever  they  go.  Each  location  offers  Wi-Fi  Internet  service  for  laptops  or  PDAs, 
and  is  a  part  of  the  nation's  largest  Wi-Fi  network.  Check  e-mails.  Download 
data-rich  files.  Upload  presentations  on  the  fly.  It's  Wi-Fi  in  its  most  secure  and 
reliable  form,  and  it's  here  to  help  the  modern  workforce  get  more  out  of  each  day. 
For  more  information,  log  on  to  www.t-mobile.com/hotspot  or  call  1-877-822-SPOT. 


ailable  at  over  4500  locations  nationwide  including: 

|,s_|-_._     DrtnnCDC     AmericanAirlines    Crown  R«>m  i  im 

KinKO's  E„lf,c«o™!i« 


UNITED 


Red  Carpet  Club' 


T  ■  -Mobile  ■ 
HotSp®t 


Ibile  is  a  registered  trademark  of  Deutsche  Telekom  AG.  The  HotSpot  logo  is  a  service  mark  of  T-Mobile  USA,  Inc.  ©2004  T-Mobile  USA,  Inc.  All  other  marks  are  properties  of  their  respective  owners, 
ibership  required  for  admittance  into  airline  clubs. 


broken  bones  or  tumors.  He 
can  even  compare  new  images 
to  old  ones.  In  March  Maldia 
became  one  of  the  first  doctors  at  St. 
Vincent's  to  begin  prescribing  drugs  by 
computer.  His  verdict?  "It  could  be  the 
biggest  time-saver  yet." 

The  prescribing  system  was  designed 
at  Vanderbilt  University  Medical  Center, 
widely  recognized  as  a  leader  in  develop- 
ing systems  to  keep  errors  from  reaching 
patients.  The  system,  now  sold  by 
McKesson,  does  more  than  simply  dou- 


Tomorrow's 
prescription  pad 
prevents  errors. 


wireless  laptop." 

David  Westfall  Bates,  the 
Harvard  medical-errors  guru, 
worries  that  current  Wi-Fi  is  still  too 
slow  for  computer  prescribing.  Some 
community  hospitals  stick  with  their 
bedside  computers.  But  Bruce  Brown,  a 
physician  at  St.  Vincent's,  says  there  isn't 
enough  physical  space  for  aD  those  com- 
puters, and  anyway,  they  aren't  used  as 
much  as  he  expected.  "Maybe  it's  the 
fact  that  you  have  to  sign  on  every  time 
you  move  to  a  different  room,"  Brown 


'IF  IT'S  NOT  GOING  TO  MAKE  LIFE  EASIER  I  DON'T 

WANT  TO  PUT  IT  OUT  THERE." 


dies  because  of  lousy  penmanship. 

But  doctors  themselves  have  been  a 
major  obstacle  to  putting  such  systems 
in  place.  "Many  of  the  systems  that  were 
available  in  the  early  days  seemed  to 
doctors  to  be  slower  and  more  cumber- 
some than  simply  handwriting  a  pre- 
scription," says  Suzanne  Delbanco,  exec- 
utive director  of  the  Leapfrog  Group,  a 
Washington,  D.C. -based  organization 
that  advocates  computerized  prescrib- 
ing. Just  last  year  Los  Angeles'  Cedars- 
Sinai  Medical  Center  delayed  a  comput- 
erized prescribing  system  because 
doctors  protested  it  was  too  time-con- 
suming. For  a  system  to  work,  physicians 
must  embrace  it.  "If  it's  not  going  to 
make  life  easier,"  Chief  Information 
Officer  Stettheimer  says,  "I  don't  want  to 
put  it  out  there." 

That's  where  Wi-Fi  could  help.  "It's 
indispensable,"  says  Mark  Maldia,  an 
internist  who  has  worked  at  St.  Vincent's 
since  last  July.  At  another  hospital  he 
might  spend  an  hour  running  from 
floor  to  floor  to  get  an  X  ray.  Now  he  can 
download  it  in  five  minutes.  Lab  results 
come  across  as  soon  as  they're  ready,  not 
hours  later.  And  with  his  tablet  PC,  Mal- 
dia can  show  patients  images  of  their 


ble-check  for  allergies  and  adverse  drug 
interactions.  It  guides  doctors  in  choosing 
treatments.  In  high-pressure  settings  like 
the  emergency  room,  it  provides  an  elec- 
tronic checklist  for  stressed  physicians  to 
follow.  All  of  this  can  be  done  with  a 
Wi-Fi-enabled  computer.  "If  you're  in  a 
hospital,  and  you're  in  a  situation  where 
you're  going  from  one  patient  to  the 
next,"  says  William  Stead,  director  of  the 
Informatics  Center  at  Vanderbilt,  "it's  ob- 
viously easier  to  have  something  like  a 


says.  Unlike  academic  centers,  hospitals 
like  St.  Vincent's  cannot  afford  to  force 
their  doctors — who  are  independent 
contractors,  not  students  and  academ- 
ics— to  use  a  prescribing  system.  "If 
you've  got  a  man  who  is  making  his  liv- 
ing being  productive,"  Brown  says,  "and 
you  make  him  use  something  that's 
going  to  make  him  less  productive,  that 
system  is  going  to  fail."  And  medical  Wi- 
Fi  networks,  which  are  getting  faster, 
could  help.  F 
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A  decade  ago  French  software  maker  Dassault  Systemes  allowed  Boeing  to 
design  an  airplane  on  a  computer.  Now  Dassault  is  back  with  new  technology 
for  Boeing's  7E7— in  a  critical  test  for  both  companies.  by  joann  muller 


IN  THE  EARLY  1990S  BOEING  STUNNED 
the  manufacturing  world  when  it  cre- 
ated the  world's  first  digitally  designed 
aircraft,  the  777.  Using  3-D  modeling 
tools  from  a  little-known  French  soft- 
vare  company  called  Dassault  Systemes, 
ioeing  was  ahle  to  simulate  the  plane's  de- 
ign on  a  computer  and  avoid  the  expen- 
ive  task  of  creating  physical  prototypes. 

These  days  computer-aided  design  cre- 
ates everything  from  cars  to  cell  phones  to 
glassware.  Now  Dassault  Systemes  Chief 
!  executive  Bernard  Charles  is  looking  to  set 
i  new  manufacturing  benchmark  with  the 


launch  of  Boeing's  7E7  "Dreamliner."  The 
project  will  be  the  first  large-scale  test  of 
Dassault's  newest  software,  which  simu- 
lates not  just  the  design  of  a  product  but 
its  production,  operation  and  maintenance 
as  well.  Called  "product  lifecycle  manage- 
ment" or  PLM,  the  software  links  manufac- 
turers with  their  suppliers  and  customers  to 
share  data  about  a  product — from  con- 
ception to  junkyard  (see  p.  120). 

If  all  works  as  planned,  the  software 
could  shave  a  year  off  the  time  it  takes 
Boeing  to  bring  the  plane  to  market, 
scheduled  for  2008.  That  speed  is  crucial 


for  Boeing,  which  fell  behind  Airbus  In- 
dustrie as  the  world's  largest  commercial 
aircraft  maker  last  year.  Boeing  thinks  the 
software  will  help  produce  the  $120  mil- 
lion plane  economically.  The  257-seat  7E7 
can  fly  9,700  miles  at  an  airspeed  of 
560mph.  The  intended  market  is  city 
pairs  (like  Seattle-Paris)  big  enough  to 
support  nonstop  service  with  a  smallish 
jet  but  not  big  enough  to  fill  a  giant  long- 
distance plane  like  the  Boeing  747  or  up- 
coming Airbus  A380. 

For  Dassault  the  7E7  is  a  chance  to 
prove  the  value  of  product  lifecycle  man- 
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agement,  a  murky  term  that  has  been  met 
with  skepticism  from  many  manufactur- 
ers, says  Monica  Schnitger,  an  analyst  with 
Daratech,  a  technology  research  outfit  in 
Cambridge,  Mass.  "PLM  has  been  perceived 
as  a  big,  expensive  technology  akin  to  an 
ERP-scale  effort,"  she  says,  referring  to 
enterprise  resource  planning,  another 
alphabet-soup  software  that  tries  to  unite  a 
company's  operations  on  one  computer 
system.  "Many  companies  had  a  bad  expe- 
rience with  ERP  and  are  cautious  about 
anything  they  see  as  similar." 


Indeed,  the  Boeing  project  will  involve 
some  6,000  engineers  around  the  world 
collaborating  on  a  complex  product.  But 
Charles,  a  charismatic  engineer,  is  con- 
vinced the  7E7  will  become  a  showcase  for 
Dassault's  PLM  technology.  "When  we  look 
back  five  or.  six  years  from  now,  people  will 
recognize  that  this  was  something  ab- 
solutely new,"  he  says. 

Boeing  is  hoping,  for  example,  that  the 
software  will  allow  its  multitude  of  7E7 
partsmakers  to  collaborate  seamlessly.  If  the 
supplier  of  a  section  of  the  fuselage,  say, 


decides  to  move  the  location  of  a  door  by 
2  inches,  that  will  affect  the  design  of  every- 
thing around  it,  from  the  placement  of 
windows  to  the  location  of  hidden  wiring 
bundles.  In  the  past  such  a  change  in  the 
door  would  require  weeks  to  redesign  ad- 
joining parts.  Dassault's  software  instead 
will  allow  designers  anywhere  to  instantly 
know  how  a  modification  in  their  piece  of 
the  7E7  will  affect  every  other  part  of  the 
plane.  And  because  there  will  be  no  physi- 
cal mock-ups,  each  of  those  chunks  must 
fit  together  perfectly  the  first  time. 


Gallic  geek:  Dassault  Systemes  Chief  Executive  Bernard  Charles,  outside  company  headquarters  near  Paris. 
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By  the  Numbers 


Boeing's  new  jetliner  is  now  taking 
shape  on  6,000  linked  computers. 
The  machines'  predictions: 


V 


Range  in  miles  for  Boeing's  new  7E7  Dreamliner. 
Maximum  takeoff  weight,  in  pounds. 
Sticker  price. 
Wingspan,  in  feet. 

Cruise  speed. 

The  number  of  Catia  software  seats  licensed  by  Dassault  in  2003 
ount  of  revenue  Dassault  reinvests  in  research  and  development. 


"All  the  details  are  aware  of  all  the  details 
around  them,"  explains  Frank  Statkus,  a 
Boeing  vice  president  in  charge  of  the  tech- 
nology for  the  7E7.  Boeing  won't  let  first- 
tier  suppliers  collaborate  on  the  7E7  unless 
they,  too,  invest  in  Dassault's  software. 

The  software  will  also  allow  Boeing  to 
simulate  the  way  the  plane  will  be  assem- 
bled in  the  factory  before  a  single  piece  of 
machinery  is  purchased.  That  can  avoid 
costly  delays  if  engineers  need  to  rejigger 
factory  bottlenecks.  The  software  can  also 
simulate  wear  and  tear  over  many  years  to 
predict,  for  instance,  when  a  hydraulic 
pump  is  likely  to  fail. 

And  because  the  data  about  the  plane 
are  stored  digitally,  Dassault's  technology 
can  keep  tabs  on  each  plane  long  after  it 
reaches  customers'  hands.  Computerized 
records  will  show,  for  instance,  how  many 
hard  landings  that  plane  experienced,  how 
many  times  the  cabin  was  pressurized  and 
how  much  damage  was  caused  when  a 
catering  truck  ran  into  it  on  the  tarmac. 

"What  it  means,"  says  Statkus,  "is  that 
we  can  design  it  better,  analyze  it  faster, 
build  it  quicker,  certify  it  quicker  and  sup- 
port it  forever  using  these  tools." 

Boeing  and  its  suppliers  are  paying 
Dassault  an  estimated  $20,000  per  desk- 


top, or  $120  million. 

Dassault,  the  second-largest  software 
company  in  Europe,  behind  SAP,  is  hardly 
known  in  the  U.S.  That's  because  most  of 
its  software  is  distributed  and  serviced 
worldwide  by  IBM.  Dassault  handles  re- 
search and  development.  About  60%  of 
Dassault's  $900  million  in  revenue  last  year 
came  via  IBM,  the  rest  through  its  own  sales 
force.  On  an  IBM-mediated  sale,  the  soft- 
ware license  revenue  is  split  50-50.  But  the 
revenue  IBM  takes  in  from  Dassault  prod- 
ucts is  dwarfed  by  what  it  takes  in  from 
sales  of  other  hardware,  software  and  ser- 
vices to  the  Dassault  buyers — an  estimated 
$2  billion  last  year,  analysts  say. 

Dassault,  whose  3-D  design  software, 
Catia,  is  now  standard  in  the  aerospace  and 
automotive  industries,  is  also  now  the 
biggest  player  in  the  emerging  $8  billion 
PLM  market.  It  has  picked  up  two  points  of 
market  share  during  each  of  the  past  three 
years.  It's  now  at  22%,  and  analysts  say  it's 
well  positioned  to  keep  growing  as  it 
branches  beyond  the  aerospace  and  auto 
industries  to  markets  like  consumer  elec- 
tronics, packaged  goods  and  shipbuilding. 
Its  chief  competitor,  UGS  PLM  Solutions, 
was  spun  off  recendy  from  EDS  to  a  group 
of  financial  investors,  including  Bain  Cap- 


Sources:  Boeing;  Dassault  Systemes. 


ital.  The  number  three  player,  PTC  (for- 
merly Parametric  Technology),  has  faltered 
badly  in  recent  years.  New  challenges  are 
coming  from  smaller  firms,  such  as  Think3, 
that  compete  for  midsize  customers. 

Foreign  currency  exchange  rates  have 
masked  the  growth  of  Dassault,  based  in 
Suresnes,  France.  Revenue  fell  2%  in  2003, 
but  would  have  risen  5%  absent  currency 
fluctuations.  Earnings  before  interest  and 
taxes  rose  3%  to  $253  million  last  year. 

Dassault's  grand  experiment  with  the 
Boeing  7E7  is  just  getting  started,  so  it's  too 
early  to  point  to  results.  But  one  other  avi- 
ation company  that  has  used  the  software 
on  a  smaller  scale  says  the  benefits  are  clear. 
Cessna  Aircraft  used  Dassault's  software  to 
design  a  new  entry-level  business  jet,  the 
Citation  Mustang.  Says  Cessna  information 
technology  executive  Kermit  Dixon:  "It's 
about  doing  things  right  the  first  time.  We 
always  get  to  the  right  place,  but  it's  how 
quick  can  we  get  there?" 

The  French  government  recendy  sold 
its  1 5%  share  of  Dassault,  increasing  the 
amount  of  stock  that's  available  to  outside 
investors  to  48%.  Dassault's  largest  share- 
holder, with  45%,  is  the  family  of  company 
founder  Marcel  Dassault.  The  ADRs  trade  at 
$43,  or  28  times  trailing  earnings. 
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PGA  TOUR 

by  Al  Barkow 

[n  the  earliest  days  of  the  PGA  TOUR,  staging  a  tournament  had  the  improvisational  air  and 
folksy  energy  of  Mickey  Rooney  in  one  of  his  1940s  Andy  Hardy  movies,  getting  all  the 
kids  together  to  "put  on  a  show."  Over  the  many  years  since,  the  enthusiasm  has 
emained,  unquestionably,  but  most  of  the  details  have  changed  significantly.  Tournaments  are 
definitely  not  held  in  the  high  school  gymnasium  anymore,  so  to  speak,  and  the  kids  aren't  ask- 
ng  the  local  pharmacist  to  put  up  a  few  bucks  for  costumes.  In  short,  the  PGA  TOUR  now  runs 
ike  the  remarkably  professional  organization  it  is. 
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hich  makes  for  more  eye-catching  documents  and  entertaining 
resentations.  Not  only  that,  the  black-and-white  output  is  delivered 
t  the  same  cost  as  traditional  black-and-white  printing.  Adding  some 
olor  definitely  means  not  business  as  usual. 
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PGA  TOUR 
Through  the  Ages 

The  foundation  of  the  PGATOUR  was 
and  remains  the  financial  support  o* 
groups  seeking  to  sell  their  particular 
products.  In  the  1920s  and  '30s,  many 
of  these  tournament  sponsors  included 
resort  hotels  trying  to  attract  vacation- 
ers to  their  establishments,  and  cham- 
bers of  commerce  advertising  their 
communities  as  fine  places  to  reside, 
work  and  do  business.  Golf  tourna- 
ments in  which  the  game's  best  players 
competed  received  nationwide  newspa- 
per and  radio  coverage,  and  in  this  way, 
those  messages  were  conveyed. 

The  American  economy  boomed  dra- 
matically following  World  War  II,  and  golf 
grew  with  it.  Sole  sponsorship  of  PGA 
TOUR  events  became  financially  prohibi- 
tive for  the  traditional  backers,  and  corpo- 
rate America  began  to  get  involved.  This 
development  took  solid  hold  when  news 
organizations  dropped  a  long-held  policy 
of  not  printing  the  names  of  commercial 
entities  attached  to  sports  events,  on  the 
basis  that  it  amounted  to  free  advertising. 
Thus,  General  Motors  called  its  tourna- 
ment the  Buick  Open,  but  it  was  held  in 
Flint,  Mich.,  and  reported  by  the 
Associated  Press,  United  Press 
International,  the  New  York  Times  and 
others  as  the  Flint  (or  Michigan)  Open. 


When  that  quasi-rule  was  quashed, 
more  and  more  businesses  sponsored 
PGA  TOUR- events;  and  all  the  more 
when,  beginning  in  the  late  1950s,  reg- 
ular television  coverage  of  the  PGA 
TOUR  began  and  the  charismatic 
Arnold  Palmer  came  onto  the  compet- 
itive scene.  The  combination  stimulat- 
ed expanded  interest  in  professional 
tournament  golf.  Its  audience  grew  to 
millions  of  viewers  a  week,  as  the  PGA 
TOUR  was  once  and  for  all  accepted  as 
a  major-league  sporting  enterprise. 

Today,  many  of  the  major  networks 
(ABC,  CBS,  NBC)  and  cable  carriers 
(ESPN,  the  Golf  Channel  and  USA) 
cover  the  PGA  TOUR,  as  well  as  the 
Champions  and  Nationwide  Tours. 
Accordingly,  tournament  production 
values  have  risen  to  conform  to  this 
status.  Purse  money  has  escalated 
exponentially,  as  well  as  the  scope  of 
the  tournaments. 

The  PGA TOUR's  annual  schedule  runs 
from  January  through  early  November.  All 
but  four  tournaments  —  the  Masters,  the 
U.S.  and  British  Opens,  and  the  PGA 
Championship  —  are  under  the  aegis  of 
the  PGATOUR.  It  oversees  all  aspects  of 
the  competition  —  from  the  length  of  the 
rough,  width  of  the  fairways  and  speed  of 
the  greens,  to  the  daily  pairings,  pin  posi- 
tions and  rules. 


Sponsoring  a  PGA  TOUR 
Event  —  The  Criteria 

Companies  that  desire  to  sponsor  a 
tournament  must  go  through  the  PGA 
TOUR  and  meet  various  criteria.  The  geo- 
graphic location  of  the  tournament  and 
the  date  the  sponsor  seeks  must  fit  into 
the  preexisting  schedule.  A  new  title 
sponsor  also  might  move  into  a  slot  that 
was  no  longer  on  the  schedule  and 
should  be.  For  example,  in  2003  the 
Deutsche  Bank  Championship  brought 
the  PGATOUR  back  to  the  extremely  golf- 
friendly  Boston  area.  Another  example  is 
the  Wachovia  Championship,  which  in 
2003  returned  PGATOUR  golf  to  a  strong- 
hold, Charlotte,  N.C. 

The  course  has  to  be  sufficiently  chah 
lenging  for  the  best  golfers  in  the  worldj 
PGATOUR  officials  make  that  judgment 
initially,  with  the  players  themselves 
eventually  having  considerable  input.  The 
Deutsche  Bank  Championship  is  played 
on  a  new  Arnold  Palmer-designed 
Tournament  Players  Club  layout  that  has1 
undergone  a  number  of  revisions  that  the 
players  suggested  The  course  mus1 
have  adequate  total  length  and  be 
designed  to  demand  not  only  power,  bu1 
accuracy.  It  must  be  well  conditioned 
good  grass  tightly  mown  and  fast, 
smooth  greens.  An  adequate  practice 
area  for  the  players  is  essential. 

Of  course,  the  PGATOUR  provides  the 
players.  While  every  PGA  TOUR  playei 
must  play  a  certain  number  of  events 
every  year,  he  is  the  sole  arbiter  of  where 
and  when  those  appearances  will  be 
Each  player's  decision  is  based  in  gooc 
part  .on  the  quality  of  the  golf  course  anc 
whether  it  suits  his  game. 

The  amount  of  the  purse  money  is 
also  a  factor  in  the  players'  decision  tc 
enter  a  tournament,  although  not  as 
much  as  it  might  have  been  in  the  pas" 
—  no  PGA  TOUR  event  today  offers 
less  than  a  $3  million  total  purse.  Tigei 
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/oods  describes  another  element 
'hen  he  says,  "You're  attracted  to  a 
lurnament  because  of  the  field.  That, 
)  me,  is  exciting;  when  you  have  a 
lance  to  play  against  the  best." 
It  is  up  to  the  tournament  to  entice 
;  many  as  possible,  if  not  all,  of  the 
ip-ranked  players  to  its  event,  and  it 
as  representatives  visiting  TOUR 
:ops  to  persuade  players  to  come  to 
3  event. 

Other  elements  that  may  seem  more 
lundane,  are  also  vital  to  the  process  of 
acuring  a  PGA  TOUR  date.  There  must 
3  ample  space  to  accommodate  an  aver- 
se daily  gallery  of  35,000  and  even  more 
-the  FBR  Open  near  Phoenix  entertains 
excess  of  100,000  fans  daily.  Adequate 
iom  is  needed  around  and  between 
Dies  for  spectator  grandstands,  and  for 
ns  on  foot  to  watch  the  play  and  move 
ong  with  it. 

The  attendance  also  requires  sizable 
arking  areas  on  the  course  or  within  a 
ilatively  short  shuttle  distance.  Room  is 
so  required  for  hospitality  tents  that  the 
:le  sponsor  and  other  corporate  and 
cal  groups  provide  for  their  guests,  as 
ell  as  for  concession  stands  and  other 
Dnveniences  to  serve  the  general  public, 
ae  ideal  site  for  a  tournament  has  two 
aurses,  one  on  which  to  compete  and 
ie  other  to  meet  all  tangential  needs. 


The  Power  Behind  a  PGA 
TOUR  Tournament 

Almost  every  tournament  has  a  title 
sponsor,  which  in  nearly  every  case  is  a 
corporation.  The  title  sponsor's  name  is 
indelibly  associated  with  the  tournament. 
Thus,  there  are  events  such  as  the  AT&T 
Pebble  Beach  National  Pro-Am,  the  EDS 
Byron  Nelson  Championship  and  the 
John  Deere  Classic,  all  of  which  have 
signed  on  as  title  sponsors  through  2010. 
Title  sponsors  provide  the  majority  of  the 
purse  money,  the  golf  course,  promotion 
of  the  event  and  much  of  the  staff  that 
attends  to  myriad  elements  of  such  a 
complex  operation.  Considerable  staff  is 
also  provided  by  local  associations.  These 
include  presenting  corporate  sponsors, 
junior  chambers  of  commerce  (Jaycees) 
and  associations  such  as  the 
Thunderbirds  in  Phoenix  or  the 
Salesmanship  Club  in  Dallas,  whose  sole 
purpose  is  to  stage  the  tournaments  and 
raise  money  for  charity. 

On  average,  1,500  people  work  behind 
the  scenes  to  make  a  PGA  TOUR  event 
happen.  They  do  the  nitty-gritty  work  that 
is  vital  to  a  smooth  and  successful  expe- 
rience. It  includes  overseeing  parking  lots, 
marshaling  the  galleries,  operating  the 
press  room,  driving  shuttle  buses  and 
courtesy  cars,  and  taking  tickets  at  the 
gates.  If  the  sponsor  had  to  pay  all  those 
people  only  the  federally  mandated  mini- 
mum wage,  the  operational  cost  would 
be  so  great  as  to  make  it  very  difficult,  if 
not  impossible,  to  present  the  event ...  at 
least  for  the  amount  of  purse  money  that 
is  offered.  Herein  lies  the  magic  wand 
that  allows  each  tournament,  indeed  the 
entire  PGA  TOUR,  to  function  as  it  does. 

Giving;  Back  — 
The  Charity  Factor 

Virtually  every  tournament  on  the  PGA 
TOUR  donates  all  profits  after  expenses 
to  charities,  and  most  of  the  aforemen- 


tioned peripheral  work  is  done  by  volun- 
teers, individuals  from  the  community  in 
which  the  tournament  is  being  played 
who  devote  at  least  one  full  week  of  their 
time,  often  personal  vacation  time,  for  the 
sake  of  charity. 

No  other  professional  sport  operates  on 
this  premise.  Every  PGA  TOUR  tourna- 
ment represents  an  amazing  cooperative 
effort  between  large  corporations  and 
shirtsleeved  folks  from  the  neighborhood. 
It  is  a  remarkable  synergy.  The  charity  fac- 
tor was  a  part  of  the  PGATOUR  before  cor- 
porate involvement  became  predominant, 
but  the  TOUR  could  only  have  expanded  to 
the  extent  it  has  because  of  the  greater 
financial  wherewithal  of  corporations,  and 
the  inherently  wider  range  of  interests 
large  companies  bring  to  the  equation. 

Canon  U.S.A.,  Inc.  — 
Supplying*  Equipment 
and  Helping  Find 
Missing  Children 

There  is  no  question  that  corpora- 
tions engage  in  PGATOUR  events  as  a 
way  to  increase  or  expand  their  busi- 
ness interests.  Insurance  companies 
hope  to  sell  more  policies,  brokerage 
houses  more  stocks  and  bonds,  and  so 
on.  But  at  the  same  time,  because  of 
the  charity  aspect,  these  sponsors 
have  found  exceptionally  creative  ways 
to  bring  transcendent  benefits  to  the 
communities  where  the  tournaments 
are  held  —  benefits  that  in  and  of 
themselves  have  no  direct  impact  on  a 
corporation's  bottom  line,  but  make 
invaluable  humanitarian  contributions. 

A  case  in  point  is  Canon  U.S.A.,  which 
for  18  years  —  from  1985  to  2002  —  was 
the  title  sponsor  of  the  Greater  Hartford 
Open.  Like  all  corporate  sponsors,  Canon 
wanted  to  associate  its  product  line  with 
a  demographic  especially  associated  with 
golf  —  in  this  case,  "businesspeople  who 
work  in  offices,"  as  a  Canon  spokesper- 


Advertisement  6 


terCard 

UTION 


Golfers  on  the  PGA  TOUR  accept  with  pleasure  and  pride  the  individualistic  nature  o 
their  game.  They  like  that  all  the  decisions  in  their  professional  lives  are  completely 
up  to  them.  They  alone  decide  what  club  to  use  and  the  type  of  shot  they  need, 
who  will  be  their  caddie  and  their  swing  coach,  when  and  where  they  will  compete  and 
how  they'll  get  there.  This  autonomy,  however,  comes  with  fiscal  responsibilities. 


PGA  TOUR  professionals  are  independent  contractors  who 
pay  their  own  expenses  and  look  after  their  own  financial  affairs, 
which  involves  keeping  separate  accounts  for  money  spent  for 
business  and  for  personal  expenditures.  What's  more,  because  a 
player  enters  some  25  tournaments  a  year,  with  rarely  two  locat- 
ed in  the  same  state,  he  must  also  keep  track  of  how  much  he 
owes  in  taxes  to  each  of  the  states  in  which  he  competes  and 
earns  money.  All  of  this  accounting  could  seriously  impinge  on 
the  necessary  intense  concentration  on  his  game. 

Enter  MasterCard 
International 

MasterCard,  the  official  credit  card  of 
the  PGA  TOUR  since  1995,  is  always 
seeking  ways  to  increase  its  impact  on 
the  TOUR  and  has  found  a  splendid  way 
to  ease  the  itinerant  life  of  its  players.  In 
2002  it  introduced  the  PGA  TOUR  Players 
MasterCard.  It  is  a  one-stop  shop  for  pay- 
ing bills,  separating  business  from  per- 
sonal expenses,  and  segmenting  and 
analyzing  expenses  by  tournament  and  state  to  simplify  tax 
preparations.  A  bonus-point  program  that  allows  players  to 
redeem  points  for  prepaid  cards  or  airline  tickets,  rental  cars, 
electronics  and  other  items  is  an  added  attraction. 

TOUR  players  typically  travel  with  an  IBM-provided  laptop,  so 
from  their  hotel  room  after  a  long  day  on  the  course,  they  can 
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access  all  their  transaction  details  and  download  them  to  a  finai 
cial  management  software  package  such  as  Smart  Data  Onlin 
Indeed,  approximately  half  of  the  PGA  TOUR,  Champions  Toi 
and  Nationwide  Tour  players  are  currently  using  the  PGA  TOU 
Players  MasterCard.  They  swear  by  it. 

"We're  traveling  so  much,  it's  hard  to  keep  up  with  our  expen: 
es,"    says   Tim    Clark,    who    has   won   over   $2  millic 
since  joining  the  PGA  TOUR  in  2001 .  "With  this  service,  I  dor 
have  to  worry  about  collecting  all  the  receipts  and  other  proofs 
purchase.  I  can  send  all  my  statements  directly  to  my  t? 

accountant  over  the  Internet."  A  load 
taken  off  Clark's  mind  that  leaves  mo 
room  for  mastering  his  game.  World  Gc 
Hall  of  Fame  member  Tom  Watson 
another  who  makes  good  use  of  the  PG 
TOUR  Players  MasterCard.  MBNA  issue 
multiple  cards  to  players,  depending  c 
each  individual's  specific  needs. 

This  service  has  been  designed  spec 
cally  for  PGA  TOUR  pros,  who  get  boni 
reward  points  upon  activation.  B 
MasterCard,  through  its  various  bank  partners,  can  provide  a  sinr 
lar  service  to  small-business  entrepreneurs,  who  may  not  face  tr 
unique  pressure  of  having  to  make  tricky  five-foot  putts  for  a  livin 
but  do  need  to  keep  a  good  grip  on  their  finances. 

For  more  information  on  MasterCard's  small-business  solutior 
visit  mastercardworking.com  or  call  1-866-MCWORKING. 
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new  driver:  $280 


new  hard  drive:  $  102 


keeping  business  and  pleasure  separate  (at  least  on  your  credit  card):  priceless 


for  more  ways  the  MasterCard  BusinessCard*  can  help  keep  track  of 
small  business  expenses, go  to  mastercardworking.com  or  call  l-866-MCWORK.ING. 
there  are  some  things  money  can't  buy.  for  everything  else  there's  MasterCard*' 
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Sometimes  it's  not  just  the  destination  but 
also  how  you  get  there  that  counts.  That's 
why  CRESTOR'  (rosuvastatin  calcium)  and 
the  PGA  TOUR  have  partnered  to  create  the 
CRESTOR  Charity  Challenge,  a  season-long 
competition  that  recognizes  the  tournament 
leader  entering  the  final  round  at  27  PGA 
TOUR  events  throughout  the  year. 

In  addition  to  adding  a  new  twist  to  TOUR 
competition,  CRESTOR,  an  AstraZeneca 
brand,  will  make  a  financial  contribution 
to  designated  health  care  and  PGA  TOUR 
charities.  The  CRESTOR  Charity  Challenge 
winner  will  be  recognized  for  his  perfor- 
mance on  the  golf  course  entering  the  final 
round. 

Tune  in  to  watch  all  the  PGA  TOUR  action 
and  see  who  wins  each  CRESTOR  Charity 
Challenge  event.  For  more  information,  log 
on  to  crestor.com/golf. 
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son  put  it.  The  tournament  was  also  used 
to  entertain  Canon's  customers,  many  of 
whom  were  based  in  the  northeast. 
Hartford  is  not  next  door  to  Canon's  head- 
quarters on  New  York's  Long  Island,  but  it 
was  the  only  location  available  that  was 
reasonably  close. 

When  Canon  signed  on,  the  tourna- 
ment was  already  one  of  the  oldest  on 
the  PGA  TOUR,  and  the  largest  golf  event 
in  the  New  England  region.  It  has  always 
attracted  top  players,  full  media  attention 
and  the  second-largest  live  attendance  on 
the  PGA  TOUR.  It  had  all  the  national 
exposure  it  could  want,  and  considerable 
cachet  for  entertaining  Canon  customers, 
who  were  flown  in  from  around  the  coun- 
try and  world  to  be  on  hand  to  mingle  in 
the  aura  of  a  major-league  sports  event. 

That  was  the  business  side  of  the  asso- 
ciation, which  is  essentially  the  same  for 
all  title  sponsors.  So,  too,  are  the  com- 
munity and  charitable  contributions 
derived  from  the  event.  When  Canon  con- 
cluded its  title  sponsorship  of  the  Greater 
Hartford  Open  after  the  2002  tournament 
(it's  now  sponsored  by  Buick),  it  had,  in 
partnership  with  the  Greater  Hartford 
Jaycees,  raised  over  $23  million  that  was 
distributed  to  a  wide  array  of  community 
programs,  including  river  cleanups,  grants 
and  scholarships  and  medical  resources. 

Canon  U.S.A.  remains  committed  to 
Hartford  and  the  PGA  TOUR.  The  com- 
pany still  provides  scholarships  to  the 


Champions 

tour 


community  and  is  the  official  copic 
and  imaging  provider  for  the  TOUR. 

Canon  recently  found  an  inventive  we 
to  promote  its  product  while  continuin 
to  make  a  worthy  humanitarian  contribi 
tion.The  Canon4Kids  initiative  is  a  collal 
oration  with  the  National  Center  f< 
Missing  &  Exploited  Children  (NCME( 
and  PGA  TOUR  pro  Briny  Baird,  who,  c 
his  golf  bag  every  week,  has  a  digit 
photo  of  a  missing  child  from  the  area 
which  he  is  competing.  The  picture 
accompanied  by  a  phone  number  for  pei 
pie  to  call  if  they  recognize  the  child  < 
have  information  that  might  lead  to  fim 
ing  him  or  her. 

In  this  way,  Canon  U.S.A.  promotes  i' 
digital-imaging  product  line  while  pe 
forming  a  noble  public  service  ar 
reminding  people  of  the  value  of  photi 
graphic  technology  in  law  enforcemen 
LPGA  player  Michelle  McGann  also  pa 
ticipates  in  this  program. 

MasterCard  —  Committed  t< 
Golf,  Committed  to  Giving 

MasterCard  has  had  a  long,  dee 
and  diverse  commitment  to  the  PG 
TOUR.  It  pays  dividends  to  the  comp, 
ny's  business,  and  at  the  same  tim 
supports  the  cost  of  putting  on  tourn. 
ments,  the  game  of  golf  as  an  institi 
tion  and  various  chanties  in  the  con 
munities  where  MasterCard 
involved.    The     "Official  Paymer 


r  By  the  Numbers 

4  The  number  of  tournaments  where 
Buick  and  Chrysler  each  serve  as  title 
sponsor,  the  most  on  the  TOUR. 

85  The  estimated  number  of  markets  rep- 
resented by  tournaments  on  all  three  Tours. 

2,000  The  estimated  number  of  charities 
that  receive  benefits  from  tournaments, 
players  and  sponsors  on  all  three  Tours. 

80,000  The  estimated  number  of  volun- 
teers who  assist  annually  with  tournament 
l  administration  during  PGA  TOUR  events. 


$82.8  million  The  record  amount 
of  charitable  contributions  in  2003  by 
all  three  Tours,  a  $10  million,  or  14%, 
increase  over  2002. 

$310  million  The  approximate  total 
purse  money  offered  for  PGA  TOUR, 
Champions  Tour  and  Nationwide  Tour 
events  in  2004. 

$1  billion  PGA  TOUR's  projected 
milestone  for  charitable  giving  in  the 
next  two  years. 
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Your  cholesterol's  high.  It  won't  subside, 
despite  all  of  your  efforts.  But  don't  lose  your  pride. 
Turns  out  most  cholesterol's  made  inside. 
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Ask  your  doctor  what  CRESTOR®  can  provide. 

Surprise!  It's  true.  Most  of  the  cholesterol  inside  you  doesn't  come  from 
the  food  you  eat,  but  from  your  body's  own  natural  processes.  Diet  and 
exercise  are  an  excellent  first  step  to  lower  cholesterol.  But  the  fact  is, 
many  people  with  high  cholesterol  just  plain  need  more  help.  That's 
why  you  should  ask  your  doctor  about  CRESTOR.  Adding  CRESTOR  to  a 
healthy  diet  has  been  proven  to  cut  bad  cholesterol  about  half  (52%  at 
10  mg  versus  7%  with  placebo;  your  results  may  vary).  CRESTOR  can 
even  raise  good  cholesterol.  That's  a  step  in  the  right  direction. 

For  more  information  on  good  cholesterol,  bad  cholesterol,  and  how 
CRESTOR  can  help,  ask  your  doctor  and  visit  CRESTOR.COM  or  call 
800-CRESTOR. 

Important  information:  CRESTOR  is  prescribed  along  with  diet  for 
lowering  cholesterol  and  is  not  for  everyone,  including  people  with  liver 
disease,  and  women  who  are  nursing,  pregnant  or  may  become  preg- 
nant. Tell  your  doctor  promptly  if  you  experience  unexplained  muscle 
pain  or  weakness,  as  they  may  be  a  sign  of  serious  side  effects.  Be  sure  to 
tell  your  doctor  about  other  medications  you  are  taking.  Simple  blood 
tests  are  needed  to  check  for  liver  problems  before  and  12  weeks  after 
start  of  therapy  or  change  of  dose,  and  periodically  thereafter.  Side 
effects  occur  infrequently  and  include  muscle  aches,  constipation, 
weakness,  abdominal  pain  and  nausea.  They  are  usually  mild  and  tend 
to  go  away.  CRESTOR  has  not  been  shown  to  prevent  heart  disease  or 
heart  attacks.  See  adjacent  page  for  additional  important  information. 

I  Now  you're  getting  somewhere. 


\ 


i  ft 

CRESTOR 

rosuvastatin  calcium 


REST0R.COM 


AstraZeneca 


CRESTOR  is  a  registered  trademark  of  the  AstraZeneca  group  of  companies 


Please  read  Ihis  summary  carelully  and  Ihen  ask  your  doctor  about  CRESTOR  No  advertisement  can  provide  all  the  inlormation  needed  to  determine  II  a  drug  is  right  tor  you. 
This  advertisement  does  not  lake  the  place  ot  carelul  discussions  with  your  doctor.  Only  your  doctor  has  the  training  lo  weigh  the  risks  and  benefits  ol  a  prescription  drug. 


BRIEF  SUMMARY:  For  lull  Prescribing  Information,  see  package  insert.  compared  with  healthy  volunteers  These  increases  are  considered  to  be  clinically  signifi-  rosuvastatin,  3,159  (31%)  were  65  years  and  older,  and  698  (6 8%)  were  75  years  an 

INDICATIONS  AND  USAGE  CRESTOR  is  indicated  1  as  an  adjunct  to  diet  to  cant  and  require  special  consideration  in  the  dosing  of  rosuvastatin  to  patients  taking  older  The  overall  frequency  of  adverse  events  and  types  of  adverse  events  were  similar  I 

reduce  elevated  total-C  LDL-C  ApoB  nonHDL-C  and  TG  levels  and  to  increase  HDL-C  in  concomitant  cyclosporine  (see  WARNINGS.  Myopathy/Rhabdomyolysis,  and  DOSAGE  AND  patients  above  and  below  65  years  ol  age  (See  WARNINGS,  Myopathy/Rhabdomyolysis 

patients  with  primary  hypercholesterolemia  (heterozygous  familial  and  nonlamilial)  and  ADMINISTRATION)  Warfarin:  Coadministration  of  rosuvastatin  to  patients  on  stable  The  efficacy  of  rosuvastatin  in  the  geriatric  population  £65  yea^Uge)  was  comparab 

mixed  dvslipidemia  (Fredrickson  Type  Ha  and  lib)  2  as  an  adjunct  to  diet  for  the  treatment  warfarin  therapy  resulted  in  clinically  significant  rises  in  INR  (>4,  baseline  2-3),  In  patients  to  the  efficacy  observed  in  the  non-elderly  ADVERSE  REACTIONS  Rosuvastabn 

of  patients  with  elevated  serum  TG  levels  (Fredrickson  Type  IV)  3  to  reduce  LDL-C  total-C  taking  cou'mann  anti  coagulants  and  rosuvastatin  concomitantly,  INR  should  be  determined  generally  well  tolerated  Adverse  reactions  have  usually  been  mild  and  transient  In  clinic 

and  ApoB  in  patients  with  homozygous  familial  hypercholesterolemia  as  an  adjunct  to  other  before  starting  rosuvastatin  and  frequently  enough  during  early  therapy  to  ensure  that  no  studies  of  10.275  patients,  3  7%  were  discontinued  due  to  adverse  experiences  attributab 

lipid-lowerinq  treatments  (e  g  LDL  apheresis)  or  il  such  treatments  are  unavailable  significant  alteration  of  INR  occurs.  Once  a  stable  INR  time  has  been  documented,  INR  can  to  rosuvastatin  The  most  frequent  adverse  events  thought  to  be  related  to  rosuvastat 

CONTRAINDICATIONS  CRESTOR  is  contraindicated  in  patients  with  a  known  be  monitored  at  the  intervals  usually  recommended  for  patients  on  coumarin  anticoagu-  were  myalgia,  constipation,  asthenia,  abdominal  pain,  and  nausea  Clinical  Advers 

hypersensitivity  to  any  component  ol  this  product  Rosuvastatin  is  contraindicated  in  lants  If  the  dose  of  rosuvastatin  is  changed,  the  same  procedure  should  be  repeated  Experiences  Adverse  experiences,  regardless  of  causality  assessment,  reported 

patients  with  active  liver  disease  or  with  unexplained  persistent  elevations  of  serum  Rosuvastatin  therapy  has  not  been  associated  with  bleeding  or  with  changes  in  INR  in  >2%  of  patients  in  placebo-controlled  clinical  studies  of  rosuvastatin  are  shown  in  Table 

transaminases  (see  WARNINGS  Liver  Enzymes)  Pregnancy  and  Lactation  patients  not  taking  anti-coagulants  Gemfibrozil:  Coadministration  ot  a  single  rosuvastatin  discontinuations  due  to  adverse  events  in  these  studies  of  up  to  12  weeks  duration  occumt 

Atherosclerosis  is  a  chronic  process  and  discontinuation  ol  lipid-lowenng  drugs  during  dose  to  healthy  volunteers^*  gemfibrozil  (600  mg  twice  daily)  resulted  in  a  22-  and  19-  in  3%  of  patients  on  rosuvastatin  and  5%  on  placebo 

pregnancy  should  have  little  impact  on  the  outcome  ol  long-term  therapy  of  primary  hyper-  fold,  respectively,  increase  in  mean  C™*  and  mean  AUC  ot  rosuvastatin  (see  DOSAGE  AND  Table  1 .  Adverse  Events  in  Placebo-Controlled  Studies 

cholesterolemia  Cholesterol  and  other  products  ol  cholesterol  biosynthesis  are  essential  ADMINISTRATION)  Endocrine  Function  Although  clinical  studies  have  shown  that 

components  for  fetal  development  (including  synthesis  ol  steroids  and  cell  membranes)  rosuvastatin  alone  does  not  reduce  basal  plasma  Cortisol  concentration  or  impair  adrenal 

Since  HMG-CoA  reductase  inhibitors  decrease  cholesterol  synthesis  and  possibly  the  reserve,  caution  should  be  exercised  if  any  HMG-CoA  reductase  inhibitor  or  other  agent 

synthesis  ot  other  biologically  active  substances  derived  Irom  cholesterol,  they  may  cause  used  to  lower  cholesterol  levels  is  administered  concomitantly  with  drugs  that  may 

fetal  harm  when  administered  to  pregnant  women.  Therefore,  HMG-CoA  reductase  decrease  the  levels  or  activity  of  endogenous  steroid  hormones  such  as  ketoconazole, 

inhibitors  are  contraindicated  during  pregnancy  and  in  nursing  mothers  ROSUVASTATIN  spironolactone,  and  cimetidine  CNS  Toxicity  CNS  vascular  lesions,  characterized  by 


Rosuvastatin 

Placebo 

Adverse  event 

N=744 

N=382 

Pharyngitis 

9.0 

7.6 

Headache 

5.5 

50 

Diarrhea 

3.4 

29 

Dyspepsia 

3.4 

3.1 

Nausea 

3.4 

3.1 

Myalgia 

28 

1.3 

Asthenia 

2.7 

2.6 

Back  pain 

2.6 

24 

Flu  syndrome 

23 

18 

Urinary  tract  infection 

23 

16 

Rhinitis 

2.2 

2.1 

Sinusitis 

2.0 

1.8 

lipid-lowenng  therapies  have  been  associated  with  biochemical  abnormalities  ol  liver  lunc-  recommended  dose.  Edema,  hemorrhage,  and  partial  necrosis  in  the  interstitiurr 

tion  The  incidence  ol  persistent  elevations  (>3  times  the  upper  limit  of  normal  |ULN)  occur-  choroid  plexus  was  observed  in  a  female  dog  sacrificed  moribund  at  day  24  at  90  mg 

ring  on  2  or  more  consecutive  occasions)  in  serum  transaminases  in  fixed  dose  studies  was  by  oral  gavage  (systemic  exposures  100  times  the  human  exposure  at  40  mg/day  b; 

0  4, 0  0,  and  0.1  %  in  patients  who  received  rosuvastatin  5. 10, 20,  and  40  mg,  respectively.  AUC  comparisons)  Corneal  opacity  was  seen  in  dogs  treated  lor  52  weeks  at  6  mg/kg/day  ,„  addmon  the  following  adverse  events  were  reported,  regardless  of  causality  assessmer 

Inmostcases  the  elevations  were  transient  and  resolved  or  improved  on  continued  therapy  by  oral  gavage  Isystemic  exposures  20  times  the  human  exposure  at  40  mg/day  based  on  |n  >1%  0,  10  275  patients  treate()  wltn  roSuvastatin  in  clinical  studies  The  events 

or  after  a  brief  interruption  in  therapy.  There  were  two  cases  of  jaundice,  for  which  a  rela-  AUC  comparisons)  Cataracts  were  seen  in  dogs  treated  for  12  weeks  by  oral  gavage  at  ((Jta  occu(red    %%  „,  t(,esc  patienls  Body  as  a  whole:  kMmml  m  mtlM 

tionship  to  rosuvastatin  therapy  could  not  be  determined,  which  resolved  after  discontinu-  30  mg/kg/day  (systemic  exposures  60  times  the  human  exposure  at  40  mg/day  based  on  ,„w  cm  fm  inlKtm  pm  petac  pain  and  neck  pain  Cardiovs scul 

ation  ol  therapy  There  were  no  cases  of  liver  failure  or  irreversible  liver  disease  in  these  AUC  comparisons)  Retinal  dysplasia  and  retinal  loss  were  seen  in  dogs  treated  for  4  weeks  Syslem:  Hypertension,  angina  pectoris,  vasodilatation,  and  palpitation  Digestii 

trials  It  is  recommended  that  liver  function  tests  be  performed  belore  and  at  12  weeks  by  oral  gavage  at  90  mg/kg/day  (systemic  exposures  100  times  the  human  exposure  at  Sys|em:  constipation  gastroenteritis,  vomiting,  flatulence  periodontal  abscess,  ai 

foltowing  both  the  initiation  of  therapy  and  any  elevation  of  dose,  and  periodically  (e.g..  40  mg/day  based  on  AUC).  Doses  <30  mg/kg/day  (systemic  exposures  <60  times  the  gastrrtis  Endocrine:  Diabetes  melhtus  Hemic  and  Lymphatic  System:  Anemia  and  ecch 

semiannually)  thereafter.  Liver  enzyme  changes  generally  occur  in  the  first  3  months  of    mosis  Metabolic  and  Nutritional  Disorders:  Peripheral  edema  Musculoskelel 

treatment  with  rosuvastatin.  Patients  who  develop  increased  transaminase  levels  should  be                     :     S^mmV/tKmmmm      *  System:  Arthritis,  arthralgia,  and  pathological  fracture  Nervous  System:  Dimnei 

monitored  until  the  abnormalities  have  resolved  Should  an  increase  in  ALT  or  AST  of                                            ^(:;  insomnia,  hypertonia,  paresthesia,  depression,  anxiety,  vertigo,  and  neuralgia  Respirato 

3  times  ULN  persist,  reduction  of  dose  or  withdrawal  of  rosuvastatin  is  recommended                    v^L^ffffffr           ^Laar.afl  System:  Bronchitis  cough  increase-]  dyspnea  pneumonia  and  asthma  Skin  ai 

Rosuvastatin  should  be  used  with  caution  in  patients  who  consume  substantial  quantities  ot  Appendages:  Hash  and  pruritus  Laboratory  Abnormalities:  In  the  rosuvastatin  clinical  tri 

alcohol  and/or  have  a  history  of  liver  disease  (see  CLINICAL  PHARMACOLOGY.  Special  program,  dipstick-positive  proteinuria  and  microscopic  hematuria  were  observed  amoi 

Populations,  Hepatic  Insufficiency)  Active  liver  disease  or  unexplained  persistent  transam-  rosuvastatin-treated  patients,  predominantly  in  patients  dosed  above  the  recommendi 

inase  elevations  are  contraindications  to  the  use  of  rosuvastatin  (see  CONTRAINDICA-                 ^•^^■^■^^■^■^■^^^^^^^  dose  range  (i.e.,  80  mg)  However,  this  finding  was  more  frequent  in  patients  taking  rosuv 

TIONS)  Myopathy/Rhabdomyolysis  Rare  cases  ol  rhabdomyolysis  with  acute                  ^m  ~.        m  m—        an  statin  40  mg.  when  compared  to  lower  doses  of  rosuvastatin  or  comparator  statins,  thoui 

renal  failure  secondary  lo  myoglobinuria  have  been  reported  with  rosuvastatin  and  with                  W                ffW  1(1  mm  it  was  generally  transient  and  was  not  associated  with  worsening  renal  function.  (S 

other  drugs  in  this  class.  Uncomplicated  myalgia  has  been  reported  in  rosuvastatin-treated                  ^«  I  %  Lb  «r  I  \J  fl  PRECAUTIONS.  Laboratory  Tests )  Other  abnormal  laboratory  values  reported  wt 

patients  (see  ADVERSE  REACTIONS).  Creatine  kinase  (CK)  elevations  (>10  times  upper                                   ,    ,  •          i   •  elevated  creatinine  phosphokinase.  transaminases,  hyperglycemia,  glutamyl  transpep 

limit  ol  normal)  occurred  in  0.2%  to  0,4%  of  patients  taking  rosuvastatin  at  doses  ol  up  to                   POSU  V3 S L31I  PI  CctlCIUm  dase,  alkaline  phosphatase,  bilirubin,  and  thyroid  function  abnormalities  Other  adver 

40  mg  in  clinical  studies.  Treatment-related  myopathy,  defined  as  muscle  aches  or  muscle  events  reported  less  frequently  than  1%  in  the  rosuvastatin  clinical  study  program,  regar 

weakness  in  conjunction  with  increases  in  CK  values  >10  times  upper  limit  of  normal,  was  Human  exposure  at  40  mg/day  based  on  AUC  comparisons)  following  treatment  up  to  one  less  of          assessment,  included  arrhythmia,  hepatitis,  hypersensitivity  reactioi 

reported  in  up  to  0.1%  of  patients  taking  rosuvastatin  doses  of  up  to  40  mg  in  clinical  yea'-  did  not  reveal  retinal  findings  Carcinogenesis,    Mutagenesis,  ne ,  tace  edema,  thrombocytopenia,  leukopenia,  vesiculobullous  rash,  urticaria,  ai 

studies.  Rare  cases  ot  rhabdomyolysis  were  seen  with  higher  than  recommended  doses  Impoirment  of  Fertility  In  a  104-week  carcinogenicity  study  in  rats  at  dose  levels  angioedema>  kidney  failure,  syncope,  myasthenia,  myositis,  pancreatitis,  photosensitw 

(80  mg)  of  rosuvastatin  in  clinical  trials.  Factors  that  may  predispose  patients  to  myopathy  of  2, 20, 60,  or  80  mg/kg/day  by  oral  gavage.  the  incidence  of  uterine  stromal  polyps  was  (eactl0ri  myopathy.  ini  rhabdomyolysis  OVERDOSAGE  There  is  no  specific  trej 

with  HMG-CoA  reductase  inhibitors  include  advanced  age  l>65  years),  hypothyroidism,  and  significantly  increased  in  females  at  80  mg/kg/day  at  systemic  exposure  20  times  the  men,  m  tne  event  o)  overaose  |„  tt,e  event  of  overdose,  the  patient  should  be  treat 

renal  insufficiency.  The  incidence  of  myopathy  increased  at  doses  of  rosuvastatin  above  the  human  exposure  at  40  mg/day  based  on  AUC  Increased  incidence  of  polyps  was  not  seen  symptomaticalty  and  supportive  measures  instituted  as  required  Hemodialysis  does  n 

recommended  dosage  range  Consequently  1  Rosuvastatin  should  be  prescribed  with  at  lower  doses.  In  a  107-week  carcinogenicity  study  in  mice  given  10, 60, 200  mg/kg/day  by  Signitan,iy  ennance  clearance  of  rosuvastatin  DOSAGE  AND  ADMINISTER 

caution  in  patients  with  predisposing  factors  tor  myopathy,  such  as,  renal  impairment  (see  oral  gavage,  an  increased  incidence  of  hepatocellular  adenoma/carcinoma  was  observed  at  ^ON  The  patient  should  be  placed  on  a  standard  cholesterol-lowenng  diet  befo 

DOSAGE  AND  ADMINISTRATION),  advanced  age,  and  hypothyroidism,  2,  Patients  should  200  mg/kg/day  at  systemic  exposures  20  times  human  exposure  at  40  mg/day  based  on  recemng  CRr-sT0R  and  should  continue  on  this  diet  dunng  treatment  CRESTOR  can 

be  advised  to  promptly  report  unexplained  muscle  pain,  tenderness,  or  weakness,  particu-  AUC,  An  increased  incidence  ot  hepatocellular  tumors  was  not  seen  at  lower  doses  admtmsTered  as  a  single  dose  at  any  time  ot  day,  with  or  without  lood  Hyperchole 

larly  if  accompanied  by  malaise  or  fever.  Rosuvastatin  therapy  should  be  discontinued  il  Rosuvastatin  was  not  mutagenic  or  clastogenic  with  or  without  metabolic  activation  in  the  tero|emj0  (Heterozygous  Familial  and  Nonfamilial)  and  Mixe 

markedly  elevated  CK  levels  occur  or  myopathy  is  diagnosed  or  suspected.  3.  The  nsk  ol  Ames  test  with  Salmonella  typhimurwm  and  Escherichia  cok  the  mouse  lymphoma  assay,  Dyslipjdemio  (Fredrickson  Type  Mo  and  lib)  The  dose  range  lor  CRESTt 

myopathy  during  treatment  with  rosuvastatin  may  be  increased  with  concurrent  adminis-  and  the  chromosomal  abirration  assay  in  Chinese  hamster  lung  cells.  Rosuvastatin  was  IS  5 10  40  mg  once  ^  Tnerapy  wltn  CRESTOR  should  be  individualized  according  to  gt 

tration  of  other  lipid-lowenng  therapies  or  cyclosporine,  (see  CLINICAL  PHARMACOLOGY,  negative  in  the  in  mo  mouse  micronucleus  test.  In  rat  fertility  studies  wrth  oral  gavage  o(  therapy  and  response     ml\  recommended  starting  dose  ot  CRESTOR  is  1 0  mg  on 

Drug  Interactions,  PRECAUTIONS,  Drug  Interactions,  and  DOSAGE  AND  ADMINISTRA-  doses  of  5,  1 5,  50  mg/kg/day,  males  were  treated  for  9  weeks  prior  to  and  throughout  dai|y  |mtiatl0n  „,  ,herapy  ^  5  mg  once  da,|y  may  be  considered  tor  patients  requiring  le 

TION)  The  benefit  of  further  alterations  in  lipid  levels  by  the  combined  use  of  rosuva-  mating  and  females  were  treated  2  weeks  pnor  to  mating  and  throughout  mating  until  aggressive  i_rjL_c  reductions  or  who  have  predisposing  factors  tor  myopathy  (see  WAR 

statin  with  fibrates  or  niacin  should  be  carefully  weighed  against  the  potential  risks  ol  gestation  day  7.  No  adverse  effect  on  fertility  was  observed  at  50  mg/kg/day  Isystemic  |NGS  Myopathy/Rhabdomyolysis),  For  patients  with  marked  hypercholesterolemia  (LDL 

this  combination.  Combination  therapy  with  rosuvastatin  and  gemfibrozil  should  exposures  up  to  10  times  human  exposure  at  40  mg/day  based  on  AUC  comparisons).  In  >  190  mg/dL)  and  aggressive  lipid  targets,  a  20-mg  starting  dose  may  be  considered.  T 

generally  be  avoided.  (See  DOSAGE  AND  ADMINISTRATION  and  PRECAUTIONS.  Drug  testicles  ot  dogs  treated  with  rosuvastatin  al  30  mg/kg/day  for  one  month,  spermatids  giant  40.mg  dose  „,  CRESTOR  should  be  reserved  tor  those  patients  who  have  not  achieved  gt 

Interactions).  4  The  risk  ol  myopathy  during  treatment  with  rosuvaslatin  may  be  cells  were  seen  Spermatidic  giant  cells  were  observed  in  monkeys  after  6-month  treatment  ldl-C  at  20  mg  Isee  WARNINGS.  Myopathy/  Rhabdomyolysis)  After  initiation  and/or  up< 

increased  in  circumstances  which  increase  rosuvastatin  drug  levels  (see  CLINICAL  at  30  mg'kg  day  in  addition  to  vacuolationot  seminiferous  tubular  epithelium  Exposures  in  Mr3tl0n  0,  CRESTOR  lipid  levels  should  be  analyzed  within  2  to  4  weeks  and  dosa 

PHARMACOLOGY,  Special  Populations.  Race  and  Renal  Insufficiency,  and  PRECAU-  the  dog  were  20  times  and  in  the  monkey  10  times  human  exposure  at  40  mg/day  based  on  adiusted  accordingly  Homozygous  Familial  Hypercholesterolemia  I 

TIONS,  General).  5  Rosuvastatin  therapy  should  also  be  temporarily  withheld  in  any  body  surface  area  comparisons  Similar  findings  have  been  seen  with  other  drugs  in  this  recommended  starting  aose  cf  CRESTOR  is  20  mg  once  daily  in  patients  with  homozygo 

patient  with  an  acute,  serious  condition  suggestive  ol  myopathy  or  predisposing  to  the  class  Pregnancy  Pregnancy  Category  Jf  See  CONTRAINDICATIONS  Rosuvastatin  may  FH  ^  mmmm  recommended  daily  dose  is  40  mg  CRESTOR  should  be  used  in  the 

development  of  renal  failure  secondary  to  rhabdomyolysis  (e.g.,  sepsis,  hypotension,  cause  fetal  harm  when  administered  to  a  pregnant  woman  Rosuvastatin  is  contraindicated  patlents  as  an  ad|Un[t  t0  other  |jPid.|owenng  treatments  (e.g.,  LDL  apheresisl  or  if  su 

maior  surgery,  trauma,  severe  metabolic,  endocrine,  and  electrolyte  disorders,  or  in  women  who  are  or  may  become  pregnant  Safety  in  pregnant  women  has  not  been  estab-  treatments  are  unavailable  Response  to  therapy  should  be  estimated  from  pre-apheret 

uncontrolled  seizures).  PRECAUTIONS  General  Before  instituting  therapy  with  hshed  There  are  no  adequate  and  well-controlled  studies  of  rosuvastatin  in  pregnant  LDL.C  |eve]s  Qosage  in  Patients  Taking  Cyclosporine  In  patients  taku 

rosuvastatin,  an  attempt  should  be  made  to  control  hypercholesterolemia  with  appropriate  women  Rosuvastatin  crosses  the  placenta  and  is  found  in  fetal  tissue  and  amniotic  fluid  at  cyc|0sporine  therapy  should  be  limited  to  CRESTOR  5  mg  once  daily  (see  WARNING 

diet  and  exercise,  weight  reduction  in  obese  patients,  and  treatment  of  underlying  medical  3%  and  20%,  respectively,  of  the  maternal  plasma  concentration  following  a  single  Myopathy/Rhabdomyolysis  and  PRECAUTIONS  Drug  Interactions).  Concomitai 

problems  (see  INDICATIONS  AND  USAGE).  Administration  ol  rosuvastatin  20  mg  to  25  mg/kg  oral  gavage  dose  on  gestation  day  16  in  rats.  A  higher  fetal  tissue  distribution  Lipjd-Lov/ering  Therapy  The  effect  ot  CRESTOR  on  LDL-C  and  total-C  may 

patients  with  severe  renal  impairment  (CU,  <30  mL/min/1 .73  mZ)  resulted  in  a  3-fold  (25%  maternal  plasma  concentration)  was  observed  in  rabbits  after  a  single  oral  gavage  ennanced  wnen  used  in  combination  with  a  bile  acid  binding  resin  If  CRESTOR  is  used; 

increase  in  plasma  concentrations  of  rosuvastatin  compared  with  healthy  volunteers  (see  dose  of  1  mg/kg  on  gestation  day  18.  II  this  drug  is  administered  to  a  woman  with  repro-  combination  with  gemfibrozil  the  dose  of  CRESTOR  should  be  limited  to  10  mg  once  da 

WARNINGS.  Myopathy/Rhabdomyolysis  and  DOSAGE  AND  ADMINISTRATION),  ductive  potential,  the  patient  should  be  apprised  of  the  potential  hazard  to  a  fetus.  In  temale  (see  warnings  Myopathy/  Rhabdomyolysis  and  PRECAUTIONS.  Drug  Interaction! 

Pharmacokinetic  studies  show  an  approximate  2-fold  elevation  in  median  exposure  in  rats  given  oral  gavage  doses  of  5, 15, 50  mg/kg/day  rosuvastatin  before  mating  and  contm-  D^ge  j„  p0tients  With  Renal  Insufficiency  No  modification  ot  dosage 

Japanese  subjects  residing  in  Japan  and  in  Chinese  subjects  residing  in  Singapore  uing  through  day  7  postcoitus  results  in  decreased  fetal  body  weight  (female  pups)  and  necessary  for  patients  with  mild  to  moderate  renal  insufficiency  For  patients  wrth  seve 

compared  with  Caucasians  residing  in  North  America  and  Europe.  The  contribution  of  delayed  ossification  at  the  high  dose  (systemic  exposures  10  times  human  exposure  at  fena|  jmpairment  (CLc,  <30  mUmin/1  73  m:)  not  on  hemodialysis,  dosing  ol  CREST! 

environmental  and  genetic  factors  to  the  difference  observed  has  not  been  40  mg/day  based  on  AUC  comparisons)  In  pregnant  rats  given  oral  gavage  doses  ot  2. 20,  5hoM  be  star1ed  at  5  mg  once  ^  and  nol  ,0  exceed  iq  mg  once  daily  13 

determined.  However,  these  increases  should  be  considered  when  making  rosuvastatin  50  mg/kg/day  from  gestation  day  7  through  lactation  day  21  (weaning),  decreased  pup  precautions  General,  and  CLINICAL  PHARMACOLOGY.  Special  Populations.  Rei 

dosing  decisions  for  patients  of  Japanese  and  Chinese  ancestry.  (See  WARNINGS,  survival  occurred  in  groups  given  50  mg/kg/day,  systemic  exposures  >12  times  human  insufficiency) 

Myopathy/  Rhabdomyolysis;  CLINICAL  PHARMACOLOGY.  Special  Populations,  Race.)  exposure  at  40  mg/day  based  on  body  surface  area  comparisons  In  pregnant  rabbits  given   , 

Information  for  Patients  Patients  should  be  advised  to  report  promptly  unex-  oral  gavage  doses  ol  0  3  J ,  3  mg/kg/day  tram  gestation  day  6to  lactation  day  18  (weaning),  .       jm  M  CRESTOR  For  more  int. 

plained  muscle  pain,  tenderness,  or  weakness,  particularly  if  accompanied  by  mala.se  or  exposures  equivalent  to  human  exposure  at  40  mg/day  based  on  body  surface  rea  compar-  '  "          >       ^    |ess|0„a|  ,„„„,  „,,,  m  Prescrib| 

'ever  When  taking  rosuvastatin  with  an  aluminum  and  magnesium  hydroxide  combination  isons.  decreased  fetal  viability  and  maternal  mortality  was  observed  Rosuvastatin  was  not  J     „  (j  '   jt  ^  ,hem 

antacid,  the  antacid  should  be  taken  at  least  2  hours  after  rosuvastatin  administration  (see  teratogenic  in  rats  at  <25  mg/kg/day  or  in  rabbits  <3  mg/kg/day  (systemic  exposures 

CLINICAL  PHARMACOLOGY,  Drug  Interactions)  Laboratory  Tests  In  the  rosuvastatin  equivalent  to  human  exposure  at  40  mg/day  based  on  AUC  or  body  surface  companson,  Rx  only 

clinical  trial  program,  dipstick-positive  proteinuria  and  microscopic  hematuria  were  respectively).  Nursing  Mothers  It  is  not  known  whether  rosuvastatin  is  excreted  in  CRESTOR  is  a  trademark  ol  the  AstraZereca  group  of  companies 

observed  among  rosuvastatin-treated  patients,  predominantly  in  patients  dosed  above  the  human  milk  Studies  in  lactating  rats  have  demonstrated  that  rosuvastatin  is  secreted  into  ©AstraZeneca  2004 

recommended  dose  range  (i.e..  80  mg).  However,  this  finding  was  more  frequent  in  patients  breast  milk  at  levels  3  times  higher  than  that  obtained  in  the  plasma  following  oral  gavage  Licensed  |rom  SHIONOGI  &  CO  LTD  Osaka  Japan 

taking  rosuvastatin  40  mg,  when  compared  to  lower  doses  of  rosuvastabn  or  comparator  dosing.  Because  many  drugs  are  excreted  in  human  milk  and  because  of  the  potenbal  for  i^wth-M^Ai  p 

statins,  though  it  was  generally  transient  and  was  noi  associated  with  worsening  renal  tunc-  serious  adverse  reactions  in  nursing  infants  from  rosuvastatin.  a  decision  should  be  made  ™"u racru reo  i_ or  Asirazeneca  rnarmceuucais  ir 

tion.  Although  the  clinical  significance  of  this  finding  is  unknown,  a  dose  reduction  should  whether  to  discontinue  nursing  or  administration  of  rosuvastatin  taking  into  account  the  ™llm'"8Ion  ut , 

be  considered  lor  patients  on  rosuvastatin  40  mg  therapy  with  unexplained  persistent  importance  of  the  drug  to  the  lactating  woman  Pediatric  Use  The  safety  and  effective-  °Y  '™  5*™™    '  . 

proteinuria  during  routine  urinalysis  testing  Drug  Interactions  Cyclosporine:  When  ness  in  pediatric  patients  have  not  been  established  Treatment  experience  with  rosuvastatin  wronna,  m  utHtw  jm\ 

rosuvastatin  10  mg  was  coadministered  with  cyclosporine  in  cardiac  transplant  patients,  i"  a  pediatric  population  is  limited  to  8  patients  with  homozygous  FH,  None  of  these  patients  PCC  630100                          A  ct  ra  7onPi~3  V 

rosuvastatin  mean  Cm2x  and  mean  AUC  were  increased  11  fold  and  7-lold.  respectively,  was  below  8  years  ot  age.  Geriatric  Use  01  the  10,275  patients  in  clinical  studies  with  Rev  08/03  217017                   AAoLia£-CI  IC^a  4- 
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System  of  the  PGA  TOUR  and 
Dhampions  Tour,"  MasterCard  joins 
A/ith  IBM  and  Cialis  to  provide  conven- 
ent  on-site  scoreboards  at  more  than 
70  events  every  year. 

In  addition  to  being  the  title  sponsor 
}f  the  MasterCard  Championship, 
VlasterCard  has  also  begun  associations 
/vith  the  Champions  Tour's  MasterCard 
Classic  in  Mexico  and  the  prestigious  Bay 
Hill  Invitational  presented  by  MasterCard, 
A/hose  proceeds  are  given  to  the  Arnold 
3almer  Hospital  for  Children  and  Women. 
\nother  outstanding  contribution  is  being 
nade  to  the  widely  acclaimed  First  Tee 
urogram,  of  which  MasterCard  is  a 
lational  trustee.  In  that  capacity, 
MasterCard  will  donate  $1  million  over  a 
ive-year  period  to  The  First  Tee  in  the 
slew  York  City  and  St.  Louis  metropolitan 
areas,  which  are  the  company's  two  oper- 
ational hubs  in  North  America. 

\straZeneca  —  The 
CRESTOR  Charity 
Challenge 

Charity  seems  to  be  a  particularly 
nspiring  force  behind  corporate  inno- 
/ations.  For  instance,  AstraZeneca, 
A/hich  produces  CRESTOR  (rosuvas- 
atin  calcium),  a  cholesterol-lowering 
nedication,  has  devised  a  new  award 
hat  will  be  presented  at  27  PGA  TOUR 
ivents  beginning  in  2004.  It's  called 
he  CRESTOR  Charity  Challenge,  and 
A/ill  recognize  the  leader  entering  the 
inal  round  at  each  of  these  tourna- 
ments with  a  $100,000  charitable  con- 
ribution.  Half  of  the  amount  will  be 
donated  in  the  player's  name  to  a 
lealth  care  charity  of  his  choice;  the 
)ther  half  will  be  distributed  to  a  local 
;harity  selected  by  the  tournament. 

In  all,  AstraZeneca  and  CRESTOR 
will  donate  $2.7  million  in  2004  to 
lealth  care  and  PGA  TOUR  charities. 
\nd  CRESTOR  will  be  the  sponsor  of 
:he  PGA  TOUR's  year-end  charity  tele- 


vision program  scheduled  to  air  on 
December  18,  2004  on  ABC,  which 
highlights  some  of  the  special  individ- 
uals and  communities  that  benefit 
from  the  CRESTOR  Charity  Challenge 
and  the  PGA  TOUR's  charitable  giving. 

Constellation  Energy 
Tees  Up  a  Baltimore 
Classic  for  Charities 

Constellation  Energy  is  a  $9.7  billion 
Baltimore-based  energy  company  and 
the  largest  supplier  of  competitive 
electricity  to  commercial  and  industrial 
customers  in  North  America.  It  also  is, 
for  the  second  consecutive  year,  the 
title  sponsor  of  the  Champions  Tour's 
Constellation  Energy  Classic  played  in 
late  September. 

Constellation  Energy's  origins  date 
back  189  years  to  its  founding  as  the  first 
gas  utility  in  the  U.S.  Over  the  years,  that 
utility  evolved  into  the  Baltimore  Gas  and 
Electric  Company,  the  immediate  prede- 
cessor of  Constellation  Energy. 

The  company  launched  a  national 
branding  campaign  a  year  ago  to  expand 
its  national  name  recognition  as  a 
provider  of  electricity,  natural  gas  and 
other  energy-related  services  in  34 
states  and  three  Canadian  provinces. 
Constellation  Energy  selected  the 
Champions  Tour  as  a  platform  for  deliv- 
ering that  message. 

The  2003  inaugural  Constellation 
Energy  Classic  was  a  huge  success  that 
benefited  three  local  charities.  The 
Chesapeake  Bay  Foundation,  the  Kennedy 
Krieger  Institute  and  the  Baltimore  Living 
Classrooms  Foundation  each  received 
$100,000.  And  this  year,  the  list  of  chari- 
ties has  been  expanded  to  include  the 
Robert  Packard  Center  for  ALS  Research 
at  the  Johns  Hopkins  Hospital. 

Each  of  these  organizations  is 
focused  on  important  civic  and  social 
issues  —  the  quality  of  water  in  the 
Chesapeake  Bay,  the  treatment  of  chil- 


dren with  brain-related  disabilities, 
after-school  programs  for  at-risk  inner- 
city  children  and  Lou  Gehrig's  disease. 

Constellation  Energy  is  proud  to 
support  the  work  of  these  organiza- 
tions and  sponsor  the  Champions 
Tour's  Constellation  Energy  Classic. 

44  Tournaments,  44  Stories 

There  are  44  such  stories  to  tell  every 
year,  one  for  every  title  sponsor  of  a  PGA 
TOUR  event  —  not  to  mention  the  inte- 
gral local  organizations  and  the  subsidiary 
corporate  sponsors.  Some  critics  of  our 
popular  culture  disparage  the  naming  of 
sports  stadiums  and  professional  golf 
tournaments  after  corporations  that  buy 
that  right.  But  when  those  corporations 
expand  on  their  involvement  with  pro- 
grams to  further  the  welfare  of  everyone, 
the  naming  issue  takes  on  a  wholly  differ- 
ent coloration.  It  is  one  that  should  hardly 
be  mocked,  when  you  consider  that  with- 
in the  next  two  years  the  PGA  TOUR  and 
its  tournament  sponsors  will  have  donat- 
ed $1  billion  to  charities. 

Indeed,  the  competition  that  plays  out  in 
each  of  these  contests,  and  the  drama  that 
is  attached  to  it  and  the  players,  are  cer- 
tainly compelling  for  those  who  follow  the 
game  as  players  and  fans.  That  so  many 
people  will  benefit  from  it  no  matter  who 
wins  the  tournament  —  people  who  may 
not  know  the  difference  between  a  sand 
iron  and  a  sand  dab  —  gives  the  tourna- 
ment a  unique  kind  of  universality.  ■ 
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Energy  is  a  very  real  thing,  created  by  real  people  focused  on  the  needs  of  real  businesses. 
And  that's  why  choosing  Constellation  as  your  energy  partner  can  give  you  a  real  advantage 
We  offer  the  experience,  the  knowledge  and  the  vision  necessary  to  provide  tangible  results. 
To  learn  more,  visit  constellation.com. 
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The  way  energy  works.- 


Alnna 


ALAIN  J.P.  BELDA  HAD  JUST  TAKEN 
over  as  chairman  at  Alcoa — 
and  he  was  plenty  miffed.  The 
object  of  his  rage:  board  mem- 
ber Hugh  Morgan,  who  had 
recently  put  his  Australian  company, 
WMC,  up  for  sale.  For  more  than  40  years 
Alcoa  had  enjoyed  a  critical  partnership 
with  WMC,  which  shared  its  massive  baux- 
ite deposits  and  let  the  U.S.  company  in  on 
the  world's  cheapest  production  of  alu- 


mina, the  powdery  substance  that  is 
smelted  into  aluminum.  Much  of  the  out- 
put was  sold  on  long-term  contracts  by 
Alcoa  to  China.  A  new  partner  would  cre- 
ate a  huge  headache  over  that  supply — 
and  the  growing  relationship  with  China. 

But  in  addition  to  getting  mad,  Belda 
got  smart.  "Alcoa  will  turn  its  attention  to 
other  growth  initiatives  elsewhere  in  the 
world,"  he  wrote  in  a  letter  to  Morgan,  who 
quickly  resigned  from  the  board.  It  was 


"We  have  the  leverage  to  get  concessions":  Alain  Belda. 


picked  up  in  full  in  the  Australian  press. 
Belda  meant  it.  Alcoa,  the  world's  largest 
aluminum  company  after  its  2000  purchase 
of  Reynolds  Metals,  needed  new  sources  of 
growth.  As  U.S.  electricity  prices  kept 
climbing,  it  was  shuttering  more  and  more 
of  its  North  American  capacity.  European 
regulators  were  coming  down  on  Alcoa, 
too,  warning  that  other  acquisitions  were 
out  of  the  question  and  forcing  it  to  divest  a 
U.S.  smelter  and  an  Australian  refinery. 


How  to  make  money  smelting  aluminum:  Shut  down  U.S.  plants  and  open 
operations  in  China  and  Trinidad. 


BY  PHYLLIS  BERMAN 
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The  World  Is  Alcoa's  Oyster 

Travel  thp  Cflnho  anrl  wrwi  u;*  loe   ....          ..  *  . 


Travel  the  globe  and  you  can  hit  386  sites  where  the  company  mines  and  refines  bauxite 
■nto  sheet  metal,  soda  cans,  foil  and  castings  for  jet  engines  or  car  parts.  It's  also  looking 


smelts  alumina  or  turns  aluminum 
at  deals  in  Brunei  and  Bahrain. 


By  the  time  he  became  chairman  in 
2001,  Belda  was  already  lining  up  new  deals 
around  the  world  to  help  Alcoa  cut  costs 
and  find  new  resources,  production  capac- 
ity and  markets.  Over  the  last  three  years 
the  company  has  invested  $5  billion  in  new 
ventures  spread  among  41  countries. 
Among  the  latest  is  an  agreement  to  build  a 
$1  billion  smelter  in  Trinidad,  where  Alcoa 
is  negotiating  for  a  rate  lower  than  1 .5  cents 
per  kilowatt-hour  (versus  an  average  2.5 
cents  in  the  U.S.).  Then  there's  Russia, 
where  Belda  last  month  signed  an  agree- 
ment with  oligarch  Oleg  Deripaska,  whose 
company  Rusal  controls  75%  of  that  coun- 


try's aluminum  production,  to  buy  the 
largest  fabrication  plant  for  an  undisclosed 
sum;  betting  is  he  paid  next  to  nothing. 

"We  have  the  leverage  to  get  conces- 
sions," says  Belda,  who  despises  small  talk 
and  rarely  gives  interviews  to  the  U.S.  press. 
Those  concessions  resulted  in  lower  costs 
and  tax  savings  in  several  countries.  Along 
with  a  jump  in  the  price  of  aluminum,  they 
helped  Alcoa  improve  its  net  profit  margins 
from  2.1%  in  2002  to  4.4%  in  2003,  when  it 
pulled  in  $21.5  billion  in  sales. 

What  turned  Belda,  60,  into  a  cosmop- 
olite? He  was  born  one.  The  son  of  a  Por- 
tuguese mother  and  a  Spanish  Republican 


father  who  fled  his  native  land  in  the  late 
1930s,  Belda  was  born  in  Morocco  and 
moved  to  Brazil  at  age  3.  His  family  moved 
to  Canada  when  he  was  13,  then  back  to 
Brazil  when  he  was  17,  when  his  father 
died  in  a  car  accident.  "I  am  grateful  my 
youth  was  difficult,"  Belda  has  said. 

Something  certainly  drove  him  to  suc- 
ceed. Graduating  with  a  degree  in  business 
administration  from  Brazil's  MacKenzie 
University,  a  Presbyterian  college  in  Sao 
Paulo,  Belda  joined  Alcoa  in  1969  already 
able  to  speak  five  languages.  Within  a 
decade  he'd  taken  over  the  Brazilian  oper- 
ation, then  a  $100  million  business.  In 
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1980  the  government  decided  to  finance 
the  construction  of  a  $62  billion  project  in 
Amazonia,  including  a  hydroelectric  com- 
plex. To  take  greater  advantage  of  all  that 
cheap  juice,  Belda  pounced,  putting 
together  a  consortium  to  build  a  giant 
smelting  plant  in  Sao  Luis,  just  upstream. 
The  deal  kept  power  costs  low  for  two 
decades — never  more  than  20%  of  the 
international  spot  price  for  aluminum 
(compared  with  33%  in  the  U.S.).  Belda 
launched  bauxite  mining  and  refining 
operations  in  nearby  Pocos  de  Caldas. 

By  the  time  Belda  arrived  at  headquar- 
ters in  Pittsburgh  in  1994,  Brazil  was  a 
$1  billion  division.  "I  was  never  interested 
in  coming  to  the  U.S.,"  he  recalls.  "I  was  a 
big  fish  in  a  small  pond.  There  was  no  one 
to  get  under  your  skirts  all  the  time." 

The  culture  shock  was  mutual.  "I'll 
never  forget  the  sight  of  him  coming 
across  Mellon  Square  one  weekend  after- 
noon shortly  after  he  arrived,  with  his 
open  shirt  and  gold  chains,"  says  a  for- 
mer Alcoa  executive.  More  controversial 
yet,  Belda  showed  up  not  with  his  wife 
whom  everyone  had  met  in  Sao  Paulo, 
but  with  Haydee  Esteves,  who  is  now  wife 
number  two.  Not  long  after,  there  were 
rumors  that  Belda  had  arranged  for  his 
brother,  Ricardo,  to  be  promoted  to  head 
up  Alcoa's  Dutch  unit. 

But  Belda  did  fit  the  expectations  of  the 
famously  pugnacious  Paul  O'Neill,  who 
was  then  chairman.  O'Neill  put  the  Brazil- 
ian in  charge  of  a  favorite  project:  recreat- 
ing the  Toyota  manufacturing  process 
inside  the  aluminum  company.  Known  as 
ABS  (Alcoa  Business  System),  the  approach 
came  out  of  a  huddle  between  Belda  and  a 
couple  of  Harvard  Business  School  profs  to 
benchmark  and  manage  every  activity  of 
the  daily  work  flow,  from  producing  alu- 
minum window  frames  to  closing  the 
company  books  each  quarter.  By  2006, 
Belda  reckons,  streamlined  procedures  will 
have  saved  Alcoa  $3.3  billion. 

Five  years  in  Pittsburgh,  however, 
proved  more  than  enough.  A  year  after 
the  opening  of  a  new  headquarters,  and 
assured  he  was  next  in  line  to  succeed 
O'Neill,  Belda  moved  to  an  Alcoa  office 
in  New  York  City.  It  was  a  gesture  laden 
with  symbolism:  The  Pittsburgh  complex 
had  been  designed,  with  O'Neill's  input, 


to  flatten  corporate  hierarchy  by  getting 
rid  of  all  private  offices.  Belda  and  a 
group  of  60  executives  decamped  to  five 
floors  in  Manhattan's  midtown  Lever 
Building.  His  office  is  a  9-foot-by-9.-foot 
corner  cubicle — glass-enclosed,  over- 
looking Park  Avenue,  scarcely  a  piece  of 
paper  visible. "By  the  time  we  moved, 
40%  of  the  business  was  international," 
says  Belda.  "Soon  it  will  be  60%.  So  to  be 
near  our  international  partners,  we  had 
to  move  here." 

Belda  spends  most  of  his  time  on  the 
road  anyway.  Alcoa's  attempts  in  the  late 
1990s  to  shield  itself  from  commodity 
price  swings  have  kept  him  scrambling. 
Diversifying  the  fabricated-products 
lines — into  parts  for  gas  turbines,  jet 
engines  and  cars — backfired  during  the 
recession,  when  there  was  scant  revenue  to 
go  with  the  high  fixed  costs.  So  Belda 
turned  his  attention  back  to  traditional 
businesses,  alumina  and  aluminum. 

And  he  went  wherever  he  could  get  the 

I  was  never 
interested  in 
coming  to  the 
U.S.  No  one  got 

under  your  skirts. 
I  was  a  big  fish 
in  a  small  pond." 

best  deals.  Politics  sometimes  foiled  these 
plans.  Belda  proposed  to  the  Brazilian  gov- 
ernment last  year  that  Alcoa  spend  $2.7  bil- 
lion there  for  another  smelter  and  power 
generators  to  double  capacity.  But  despite  a 
close  relationship  with  President  Luiz  Inacio 
Lula  da  Silva,  the  government  electric  en- 
ergy agency  made  the  project  prohibitively 
expensive.  Alcoa  canceled  its  plans  for  the 
new  smelter  and  hydro  plants. 

By  negotiating  directiy  with  Quebec's 
former  Premier  Bernard  Landry,  Belda 
thought  he  had  a  deal  to  expand  in 
Canada,  scoring  a  fistful  of  benefits.  Build- 


ing on  two  existing  aluminum  plants  near 
the  St.  Lawrence  Valley,  he  intended  to 
increase  capacity  in  Canada  to  1 .4  million 
metric  tons  a  year,  while  exploiting  a  ten- 
year  tax  break  in  Quebec,  as  well  as  up  to 
$318  million  in  interest-free  loans.  The 
company  also  qualified  for  a  special  indus- 
trial power  rate.  But  when  a  new  liberal 
government  came  into  office  last  year, 
Alcoa  had  to  start  over. 

No  matter.  Iceland  was  happy  to  take 
its  business.  When  Norsk  Hydro  dropped 
out  of  a  plan  to  build  a  smelter  there,  Belda 
stepped  in,  offering  to  spend  $1  billion — 
provided,  of  course,  that  the  Reykjavik 
government  went  ahead  with  the  $2  bil- 
lion Karahnjukar  hydropower  project  at  its 
expense  and  with  only  one  customer: 
Alcoa.  As  an  added  bonus,  Alcoa's  smelter 
will  be  free  from  restrictions  on  green- 
house gas  emissions  because  of  Iceland's 
exemption  from  the  Kyoto  Protocol. 

Environmentalists  balked  at  the  flood- 
ing the  dam  would  cause  but  failed  to  pre- 
vail. The  government  decided 
the  2,000  or  so  construction 
jobs  and  1,000  permanent 
power-plant  positions  would 
help  repopulate  its  eastern  terri- 
tory. In  return,  Alcoa  promised 
to  help  finance  a  nearby 
national  park. 

Dealing  with  China  involves 
the  most  complex  tradeoffs  of 
all.  In  2001  Alcoa  took  an  8% 
stake  in  Chalco,  the  state-owned 
enterprise  that  operates  the  six 
largest  aluminum  smelters  in  the 
country.  But  Belda  wasn't  par- 
ticularly interested  in  the  low- 
margin  smelting  business,  which 
relies  on  imported  bauxite  (provided 
mainly  by  Alcoa)  and  relatively  high  energy 
costs.  A  seat  on  Chalco's  board  offered  Alcoa 
a  rare  window  on  the  Middle  Kingdom's 
markets.  Alcoa  also  got  the  right  of  first  re- 
fusal on  any  Chalco  venture  with  a  foreign 
partner.  And  the  deal  gave  Belda  some  pref- 
erential treatment  when  it  came  to  expand- 
ing prefabricating  plants.  Alcoa's  aluminum 
will  go  into  a  lot  of  Chinese-made  cars, 
houses  and  soda  cans  over  the  next  decade. 
"The  Chinese  want  what  the  U.S.  consumer 
already  has,"  Belda  says.  "It  is  unstoppable." 
So,  too,  for  the  moment,  is  Alcoa.  F 
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Are  these  people  in  the  corner  office  tone-deaf?  The  public  is 
clamoring  for  clean  corporate  governance,  and  here  they  are 
cutting  themselves  cute  little  side  deals  with  shareholders'  money. 


LAWMAKERS  APPLAUDED  WHEN  PRESIDENT  GEORGE  W.  BUSH 
signed  the  Sarbanes-Oxley  bill  into  law  on  July  30,  2002,  ushering 
in  a  postscandal  crackdown  aimed  at  curbing  the  kind  of  self- 
dealing  and  conflicts  of  interest  that  brought  down  Enron,  World- 
Com and  other  giants.  One  day  earlier  executives  at  Crescent  Real 
Estate  Equities  of  Fort  Worth,  Tex.  were  busy  trying  to  blunt  the 
impact  of  one  part  of  the  new  law. 

Sarbanes-Oxley,  among  other  things,  bans  company  loans  to 
executives  and  extending  the  terms  of  existing  loans.  Crescent 
previously  had  lent  $26  million  to  its  chief  executive,  John  Goff, 
and  $9  million  more  to  half  a  dozen  insiders,  to  buy  shares  in 
Crescent.  So  Crescent,  a  real  estate  investment  trust,  extended  the 
payback  deadline  by  ten  years.  Myriad  companies  made  similar 
moves  in  the  weeks  before  the  signing  ceremony.  Electronic  Arts 
gave  a  $4  million  loan  to  Warren  Jenson,  its  chief  financial  officer, 
admitting  in  a  filing  it  was  doing  so  a  month  prior  to  "the  prohi- 
bition on  loans  to  executive  officers."  Reebok  International  gave  a 
$300,000  relocation  loan  to  then-executive  Martin  Coles.  Wyeth, 
the  drugmaker,  handed  a  $250,000  relocation  loan  to  a  division 
president,  Ulf  Wiinberg. 

As  a  form  of  fringe  benefit,  most  corporate  loans  like  these  are 
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HAVE  THEY  NO  SHAME? 


petty  change,  really.  After  all,  you  expect  the  boss  to  be  paid  a 
few  million  dollars.  So  what's  wrong  with  them?  Just  that  they 
are  in  bad  taste.  Despite  all  the  furor  about  bad  governance, 
despite  the  bad  name  that  miscreants  at  Tyco  and  Enron  gave  to 
capitalism,  some  executives  are  still  practicing  old-fashioned 
corporate  cronyism.  Some  75%  of  companies  still  engage  in 
related-party  deals,  says  the  Corporate  Library,  a  research  group 
in  Portland,  Me.  that  studied  2,000  publicly  held  firms.  That 
means  the  companies  have  to  make  embarrassing  disclosures  in 
their  proxy  statements  about  nepotism,  property  leased  from  the 
boss,  corporate-owned  apartments  and  other  forms  of  insid- 
erism  that  ought  to  be  passe.  What's  the  matter  with  these  guys? 

With  help  from  the  Corporate  Library  and  a  review  of  520 
company  reports,  we  went  trolling  for  mischief  in  the  executive 
suite.  What  follows  is  a  summary  of  the  more  outlandish  moves. 
Please  note  that  none  of  them  is  illegal  (although  new  corporate 
loans  would  be )  and  a  lot  are  a  continuation  of  arrangements  in 
place  before  the  congressional  crackdown  on  self-dealing.  But 
self-dealing  is  bad  for  the  corporate  image.  Directors  should  give 
serious  thought  to  just  giving  the  boss  a  pay  raise,  if  he's  really 
hard  up,  and  knocking  off  the  monkeyshines. 


♦  BACK-SCRATCH  BUDDIES  ♦ 

Crescent,  a  publicly  held  REIT  that  owns  75  commercial 
properties  primarily  in  the  Southwest,  has  been  involved  in  at 
least  70  related-party  deals  totaling  $1.6  billion  since  1997, 
according  to  its  own  related-party  disclosures.  The  deals  entail 
investments  in  or  loans  to  companies  in  which  Crescent  insiders 
own  a  stake.  Crescent  has  booked  at  least  $279  million  in  related 
writedowns  for  these  deals  since  1999. 

"Crescent  engages  in  way  more  related-party  deals  than  the 
majority  of  other  REITs;  it  has  a  lot  of  conflicts  of  interest,"  says 
Ion  A.  Fosheim,  cofounder  of  Green  Street  Advisers,  a  research 
boutique  that  studies  REITs.  Crescent  officials  counter  that  the 
filings  create  a  misleading  picture.  They  argue  the  $1.6  billion 
figure  is  overstated  by  as  much  as  $200  million  by  dint  of  double 
counting.  They  say  deals  with  insiders  the  company  can  trust  are 
sometimes  better  for  shareholders  than  deals  with  strangers. 
And  numerous  deals,  Crescent  argues  in  an  e-mail,  are  due  to 
arcane  tax  rules  that  "place  very  strict  limits  on  the  amount  of 
operating  and  inventory  revenue  a  company  can  earn  without 
losing  its  REIT  status."  To  get  around  this  Crescent  created  sepa- 
rate units,  typically  owning  90%  or  more,  and  gave  1%  stakes — 
and  all  voting  control — to  a  Crescent  insider.  Once  the  old  rules 
were  reformed  in  2001,  the  REIT  retook  control  of  the  units, 
Crescent  says.  A  spokeswoman  says  the  REIT  "takes  very  seri- 
ously its  responsibility  of  full  and  complete  disclosure"  of  these 
deals  and  that  its  independent  directors  approved  them. 


One  insider  deal  was  particularly  ugly  for  Crescent,  which 
was  formed  in  1994  by  Goff  and  billionaire  Richard  Rainwater, 
now  chairman.  In  1997  Rainwater  got  Crescent  to  pay  Magellan 
Health  Services  $387  million  for  a  chain  of  psychiatric  hospitals. 
Crescent  and,Magellan  then  each  took  a  50%  stake  in  the  chain's 
holding  company,  Charter  Behavioral  Health  Systems.  Rainwa- 
ter held  a  19%  stake  in  Magellan,  and  his  wife,  Darla  Moore,  was 
a  director.  Goff,  for  his  part,  had  28,500  warrants  to  buy  Magel- 
lan stock,  along  with  57,000  shares;  disclosures  are  unclear  as  to 
whether  Goff  cashed  out  his  stake. 

In  2000  Charter  filed  for  bankruptcy  protection,  months  after 
60  Minutes  II  reported  on  allegations  of  mistreatment  at  the  Char- 
ter chain.  Crescent  eventually  booked  $170  million  in  writedowns 
to  cut  the  value  of  its  stake.  Crescent  insists  the  price  it  paid  for  the 
hospitals  was  fair;  it  says  a  committee  of  independent  directors, 
along  with  advisers  at  Merrill  Lynch,  concurred. 

Crescent  also  used  shareholder  capital  to  buy  a  house  in  2002 
from  its  chief  investment  officer,  Kenneth  Moczulski,  paying  him 
$2.7  million.  And  though  its  specialty  is  real  estate,  a  year  later  it 
effectively  admitted  it  overpaid  and  took  a  charge  of  $900,000  on 
the  deal.  Since  Sarbanes-Oxley  became  law,  Crescent's  related- 
party  disclosures  indicate  that  it  has  had  related-party  deals  total- 
ing $72  million. 


♦  FRIENDS  AND  FAMILY  ♦ 

American  Financial  Group's  84-year-old  chief  executive, 
Carl  H.  Lindner,  has  controlled  the  big  Cincinnati  insurer  and  its 
predecessors  for  26  years.  And  though  it  went  public  in  1995,  he 
still  runs  it  as  if  it  were  his  own  personal  fief;  he  owns  a  14% 
stake  and  his  family  owns  another  27%.  Since  1997  American 
Financial  has  done  at  least  $60  million  in  business  with  compa- 
nies owned  by  his  brothers  or  by  Lindner  himself. 

An  American  unit  in  1997  paid  $4.9  million  for  a  49%  stake 
in  a  private  ethanol  company,  New  Energy  Corp.  of  South  Bend, 
Ind.,  in  which  Lindner  had  invested  $5.1  million  for  a  51% 
share.  American  Financial  units  then  gave  the  ethanol  company 
a  $10  million  credit  line  and  a  $4  million  loan.  When  Lindner 
decided  to  buy  out  the  American-held  stake  in  2000,  instead  of 
putting  up  his  own  money  he  had  the  American  unit  accept  a 
$19  million  IOU,  a  subordinated  debenture,  from  New  Energy 
in  exchange  for  the  49%  interest.  The  ethanol  company  also  paid 
the  American  unit  $7.5  million  in  cash.  The  $19  million  subor- 
dinated debt  and  the  $4  million  loan  were  repaid  in  2003;  New 
Energy  still  has  access  to  the  $10  million  credit  line. 

Lindner  family  members  also  own  24%  of  Provident  Finan- 
cial Group  (American  owns  15%),  a  publicly  traded  state  bank 
that  paid  American  $3.3  million  in  2003  to  rent  its  main  bank- 
ing and  corporate  offices^  situated  in  the  same  buildings  as 


"I'm  surprised  at  the  amount  of  insider  dealmaking  still 
going  on— and  the  number  of  executives  who  are  in  on  it." 
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As  corporate  executives  line  their 
pockets  via  insider  deals,  investors  are  often  left 
clueless  as  to  just  how  they're  making  these  moves.  Here  are 
the  most  common  actions,  ranked  by  frequency.  Find  them  in  the 
related-party-transaction  section  of  a  company's  proxies  and  annual 
filings  with  the  Securities  &  Exchange  Commission.  The  numbers  don't  add  up  to 
100%,  as  companies  typically  engage  in  more  than  one  type  of  insider  deal.— E.M. 


47% 

Purchases  or  sales  of  insiders'  products  or  services. 

39% 

Loans  to  executives. 

35% 

Directors  who  sell  legal  or  banking  services  to  company. 

21% 

Buying,  selling,  lending  to  or  investing  in  companies  insiders  own. 

14% 

Hiring  relatives. 

11% 

Director  consulting  arrangements. 

10% 

Leasing,  selling  or  buying  airplanes  to  or  from  insiders. 

Company  borrowing  from  insider  or  insider's  company. 


Nice  Deals  if  You 
Can  Get  Them 


Source:  The  Corporate  Library. 


American's  headquarters.  American  says  the  rent  is  at  market 
rates.  During  2003  American  Financial's  units  invested  $20  mil- 
lion in  a  separate,  undisclosed  "unrelated  party,"  which  then 
used  those  funds  to  repay  $3.4  million  in  loans  and  fees  it  owed 
to  Provident. 

American  also  owned  49%  of  American  Heritage  Homes, 
a  home  builder  in  Orlando,  Fla.  51%-owned  by  Lindner's 
brothers.  American  paid  $3.6  million  for  its  stake  in  1995.  In 
1998  American  loaned  $8  million  to  the  home  builder,  which 
repaid  the  loan  when  American  sold  its  stake  in  2002.  Ameri- 
can says  it  netted  $9.3  million  on  the  sale;  it's  unclear  what 
the  brothers  earned.  Investing  in  home  builders  "is  not  some- 
thing we  generally  do,  I  can  tell  you  that,"  concedes  spokes- 
woman Anne  Watson.  Then  why  do  it  at  all?  "We  didn't  do  it 
in  a  large  way  here." 

UICI,  a  North  Richland  Hills,  Tex.  insurer,  has  done  tens  of 
millions  of  dollars  in  business  with  its  executives,  as  well  as 
with  companies  that  are  partly  owned  by  UICl's  founder  and 
chairman,  Ronald  Jensen,  73,  and  his  family.  Jensen  and  his 
adult  children  owned  59%  of  a  long-distance  company  that 
billed  UICI  $5  million  for  calls  from  2001  through  the  first 
half  of  2003.  The  phone  company  typically  charged  7  cents  a 
minute  for  long  distance,  higher  than  IDT's  5  cents  and 


AT&T's  6  cents.  UICI  says  it  put  this  contract  out  for  a 
competitive  bid. 

And  Jensen's  children,  through  their  company,  also  got  a 
put  option  to  sell  369,200  of  their  UICI  shares  back  to  UICI  for 
$11.9  million,  or  $32.25  a  share,  in  2002 — even  though  the 
stock  at  the  time  had  never  traded  higher  than  $20.  UICl's 
general  counsel,  Glenn  Reed,  says  that,  in  hindsight,  "the 
facts  proved  our  deal  was  not  a  good  one."  UICI  says  all  of 
these  deals  were  fair  and  were  approved  by  a  majority  of  its 
board,  and  that  Jensen  didn't  vote  on  them.  But  it  refuses  to 
identify  how  many  directors  voted  against  the  deals.  UICI  also 
gave  $3.7  million  in  loans  to  Gregory  Mutz,  who  stepped 
down  as  chief  executive  on  June  30,  2003.  UICI  forgave  $1.5 
million  of  the  loans,  and  by  2003  Mutz  paid  off  the  rest  in 
cash  by  selling  back  to  UICI  shares  that  the  company  had 
given  him. 

UICl's  conflicts  have  spilled  over  into  suits  alleging  UICI  is 
concealing  its  "incestuous  relationship"  with  a  nonprofit  that  it 
uses  to  sell  insurance.  The  suits  say  that  though  the  National 
Association  for  the  Self-Employed  purports  to  be  an  independent 
nonprofit,  it  really  is  run  by  Jensen's  children  and  his  former 
business  partner  in  order  to  sell  UICl's  insurance.  UICI  settled 
the  suits  in  May;  it  has  set  up  a  $25  million  reserve  to  handle 
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Aetna  HealthFuncP 


There's  beauty  in 
getting  things  under 
control.  Especially 
the  cost  of  benefits. 

Now  there's  proof  that  Aetna  HealthFund 
can  help  you  control  benefit  costs. 
According  to  a  new  study,  Aetna 
HealthFund  members' costs  increased  by 
just  1.5%  compared  to  double-digit 
increases  for  similar  populations  enrolled 
in  traditional  plans.  Members  of  Aetna 
HealthFund  plans  also  used  online 
support  tools  and  information  resources 
more  frequently,  and  increased  their  use 
of  generic  drugs  by  12.8%.  And  nine  out 
of  ten  members  said  they'd  choose  the 
plan  again.  It  all  serves  to  prove  that 
when  your  employees  are  informed  and 
empowered,  they  can  help  you  control 
costs.  To  find  out  more  about  how  Aetna 
HealthFund  plans  can  benefit  your 
business  and  your  employees,  call  your 
broker,  Aetna  representative,  or  visit  us 
today  at  aetna.com. 

We  want  you  to  know™ 


XAetna" 


Health 

Dental 

Pharmacy 

Disability 

Long-Term  Care 

Life 


©  2004  Aetna  Inc.  Aetna  HealthFund  plans  are  offered  through  Aetna  Life  Insurance 
Company.  Plans  contain  exclusions  and  limitations.  Information  is  based  on  an  Aetna 
Integrated  Informatics  study  of  Aetna  HealthFund  enrollment  (January-September  2003). 
-200463 


HAVE  THEY  NO  SHAME? 


any  payouts.  "We  disagree  with  the  allegations  in  the  com- 
plaints," says  Reed.  "The  lawsuits  did  not  have  merit." 

Anam  Semiconductor  and  Amkor  Technology  operate  a  world 
apart,  but  they  enjoy  a  rather  cozy  relationship.  Anam, 
in  Seoul,  South  Korea,  makes  microchips.  Amkor,  of 
West  Chester,  Pa.,  packaged  and  sold  them,  hawking  $874 
million  worth  of  Anam  chips  in  three  years,  from  2000  to 
2002,  or  17%  of  Amkor's  total  sales  in  the  period.  Amkor,  in 
the  same  time,  paid  $58  million  to  Anam  for  financial  ser- 
vices, construction  services,  materials  and  equipment,  which 
included  assistance  in  building  factories  in  the  Philippines. 
Amkor's  chief  executive:  James  Kim,  68.  Anam's  founder: 
Kim's  father,  H.S.  Kim. 

Amkor  held  a  42%  stake  in  Anam,  which  it  acquired  for 


♦  PLAY  BALL  ♦ 

On  the  board  of  FedEx  Corp.  is  sports  fan  J.R.  Hyde  III,  who 
with  his  wife  owns  13%  of  the  NBA  Memphis  Orizzlies  basketball 
team.  FedEx  paid  the  team  $90  million  for  a  multiyear  deal  to 
name  the  new  arena  in  Memphis,  Tenn.  the  FedExForum.  FedEx 
also  bought  $2  million  in  municipal  bonds  to  help  finance  it. 

FedEx  boss  Frederick  W.  Smith  owns  a  10%  stake  in  the 
Washington  Redskins,  which  sold  a  27-year,  arena-naming 
license  to  FedEx  for  $205  million.  He  presumably  isn't  getting 
rich  off  the  arrangement  since  he  bought  the  Redskins  stake 
long  after  the  license  deal  was  signed. 

Micky  M.  Arison,  54,  is  chief  executive  of  Carnival,  the  big  cruise 
line.  He's  also  chief  executive  and  an  owner  of  the  Miami  Heat 
basketball  team.  Carnival  paid  the  Heat  $675,000  in  fiscal  2002 
and  2003  for  sponsorship  and  advertising  as  well  as  season  tickets. 
That's  a  small  sum  given  Carnival's  $2.2  billion  in  earnings  for  the 
period.  "But  would  Carnival  be  spending  that  shareholder  money 
on  something  else  if  it  wasn't  for  Arison's  stake?"  asks  Young.  Both 
companies  say  these  are  just  good  marketing  moves. 


♦  COME  FLY  WITH  ME  ♦ 

Young  says  200  companies  have  leased  or  bought  airplanes  from 
insiders.  Among  them  is  Pilgrim's  Pride  of  Pittsburg,  Tex.,  a  chicken 
processor  with  $2.6  billion  in  annual  sales.  It  has  leased  an  airplane 
from  its  chief  executive  and  founder,  Lonnie  Pilgrim,  since  1985.  The 
chief  made  $656,000  in  fiscal  2003  from  this  deal,  on  top  of  his 
$1.7  million  compensation.  The  company  defends  the  pact  as  cost- 


Despite  the  bad  name  that  miscreants  at  Tyco  and  Enron 
gave  to  capitalism,  some  executives  are  still  practicing 
old-fashioned  corporate  cronyism. 


$501  million  in  1999  and  2000.  But  it  took  a  $172.5  million 
charge  on  its  Anam  holdings  in  2002  when  Anam  got  hit  by 
the  downturn  that  swept  the  semiconductor  industry.  It  has 
since  pared  its  holdings  to  4%,  losing  $275  million  in  the 
process.  In  February  2003  the  son's  Amkor  sold  its  chip- 
packaging  business  to  the  father's  Anam  for  $62  million.  The 
company  admits  in  filings  that  investors  "could  have  had  dif- 
ferent conclusions  as  to  fair  value"  of  such  deals  when  viewed 
on  a  "stand-alone  basis." 

Elsewhere  in  the  chip  business  Alliance  Semiconductor 
Chief  N.  Damodar  Reddy,  65,  has  committed  $20  million  of 
his  company's  cash  to  Solar  Ventures,  a  venture  capital  com- 
pany run  by  his  brother  C.N.  Reddy.  Other  unnamed  insid- 
ers bought  undisclosed  stakes  in  Solar,  but  Alliance  won't 
disclose  who  they  are,  and  it  won't  say  whether  its  chief  exec- 
utive is  one  of  them.  To  date  it  has  invested  $12.5  million. 
"The  question  is,  is  Reddy  using  shareholder  capital  just  to 
keep  afloat  his  brother's  fund  and  the  insiders'  investment?" 
says  Beth  M.  Young,  senior  research  associate  at  the  Corpo- 
rate Library. 


efficient  since  it's  in  a  small  town.  Pilgrim  also  provides  some  book- 
keeping services  for  his  personal  businesses  but  won't  give  details. 

That  any  company  would  shield  any  information  in  this  pious, 
postscandal  era  surprises  even  veteran  regulators.  Says  Lynn  Turner, 
former  chief  accountant  for  the  Securities  &  Exchange  Commis- 
sion: "I'm  surprised  at  the  amount  of  insider  dealmaking  still  going 
on — and  the  number  of  executives  who  are  in  on  it."  F 
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WANT  TO  INCREASE 

PRODUCTIVITY 

CONSIDER  DRUGS. 


These  days,  every  CEO  is  trying  to 
figure  out  ways  to  get  more  from  less. 
Productivity,  cost  cutting,  and  finding 
more  value  are  top  priorities. 

But  maybe  not  for  everyone.  Many 
parents  today  are  struggling  to 
figure  out  what  to  say  to  their 
kids  about  drugs  —  or  what  to  do 
about  an  existing  problem.  They 
may  be  your  very  best  people,  but 
they're  distracted  and  may  be  missing 
meetings  and  deadlines  —  which  can 
seriously  affect  your  business.  But 
there  are  things  you  can  do  to  help. 
Acknowledge  that  this  is  a  problem. 
Create  an  environment  where  people 
feel  comfortable  asking  for  help. 

Participate  in  the  (&'Work  program  — 


ffi 


SOCIETY  FOR 


RESOURCE 


MANAGEMENT 


a  free,  easy-to-implement  resource  that 
focuses  on  an  employee's  family  by 
providing  prevention  tips,  warning 
signs,  strategies,  and  information  on 
where  to  find  help. 

A  broad  range  of  small 
and  large  organizations  —  from 
private  businesses  to  government 
agencies  to  nonprofits  —  have 
implemented  the  @Work  program 
and  have  seen  what  it  can  do. 

The  one  thing  they  all  have  in 
common?  The  shared  knowledge  that 
helping  to  keep  an  employee's  family 
safe  is  —  without  a  doubt  —  one  of  the 
most  valuable  benefits  their  company 
can  ever  offer.  To  learn  more,  visit 
theantidrug.com/atwork 


WORK  |  theantidrug 


SPECIAL  ADVERTISING  SECTION 


MANAGING  STRATEGIC  SOURCINC 
SOURCING  FOR  REAL  

 SAVINGS 

n  their  continuing  efforts  to  improve  the  bottom  line,  more  and  more  companies  are  dissectin 
their  sourcing  processes  and  leveraging  technology  and  expert  advice  to  become  more  efficien 
eliminate  waste,  negotiate  better  terms  and  actively  manage  this  part  of  their  operations.  This  i 
especially  true  of  retailers  for  whom  sourcing  includes  everything  from  the  merchandise  on  the 
shelves  and  racks  to  the  shelves  and  racks  themselves,  plus  all  of  the  other  goods  and  service 
required  to  operate  stores.  In  perhaps  no  other  industry  are  a  company's  fortunes  so  directly  affecte 
by  the  effectiveness  and  efficiency  of  its  sourcing  operations. 


j 


I 


GNX  Raises  eSourcing  Bar 
For  Retailers  Like  Sears 

"The  benefits  of  better  sourcing  can  be  enormoi 
for  retailers,"  says  Joseph  Laughlin,  a  founder  and  tl 
chief  executive  officer  of  GlobalNetXchanj 
(GNX),  an  e-business  solution  and  service  providi 
for  the  global  retail  industry.  "But  many  retailers  ai 
wary  of  making  significant  changes  to  such  a  coi 
process,  especially  on  the  merchandise  side,  and  : 
they  limit  their  sourcing  efforts  to  safe,  non-me 
chandise  purchases.  In  doing  so,  they  may  leav 
money  on  the  table  and  miss  a  big  opportunity  i 
create  competitive  advantage." 


"The  benefits  of  better  sourcing  can  be  enormous  for  retailers."  —  Joseph  Laughlin,  CEO,  GlobalNetXchan^ 


This  critical  but  often  complex  merchandise  sourcir 
area  is  where  GNX  has  built  its  business.  By  streamlii 
ing  and  automating  the  full  range  of  sourcing  processe 
GNX  helps  retailers,  manufacturers  and  their  tradir 
partners  drive  successful,  sustainable  e-sourcing  pr< 
grams  that  encompass  both  merchandise  and  indirei 
goods  and  services.  GNX  supports  more  than  30  retai 
ers'  sourcing  programs,  including  five  of  the  top  10  glol 
al  retailers,  Laughlin  says,  because  GNX  has  built  a  re] 
utation  as  the  retail  industry's  leading  provider  ft 
goods-for-resale  sourcing. 

"We  help  customers  build  successful  sourcing  pr< 
grams  regardless  of  what  stage  they  are  at  in  the  e-souri 
ing  process,"  Laughlin  says.  "We  have  helped  custome 
implement  programs  from  scratch,  drive  change  mai 


ARE  YOU  BEATING  DOWN  SUPPLIERS  ON  PRICE  UNTIL  THEY  CAN'T  GET  UP? 

Sure,  hitting  suppliers  for  a  lower  price  can  drive  savings.  But  quality  may  be  more 
important  than  price.  Or  service  may  be  more  important  than  both.  When  you 
move  beyond  a  one-size-fits-all  approach  to  sourcing,  that's  Spend  Management. 
And  that's  Ariba.  We  can  help  implement  strategies  that  evolve  your  supplier 
relationships  and  transform  your  business.  To  get  your  complimentary  copy  of 
our  helpful  guide,  "Seven  Habits  of  Effective  Sourcing  Organizations,"  please 
call  us  at  1-866-772-7422  or  visit  www.ariba.com/source. 
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agement,  introduce  and  train  buyers,  identi- 
ty where  to  start  and  how  to  scale.  We  know 
retail  industry  sourcing  processes  and  chal- 
lenges, and  have  developed  core  competen- 
cies in  helping  companies  implement  quick- 
ly, tackle  tricky  change  management  issues 
and  ultimately  take  their  sourcing  programs 
to  the  next  level  to  optimize  benefits." 

Sears  is  a  great  example  of  how  GNX 
helped  introduce  e-sourcing  in  a  company 
with  deeply  established  merchandising  prac- 
tices, addressed  change  management  issues 
head  on  and  built  out  a  comprehensive  pro- 
gram that  is  now  part  of  the  company's  every- 
day business  processes.  Sears  employs  e-sourc- 
ing across  a  broad  cross-section  of  the  organi- 
zation, using  the  tool  to  negotiate  the  pur- 


agers,  a  nightmare  is  what  happens  when 
the  CEO  asks  you  for  a  list  of  the  company's 
top  10  suppliers  by  category  and  the  amount 
spent.  Producing  such  a  list  has  never  been 
easy  —  before  the  advent  of  electronic  tools 
and  processes,  it  often  required  a  three-  to 
six-month  consulting  engagement  that  pro- 
duced material  that  was  already  dated.  But 
sourcing  experts  agree  that  gaining  visibility 
into  corporate  spending  across  multiple 
departments,  locations  and  lines  of  business 
is  the  single  greatest  step  companies  can 
take  to  improve  strategic  sourcing  perfor- 
mance. And  better  strategic  sourcing  leads 
to  sustainable  savings  and  efficiencies. 

"Before  companies  can  leverage  their  pur- 
chasing dollars,  increase  efficiencies  and 


Many  of  the  world's  leading  companie; 
including  British  Airways,  Airbus,  Diagec 
Merrill  Lynch,  American  Expres; 
AstniZeneca,  OwensComing  and  Federal 
Mogul,  have  all  turned  to  Ariba  to  provid 
sourcing  solutions.  Additionally,  one  of  th 
world's  leading  oil  and  gas  companies  level 
ages  Ariba  solutions  to  share  category  know] 
edge  using  an  online  tool  connected  to  13' 
global  locations  in  85  countries,  allowing  cai 
egory  leaders  ro  monitor  and  advise  on  sourc 
ing  activities  and  push  relevant  strategic  an 
commodity-specific  information  in  real  tirru 
Category  teams  have  the  capability  to  collat 
orate  on  matters  such  as  aggregation  c 
demand,  implementation  of  strategies,  suppl 
er  selections,  cost  models  and  other  new  ides 


Many  of  the  world's  leading  companies  have  turned  to  Ariba  for  their  strategic  sourcing  solutions. 


chase  of  everything  from  Sears  brand  towels 
and  fashion  apparel  to  Craftsman  tools,  all 
the  way  to  store  fixtures  and  remodeling  ser- 
vices. Sears'  program  is  primarily  focused  on 
merchandise  sourcing  for  two  reasons:  The 
cost  of  goods  sold  is  a  huge  part  of  Sears'  total 
spend,  so  optimizing  operations  in  this  core 
area  has  a  visible  impact  on  the  company's 
bottom  line.  Also,  Sears  quickly  learned  that 
e-sourcing  was  not  about  price-based  auctions 
but  instead  provided  a  quick  and  efficient  way 
to  gather  all  of  the  information  needed  to 
make  complex  merchandise  sourcing  deci- 
sions, thereby  reducing  buying  time  cycles 
and  improving  process  efficiency  while  main- 
taining strict  product  quality  standards  and 
good  supplier  relationships. 

"In  the  competitive  world  of  retailing, 
Sears  doesn't  have  the  luxury  of  experi- 
menting with  'nice  to  have'  solutions,'  "  says 
Sears  Senior  Vice  President  and  CIO  Garry 
Kelly.  "We  only  invest  in  technologies  that 
are  guaranteed  to  have  an  immediate  posi- 
tive effect  on  operating  efficiency  —  and 
the  bottom  line.  The  GNX  Sourcing 
Solution  has  proven  to  do  just  that." 

Ariba  Strategic  Sourcing  Enables 
Enterprises  to  Buy  Smarter  and  Faster 

For  many  enterprise-purchasing  man- 


reduce  costs,  they  first  need  to  understand 
their  spending  patterns  and  see  where  the 
opportunities  for  savings  and  improvement 
lie,"  says  Emily  Rakowski,  Solutions 
Marketing  Manager  for  Ariba  Strategic 
Sourcing  Solution,  a  comprehensive  set  of 
products  and  services  that  helps  companies 
develop  a  sourcing  strategy  and  automate 
time-consuming  and  labor-intensive  process- 
es like  analyzing  spend,  developing  category 
strategies,  researching  suppliers,  conducting 
RFIs  and  RFPs,  negotiating  contracts  and 
measuring  supplier  performance. 

The  Ariba  Strategic  Sourcing  Solution 
allows  enterprises  to  gather  all  of  their  spend 
data  into  a  single  system,  cleanse  and  nor- 
malize it  in  an  automated  way  and  use  it  to 
identify  new  opportunities  for  savings  on  a 
monthly,  weekly  or  daily  basis. 

"Ariba  Strategic  Sourcing  allows  enter- 
prises to  address  spend  visibility  in  a  repeat- 
able,  real-time  and  proactive  way,"  says 
Rakowski.  "For  example,  it  can  be  indis- 
pensable in  helping  buyers  monitor  and 
take  advantage  of  opportunities  generated 
by  shifts  in  supply  markets  and  other  exter- 
nal dynamics  —  such  as  tracking  material 
indices,  supplier  news,  earnings  reports, 
technological  changes  and  the  entrance  of 
new  global  suppliers  into  a  particular  field." 


for  innovative  sourcing  in  their  categor 
Endorsement  and  approval  requirements  ar 
automated  within  the  tool.  The  tool  currenl 
ly  has  about  1,400  trained  users  around  th 
globe,  a  number  the  company  expects  to  groi 
to  over  10,000.  The  oil  and  gas  giant  expeci 
to  eventually  manage  at  least  10,000  t 
15,000  projects  a  year  with  the  Ariba  tool. 

General  Dynamics,  a  Global  1 50  divers; 
fied  aerospace  and  defense  manufacture 
has  rolled  out  the  Ariba  sourcing  tool  to  1 
of  its  16  business  units  and  is  currently  rur 
ning  more  than  $2  billion  a  year  throug 
the  solution.  The  company  is  managin 
approximately  300  sourcing  projects  pe 
month,  achieving  an  average  savings  c 
11%  on  the  vast  majority  of  its  direct  mate 
rial  and  operating  services  spend. 

"Many  companies  find  that  sourcing 
single  category  can  take  as  long  as  24  to  3 
weeks,  so  they  limit  their  sourcing  efforl 
to  just  a  few  key  categories,"  Rakovvsl 
says.  "Our  customers  typically  realize 
10%  to  15%  return  on  each  sourcing  pro] 
ect  within  an  eight-  to  12-week  time  pen 
od.  Because  it  takes  so  much  less  time  wit 
the  Ariba  solution,  they  gain  a  competi 
tive  edge  because  they  can  source  so  man 
more  categories  and  generate  more  hard 
dollar  savings."  I 


UT  DOES  YOUR  SOURCING  SERVICE  PROVIDER 
ECOGNIZE  THE  DIFFERENCE?  GNX  does,  because 
jr  business  is  retail.  We  know  that  merchandise 
turcing  -  the  suppliers  you  work  with,  the  items  you 
lect,  the  quality  you  demand  -  is  at  the  very  core  of 
»ur  business.  Merchandising  is  both  an  art  and  a 
ience,  and  you  need  a  sourcing  provider  that 
iderstands  that  balance. 

sing  tools  and  methods  developed  exclusively  for 
tail,  GNX  helps  your  buyers  become  more  effective  - 


gathering  information  from  around  the  globe  in  real 
time,  allowing  them  to  optimize  quality,  assortment, 
flexibility,  and  cost.  We  work  with  you  to  tailor  a 
program  that  supports  your  merchandise  organization 
and  your  procurement  team,  ensuring  maximum  return 
on  your  sourcing  solution  investment. 

Five  of  the  world's  ten  largest  retailers  -  and  many 
others,  too  -  trust  GNX  to  deliver  strategic  sourcing 
results.  Call  today  to  find  out  how  we  can  help  you. 


GNX  -  the  leaders  in  retail  sourcing  solutions 

www.gnx.com 


+1  (415)  283-3777  or  info@gnx.com 


CONQUERING  HEART  DISEAS! 


Attacking 

Heart 
Attacks 

Heart  disease  is  the  number  one  cause  of  death. 
Scientists  are  designing  a  new  arsenal  of  weapons 
that  could  conquer  this  killer  in  our  lifetime. 

BY  ROBERT  LANGRETH 

IN  HIS  OWN  SMALL  WAY,  AN  ICELANDIC  FORMER  CARPENTER  NAMED  ASGEIR 
Arnason  has  contributed  to  a  startling  turn  in  the  medical  assault  on  heart  disease. 
For  decades  doctors  and  scientists  obsessed  over  one  key  factor  in  heart  attacks — high 
cholesterol — and  devised  drugs  to  treat  it.  But  in  recent  years  their  understanding  of 
heart  disease  has  shifted  dramatically  to  focus  on  an  entirely  new  front:  inflammation 
of  the  arteries.  Arnason,  age  48,  helped.  As  early  as  age  22  he  complained  of  stabbing 
chest  pains;  in  1992,  at  age  36,  he  survived  a  massive  heart  attack.  He  spent  seven  years 
recovering,  and  in  that  time  his  mother,  a  sister  and  a  first  cousin  also  had  heart  attacks;  the 
cousin's  was  fatal. 

Convinced  something  more  than  high  cholesterol  was  at  work,  Arnason  and  his  father  gave 
blood  samples  in  2000  to  DeCode  Genetics,  a  biotech  firm  that  uses  Iceland's  isolated  popula- 
tion to  search  for  disease-causing  genes.  DeCode  researchers  spent  four  years  analyzing  the 
DNA  of  the  Arnasons  and  thousands  of  other  Icelandic  heart  patients,  unearthing  a  couple  of 
key  suspects:  two  gene  variants,  previously  thought  to  be  involved  in  asthma,  that  nearly  dou- 
ble the  risk  of  heart  attack  by  boosting  levels  of  a  molecule  that  promotes  inflammation  of  the 
artery  walls.  On  the  basis  of  this  discovery,  DeCode  recendy  began  human  trials  of  an  old 
asthma  drug  that  counteracts  the  bad  genes,  hoping  this  will  slash  heart  attack  risk.  Boasts 
DeCode  founder  and  Chief  Kari  Stefansson:  "If  this  holds  up,  it  could  match  the  importance 
of  the  discovery  that  high  cholesterol  predisposes  [one]  to  heart  attacks." 

"There's  a  sea  change  in  how  doctors  think  about  cardiovascular  disease,"  says  Harvard 
cardiologist  Paul  Ridker,  a  pioneer  in  studying  artery  inflammation.  "It's  not  just  about  cho- 
lesterol anymore."  This  radical  rethinking  is  part  of  an  intensifying  attack  on  heart  disease, 
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ANATOMY  OF  A  HEART  ATTACK 


Researchers  used  to  think  of  heart  attacks  as  being  the  result 
of  a  simple  mechanical  process,  the  gradual  clogging  of  the 
arteries  with  fatty  gunk.  As  scientists  decipher  the  molecu- 
lar causes  of  artery  disease,  they  are  finding  that  the  reality  is  far 
more  complex.  Researchers  now  believe  that  up  to  85%  of  heart 
attacks  occur  when  arterial  plaques  suddenly  rupture,  spilling 
toxic  substances  and  triggering  a  massive  clot.  Inflammation  of  the 
artery  walls  appears  to  play  a  crucial  role  in  this  process. 

Coronary  artery  disease  begins  when  excess  cholesterol 
particles,  called  low-density  lipoprotein  particles,  become 
lodged  in  the  artery  wall  over  time  and  get  chemically  damaged, 
or  oxidized  (close-up  diagram).  This  stimulates  the  body  to 


grow  little  spikes  on  the  artery  walls  called  adhesion  molecules 
that  snare  floating  immune  system  cells  and  bring  them  into  the 
artery  wall.  The  immune  cells,  called  macrophages,  act  as  little 
garbage-disposal  cells,  gobbling  up  the  cholesterol  in  an 
attempt  to  remove  if.  But  many  of  them  choke  on  the  huge 
amounts  of  cholesterol  and  eventually  die,  releasing  toxins  and 
producing  yet  more  inflammation.  The  body  tries  to  wall  off  the 
fatty  plaques  with  fibrous  scar  tissue,  but  inflamed  plaques  can 
produce  enzymes  that  weaken  the  scar  tissue.  Often,  for  rea- 
sons that  aren't  fully  understood,  the  plaque  suddenly  breaks 
through  the  scar  tissue  and  seeps  into  the  blood,  resulting  in  a 
heart  attack. 


LDL  CHOLESTEROL 
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one  that  could,  in  our  lifetime,  neutralize 
the  most  lethal  killer  of  Americans.  Heart 
attacks  hit  865,000  people  in  the  U.S.  each 
year;  heart  disease  kills  696,000  annually 
and  runs  up  over  $133  billion  in  medical 
bills.  Half  of  all  men  will  get  heart  disease. 
Despite  powerful  new  drugs,  fully  64%  of 
American  adults  have  high  cholesterol  or 
other  risk  factors,  up  from  58%  in  1991. 
"We're  losing  the  lifestyle  war,"  says  Peter 
Libby,  chief  of  cardiovascular  medicine  at 
Brigham  &  Women's  Hospital  in  Boston. 

Now  academic  researchers,  drug 
giants  and  fledgling  biotechs  are  opening 
up  a  new  arsenal:  genetic  tracking  to 
isolate  flawed  genes;  new  drugs  to  quell 
inflammation  or  raise  "good"  cholesterol; 
still  other  chemicals  aimed  at  the  mysteri- 
ous and  widespread  disorder  known  as 
"Syndrome  X"  (see  story,  p.  162);  and  new 
techniques  to  inspect  plaque  inside  the 
arteries  (seep.  164). 

The  race  is  on  to  uncover  the  key 
molecular  triggers  of  artery  inflammation 
and  develop  ways  to  detect  and  treat  it 
before  it  does  fatal  damage.  Virtually 
every  drug  firm,  including  GlaxoSmith- 
kline,  Novartis  and  Johnson  &  Johnson,  is 
working  on  some  method  of  limiting 
inflammation.  Pfizer,  Eli  Lilly,  Bristol- 
Myers  Squibb,  AstraZeneca  and  others 
are  testing  drugs  that  would  reduce 
inflammation  indirectly  by  raising  the 
"good"  HDL  cholesterol  that  helps  the 
body  pump  fat  out  of  the  arteries. 

"Atherosclerosis  is  very  much  an 
inflammatory  disease,  and  that's  where  all 
the  future  therapies  are  going,"  says  Colin 
Macphee,  a  GlaxoSmithkline  biologist. 
Adds  Aldons  Lusis,  who  studies  athero- 
sclerosis at  UCLA:  "Every  major  drug 
company  is  thinking  about  it." 

Ultimately,  cardiologists  hope  to  cre- 
ate a  powerful  new  triple-threat  cocktail 
combining  today's  statin  drugs  for  low- 
ering bad  cholesterol  (like  Lipitor)  with 
new  compounds  to  boost  good  choles- 
terol and  other  drugs  that  would  directly 
reduce  vessel-wall  inflammation.  All  of 
this,  some  researchers  speculate,  might 
prevent  75%  of  all  heart  attacks.  "We  are 
getting  at  the  roots  of  the  disease 
process,"  says  Cleveland  Clinic  cardiolo- 
gist Steven  Nissen,  who  is  testing  many 
of  the  new  drugs.  "Can  we  roll  the  clock 
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back  on  atherosclerosis?  It  is  a  dream, 
but  I  think  it  is  a  dream  that  is  about  to 
come  true." 

At  the  heart  of  the  new  assault  is  the 
radical  view  that  heart  attacks  don't 
result  simply  from  blood  vessels 
clogged  with  fatty  cholesterol  plaques — 
that  instead  they  may  arise  from  an 
immune  system  gone  haywire  trying  to 
remove  the  cholesterol.  Immune  cells 
called  macrophages,  trying  to  clear  the 
mess,  eventually  choke  and  die,  wors- 
ening the  situation.  Inflamed  with 
immune  cells,  the  resultant  unstable 
plaques  are  prone  to  rupture  like  a  vol- 
cano at  any  time,  spewing  toxic  fat 
globs  into  the  bloodstream  and  trigger- 
ing deadly  clots,  causing  cardiac  arrest. 

The  inflammation  theory  helps 
explain  why  even  someone  with  low  cho- 
lesterol can  have  a  heart  attack;  and  why 
so  many  patients  with  no  previous  symp- 
toms can  suddenly  be  struck  down.  The 
plaque  that  bursts  isn't  necessarily  the 
one  that  blocks  arteries  and  causes  symp- 
toms. "Atherosclerosis  is  not  a  killer. 
Almost  all  Americans  over  age  50  have 
plaque"  in  the  arteries,  says  Eric  Topol, 
chairman  of  cardiovascular  medicine  at 
the  Cleveland  Clinic.  "What  kills  people  is 
the  cracking  of  the  arteries." 

Nissen  and  others  have  shown  that 
huge  volumes  of  unstable  plaque  can 
accumulate  silently  inside  artery  walls 
without  interfering  much  with  blood 
flow  or  causing  any  symptoms.  Autopsy 
and  imaging  studies  indicate  that  up  to 
85%  of  heart  attacks  happen  as  smaller 
plaques,  weakened  by  inflammation, 
crack  open  or  otherwise  erode,  spilling 

HUGE  VOLUMES  OF 
PLAQUE  CAN  BUILD  UP 

INSIDE  ARTERIES 
WITHOUT  SYMPTOMS. 

clot-inducing  gunk  into  the  bloodstream. 

That  is  why  some  firms  are  devising 
blood  tests  and  exotic  artery-imaging  that 
can  help  pinpoint  people  with  inflamed 
arteries,  letting  doctors  try  to  prevent  a 
heart  attack.  Docs  already  routinely  test 
for  one  inflammation-producing  protein, 
high-sensitivity  C-reactive  protein.  In  the 
not-too-distant  future,  Topol  predicts, 


older  adults  now  tested  for  cholesterol 
and  blood  pressure  will  take  a  blood  test 
for  various  genes  and  proteins  that  make 
their  arteries  prone  to  rupture.  People  at 
high  risk  will  be  treated  with  drugs  tar- 
geted to  their  specific  molecular  abnor- 
malities. If  this  happens,  "coronary  dis- 
ease may,  for  all  intents  and  purposes,  be 
history  in  20  years,"  Topol  says. 

Today  cholesterol-lowering  drugs 
lower  heart  attack  rates  by  only  one- 
third.  In  one  recent  headline-grabbing 
study,  high  doses  of  Lipitor  proved  to  be 
far  better  at  preventing  heart  attacks 


than  a  less  potent  rival  drug,  Pravachol. 
Lost  in  the  hoopla:  22%  of  heart  patients 
on  Lipitor  still  had  heart  attacks  or  other 
cardiovascular  events  in  a  two-year 
period.  The  heart  disease  death  rate  has 
gradually  gone  down  since  the  1960s, 
but  much  of  that  progress  has  been  in 
keeping  patients  alive  once  they  had 
heart  attacks,  not  from  preventing  the 
initial  episode. 

But  developing  diagnostic  tests  and 
ways  to  treat  inflammation  could  prove 
dauntingly  difficult.  Hundreds  of  genes 
and  proteins  are  involved  in  cardiovascu- 
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lar  inflammation,  and  scientists  disagree 
on  which  ones  are  the  best  targets.  More- 
over, researchers  have  no  direct  way  of 
measuring  inflammation  inside  the  artery 
wall.  Anti-inflammatory  drugs  may  have 
to  be  tested  on  thousands  of  heart 
patients  for  years  before  it  is  known 
whether  the  drugs  prevent  heart  attacks. 

Years  ago  most  cardiologists  consid- 
ered the  inflammation  idea  to  be  "out- 
landishly  irrelevant,  a  curiosity,"  says 
Brigham's  Libby,  a  pioneer  in  the  field. 
But  evidence  of  the  inflammation  con- 
nection has  been  slowly  building  for  two 
decades  as  researchers  probed  the  causes 
of  atherosclerosis,  the  buildup  of  fatty 
gunk  in  vessel  walls.  Through  the  1970s 
scientists  focused  on  the  interaction 


Valentin  Fuster  has  shown,  can  release  a 
noxious  protein  called  tissue  factor  that 
induces  blood  clots. 

The  inflammation  theory  didn't  kick 
into  high  gear  until  1997,  when  Ridker's 
team  at  Harvard's  Brigham  &  Women's 
Hospital  confirmed  a  link  between  heart 
disease  and  high  levels  of  C-reactive  pro- 
tein. After  a  painstaking  search  for  new 
risk  markers,  the  scientists  studied  22,000 
men  and  found  that  those  with  high  lev- 
els of  C-reactive  were  three  times  as  likely 
to  get  heart  disease.  "It  was  a  eureka 
moment,"  Ridker  recalls,  "because  we 
suddenly  had  a  better  way  of  predicting 
heart  disease."  An  explosion  of  work  fol- 
lowed. This  year  five  human  genes 
involved  in  inflammation  have  been 


produce  crucial  inflammatory  mole- 
cules called  leukotrienes,  which  had 
been  thought  to  be  involved  mainly  in 
asthma. 

DeCode's  heart  gene  hunt  was  led  by 
an  unassuming  young  researcher  named 
Anna  Helgadottir,  who  spent  four  years 
scanning  the  genomes  of  thousands  of 
Icelanders  and  constantly  worrying  that 
the  efforts  might  yield  nothing.  Last  sum- 
mer her  team  hit  pay  dirt:  They  found  a 
tiny  alteration  of  just  four  chemical 
beads,  or  "letters,"  in  the  35,000-letter- 
long  Flap  gene.  It  was  present  in  about 
30%  of  779  Icelandic  heart  patients 
tested.  When  present,  this  gene  variant 
nearly  doubled  the  risk  of  heart  attacks 
and  increased  the  risk  of  stroke  by  67%. 


"THERE'S  A  SEA  CHANGE  IN  HOW  DOCTORS  THINK  ABOUT  CARDIOVASCULAR  DISEASE." 


between  deposits  of  cholesterol  and  the 
smooth  muscle  cells  of  the  vessel  wall  that 
contains  it. 

In  1979  pathologist  Ross  Gerrity 
showed  that,  in  pigs,  one  of  the  first 
steps  in  the  formation  of  artery  plaque 
occurs  when  macrophages  travel  into 
the  artery  and  gobble  up  cholesterol 
inside,  forming  fatty  deposits.  Over  the 
next  decade  animal  studies  at  UCLA  and 
elsewhere  showed  that  macrophages  are 
attracted  to  arteries  when  cholesterol 
lodged  in  the  arteries  gets  chemi- 
cally altered,  or  oxidized,  so  that 
the  immune  system  suddenly 
spots  it  as  foreign  and  goes  on  the 
attack.  Little  spikes  on  the  insides 
of  vessels  snare  immune  cells  that 
float  by  and  bring  them  into  the 
artery  wall. 

In  the  mid-1990s  researchers 
found  that  when  they  deleted  genes 
responsible  for  attracting  macro- 
phages to  the  arteries,  atherosclero- 
sis all  but  disappeared — in  lab  ani- 
mals, at  least.  Libby's  team  showed 
that  while  fatty  plaque  is  usually 
safely  walled  off  from  the  blood- 
stream by  scar  tissue,  the  choles- 
terol-laden macrophages  produce 
enzymes  that  degrade  the  scar  wall 
and  unleash  dangerous  gunk  into 
the  blood.  The  macrophages, 
Mount  Sinai  School  of  Medicine's 


linked  to  increased  heart  risk,  including 
two  from  DeCode. 

Translating  these  discoveries  into 
treatments  will  be  much  tougher. 
DeCode  and  a  few  other  daring  shops, 
including  GlaxoSmithkline  and  Athero- 
Genics  of  Alpharetta,  Ga.,  are  testing 
approaches  to  turning  off  artery  inflam- 
mation. DeCode's  effort  focuses  on  an 
obscure  gene  that  makes  a  substance 
called  5-lipoxygenase  activating  protein, 
or  Flap.  This  protein  spurs  the  body  to 


Sources:  American  Heart  Association:  Centers  for  Disease  Control. 


Other  defects  in  the  same  gene  also  were 
present  in  15%  of  753  British  heart 
patients  tested  by  DeCode;  the  trait  nearly 
doubles  heart  attack  risk.  Test  tube  exper- 
iments showed  the  Iceland  gene  causes 
the  body's  production  of  leukotrienes  to 
go  into  overdrive. 

This  constant  low-level  overproduc- 
tion of  leukotrienes,  DeCode  researchers 
figure,  inflames  artery  walls,  over  time 
helping  destabilize  fatty  deposits  and 
making  them  prone  to  sudden  rupture. 
The  DeCode  finding  is  bolstered  by  inde- 
pendent work  by  Lusis  and  his  colleagues 
at  UCLA  and  USC.  They  found  that  a 
mutation  in  a  related  gene,  5-lipoxyge- 
nase, is  present  in  6%  of  American  adults 
and  vastly  speeds  up  the  development  of 
atherosclerosis.  Deleting  this  gene  from 
mice  makes  the  animals  almost  totally 
resistant  to  artery  gunk. 

The  good  news  for  DeCode  is  that 
drugs  to  block  Flap  already  exist.  Drug 
firms  have  been  working  on  them  for 
decades  as  part  of  an  effort  to  come  up 
with  new  asthma  medications,  but  most 
were  abandoned  as  only  mildly  effective. 
Without  saying  what  it  was  working  on, 
DeCode  last  fall  approached  various  drug 
companies  to  see  if  they  were  willing  to 
sell  their  old  leukotriene-blocking  com- 
pounds. In  a  stroke  of  luck,  the  German 
drug  firm  Bayer  offered  up  a  Flap 
inhibitor  it  had  dropped. 
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What  not  having  a 
Linux  strategy  can  take  out 
of  your  bottom  line. 


you're  paying  unreasonable  licensing  fees  for  software  that  constantly  needs  security  patches,  you're  getting  eaten  alive.  But  there's  a  solution.  With 
ISE®  LINUX,  Novell*  can  help  you  unleash  the  cost-saving  power  of  a  flexible,  end-to-end  open  source  strategy.  Only  Novell  supports  Linux  from  desktop  to 
Tver,  across  multiple  platforms.  We'll  integrate  our  industry-leading  security,  management  and  collaboration  tools  seamlessly  into  your  environment. 
m'\l  provide  award-winning  technical  support  24/7/365,  and  train  your  IT  staff  to  deploy  Linux-based  solutions.  And  we'll  make  sure  your  open  source 
jategy  actually  meets  your  number-one  business  objective  -  making  money.  Call  1-800-215-2600  to  put  some  teeth  back  into  your  tech  strategy,  or  visit 
Jwv.novell.com/linux  @  we  speak  your  language. 
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ONQUERING  HEART  DISEASE 


In  April  DeCode  started  testing  the 
drug  on  200  Icelandic  heart  patients  with 
the  bad  gene  to  see  if  it  reduces  C-reactive 
protein  and  blood  markers  of  inflamma- 
tion. By  year-end  DeCode  hopes  to  begin 
a  1,200-patient,  final-stage  test  of  whether 
the  drug  can  prevent  heart  attacks.  "This 
is  the  first  gene-targeted  medicine  in  car- 
diovascular disease,"  says  Cleveland 
Clinic's  Topol,  who  is  helping  design  the 
trial.  "If  it  works  it  will  change  the  field." 
DeCode  is  also  searching  for  mutations  in 
Flap  or  related  genes  in  U.S.  patients. 

Others  are  eyeing  the  same  area,  and 
Pfizer  recently  published  a  study  show- 
ing that  a  leukotriene  blocker  code- 
named  CP  105,696  slashed  artery  buildup 
in  mice.  But  some  geneticists  are  skepti- 
cal of  DeCode's  approach.  DeCode's  data 
"doesn't  come  close"  to  proving  that  Flap 
is  involved  in  heart  disease,  says  Yale  Uni- 
versity geneticist  Richard  Lifton.  Stefans- 
son  dismisses  that  snipe  as  "envy."  "We 
have  pushed  him  off  center  stage." 


DeCode's  competition,  Glaxo,  is  pur- 
suing a  totally  different  technique  for 
soothing  artery  inflammation.  It  is  testing 
compounds  that  block  an  enzyme,  called 
Lp-PLA2,  that  attaches  to  cholesterol  parti- 
cles and  chops  off  globs  of  fat  that  attract 
immune  cells  into  the  arteries.  In  rabbits 
prone  to  atherosclerosis,  one  compound 
reduced  plaque  deposits  by  30%  in  three 
months.  Early-stage  tests  have  shown  that 
the  compounds  penetrate  artery  walls 


Executive  Jean-Pierre  Gamier. 

GlaxoSmithkline  researchers  discov- 
ered the  gene  for  Lp-PLA2  a  decade  ago 
with  the  help  of  a  gene  database  licensed 
from  Human  Genome  Sciences.  How 
much  of  a  role  Lp-PLA2  plays  in  induc- 
ing artery  damage  is  hotly  debated.  In 
one  study  of  1,740  men  with  high  cho- 
lesterol, Scottish  researchers  found  that 
men  with  high  levels  of  the  Lp-PLA2 
enzyme  had  twice  the  risk  of  heart 


"THIS  HAS  VERY,  VERY  BIG  POTENTIAL.  WE  ARE  TALKING 
ABOUT  MULTIBILLION-DOLLAR  MARKETS." 


and  block  the  bad  enzyme.  Glaxo  plans  to 
bring  the  best  one  into  final-stage  trials  in 
thousands  of  patients  within  a  year,  aim- 
ing to  show  that  adding  the  compound  to 
existing  regimens  can  prevent  far  more 
heart  attacks  than  cholesterol-lowering 
drugs  alone.  "This  has  very,  very  big 
potential.  We  are  talking  about  multibil- 
lion-dollar  markets,"  says  Glaxo  Chief 


attacks,  an  effect  that  was  statistically 
independent  of  their  cholesterol  levels. 
But  a  more  recent  study  of  12,000  Amer- 
ican men  and  women  found  that  high 
Lp-PLA2  levels  were  an  independent 
heart-disease  risk  factor  mainly  in  those 
patients  with  relatively  low  cholesterol 
levels.  "It  could  be  involved,  but  how 
important  it  is  is  anybody's  guess,"  says 
UCLA's  Lusis. 

Elsewhere,  cardiologists  are 
testing  whether  patients  with 
inflamed  vessels  might  benefit 
from  existing  cholesterol  med- 
ications, which  also  may  have 
anti-inflammatory  effects.  Peo- 
ple with  very  high  C-reactive 
protein  seem  to  get  the  most 
benefit.  To  reach  this  goal  Har- 
vard's Ridker  is  leading  a 
15,000-patient  trial  testing 
whether  AstraZeneca's  statin 
drug,  Crestor,  can  prevent  heart 
attacks  in  patients  with  normal 
cholesterol  levels  but  high  C-re- 
active protein  levels.  It  could 
double  the  size  of  the  choles- 
terol drug  market  to  70  million 
people.  Results  are  due  in  2008. 

Pfizer,  meanwhile,  is  spend- 
ing $800  million  to  test  a  drug 
that  may  indirectly  soothe 
inflammation  by  helping  the 
body  pump  fat  out  of  the  arter- 
ies. Its  entry,  torcetrapib,  which 
is  being  combined  with  Lipitor, 
aims  to  raise  the  level  of 
"good"  HDL,  which  trucks  cho- 
lesterol from  the  arteries  back 
to  the  liver.  F 


160     FORBES-  June  21,  2004 


Introducing  the  lowest 
International  calling  rates  ever. 
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CONQUERING  HEART  DISEASE 


Silencing 
"Syndrome  X" 

BY  MATTHEW  HERPER 

FOR  16  YEARS  RESEARCHERS  HAVE  STUDIED  THE 
mysterious  malady  known  as  "Syndrome  X,"  which  was 
first  described  by  Stanford  University  endocrinologist  Ger- 
ald Reaven  in  1988.  Today  the  condition  may  affect  25%  of 
all  adults  in  America,  a  direct  result  of  our  sugary,  fatty 
diets.  Afflicted  people  have  bloated  midsections,  unhealthy  choles- 
terol levels,  high  blood  sugar  levels  and  inflamed  arteries — all  of 
which  increase  the  odds  of  having  a  heart  attack  or  a  stroke. 

If  drugmakers  can  find  new  drugs  that  can  silence  Syndrome 
X,  also  known  as  metabolic  syndrome, 
they  could  deal  a  devastating  blow  to 
heart  disease — and  reap  huge  sales.  Ex- 
isting drugs  attack  one  risk  factor  at  a 
time,  curbing  high  blood  pressure  or  low- 
ering bad  cholesterol  or  treating  diabetes. 
A  Syndrome  X  drug  could  slay  all  three 
foes  at  once.  "Why  is  obesity  a  risk  factor 
for  so  many  diseases — insulin  resistance, 
hypertension,  cardiovascular  disease?" 
says  Ronald  Evans,  a  professor  at  the  Salk 
Institute,  whose  research  is  funded  by  the 
Howard  Hughes  Medical  Institute.  "This 
is  what  people  die  from." 

Now  a  few  drugs  in  late-stage  trials 
show  promise.  They  take  aim  at  one  or 
more  of  three  emerging  targets:  These 
are  peroxisome  proliferator-activated 
receptors  (PPARs),  which  are  akin  to 
master  relay  switches  that  control  how 
the  body  uses  sugar  and  fat.  Researchers  hope  drugs  that  stimu- 
late multiple  PPARs  at  once  could  affect  virtually  every  heart  and 
diabetes  risk  factor.  "I  don't  think  we're  going  to  find  the  magic 
bullet — but  we're  going  to  get  closer,"  says  Andres  Negro-Vilar, 
chief  scientific  officer  at  Ligand  Pharmaceuticals. 

PPARs  have  been  known  to  exist  for  14  years,  but  their  sus- 
pected role  in  metabolic  syndrome  emerged  only  gradually.  They 
come  in  three  flavors:  alpha,  delta  and  gamma.  Alpha,  discovered 
in  1990,  is  involved  in  controlling  how  the  body  processes  fat.  PPAR 
delta  was  isolated  shortly  thereafter,  but  it  remains  the  most  mys- 
terious of  the  three;  it  may  play  a  direct  role  in  artery  inflammation, 
which  could  turn  out  to  be  a  more  lethal  risk  than  high  cholesterol. 
PPAR  gamma,  though  it  wasn't  identified  until  the  mid-Nineties,  is 
the  best-understood  flavor,  controlling  how  keenly  certain  cells 
heed  insulin's  instructions  to  lower  blood  sugar  levels. 

Patients  with  a  mutant  version  of  the  PPAR  gamma  gene  have 


"This  is  what  people  die  from":  Salk's  Ron  Evans 


a  25%  higher  risk  of  developing  adult-onset  diabetes,  in  which 
cells  stop  responding  to  insulin's  orders.  Existing  diabetes  drugs, 
such  as  Actos  from  Eli  Lilly  and  Avandia  from  GlaxoSmithkline, 
resensitize  the  body  to  insulin  by  turning  on  the  PPAR  gamma 
receptor.  In  turn,  that  can  cut  C-reactive  protein,  a  marker  for 
inflammation,  by  up  to  40%. 

But  PPAR  gamma  drugs  come  with  an  annoying  side  effect: 
They  make  patients  fatter.  "It's  a  cosmetic  problem,"  says  Ralph  De- 
Fronzo,  chief  of  the  diabetes  division  at  University  of  Texas  Health 
Science  Center  at  San  Antonio.  "The  more  weight  you  gain,  the 
better  everything  else  gets."  But  diabetics  are  usually  killed  by  heart 
disease,  not  side  effects.  That  led  drug  firms  to  craft  compounds 
that  simultaneously  trip  PPAR  gamma  and  PPAR  alpha,  potentially 
reducing  the  amount  of  heart-attack-causing  fat  in  the  blood. 

Existing  "fibrate"  drugs,  such  as  Lopid  from  Pfizer,  slightly 
boost  good  cholesterol  and  lower  triglycerides  (fatty  particles 
in  the  blood),  slashing  the  risk  of  heart  attacks  and  other  car- 
diovascular problems  by  22%  in  one  big  study.  But  these  drugs 
merely  "brush"  the  fat-focused  alpha 
receptor;  a  newer  remedy  that  can  hit 
PPAR  alpha  full  bore,  latching  onto  the 
receptor  and  staying  there,  might  have 
an  even  more  dramatic  effect. 

Two  such  compounds  are  in  final- 
stage  human  trials  at  Bristol-Myers 
Squibb  and  AstraZeneca.  In  initial  trials 
the  medicines  were  able  to  control  blood 
sugar,  cut  triglycerides  by  over  30%, 
lower  LDL  ("bad"  cholesterol)  20%  and 
increase  the  "good"  HDL  15%,  says  De- 
Fronzo,  who  has  worked  with  both 
drugs.  Merck  just  pledged  up  to 
$375  million  to  Bristol-Myers  for  rights 
to  comarket  the  drug.  Merck  and 
Bristol-Myers  hope  to  submit  a  new 
drug  application  within  a  year. 

But  devising  a  dual-acting  PPAR 
drug  without  side  effects  could  be  tricky. 
Merck  and  Novo  Nordisk  killed  their  entrants  after  signs  the 
drugs  may  cause  cancer  in  lab  animals. 

Eli  Lilly,  meanwhile,  is  working  on  a  drug  that  targets  only 
PPAR  alpha.  Six  years  ago  it  partnered  with  San  Diego-based 
Ligand,  a  biotech  firm  cofounded  by  Salk's  Ronald  Evans,  who 
did  early  work  on  PPARs.  One  Ligand  drug  hits  only  alpha  recep- 
tors and  may  be  a  thousand  times  more  powerful  than  existing 
fibrate  drugs.  The  drug  also  raises  good  cholesterol  by  up  to  20% 
and,  in  a  surprise  bonus,  lowers  blood  pressure.  It  could  reach 
the  market  by  the  end  of  the  decade. 

In  tackling  the  most  puzzling  PPAR  receptor — delta — 
GlaxoSmithkline  has  one  drug  in  the  lab,  in  collaboration  with 
Ligand.  A  second  Glaxo  compound  targets  all  three  PPARs.  Says 
Evans:  "Everything  we  know  about  these  receptors  says  they're 
right  in  the  heart  of  the  key  problems  of  our  era — obesity  and 
heart  disease."  F 
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users.  Until  they  reduced 
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Peeking  at  Plaque 

Exotic  artery  imaging  may  speed  drug  development  and  predict  future  heart  attacks. 


im  N  DRAB  OFFICES  AT  THE  CLEVELAND  CLINIC,  1 1  TECHNICIANS 
I  toil  at  computer  consoles  and  painstakingly  analyze  videotape 
I  of  a  peek  inside  the  arteries  of  ailing  heart  patients.  At  stake  is 
I  the  fate  of  experimental  drugs  with  the  potential  for  billions  of 
Hi  dollars  in  sales.  The  lab  is  the  brainchild  of  cardiologist  Steven 
Nissen,  who  has  convinced  drug  companies  that  an  exotic  artery 
imaging  technology  called  intravascular  ultrasound  (IVUS)  can 
help  them  get  their  products  to  market  much  faster.  The  tech- 
nique involves  threading  a  miniature  ultrasound  probe  into  the 
coronary  artery  with  a  catheter,  then  taking  a  three-minute  video 
inside.  Technicians  use  the  resulting  images  to  measure  the  volume 
of  plaque  in  a  segment  of  an  artery;  a  standard  angiogram  merely 
measures  obstructions  to  blood  flow.  "This  has  the  capacity  to 
cut  drug  development  time  in  half,"  says  Nissen. 

Some  doctors  predict  that  plaque  imaging 
could  transform  the  treatment  of  heart  disease  by 
the  end  of  this  decade.  "It  will  have  an  incredible 
impact.  You'll  be  able  to  identify  the  48-year-old 
guy  walking  around  with  a  time  bomb  and  pre- 
vent him  from  dying  at  49,"  says  Zahi  Fayad, 
director  of  cardiovascular  imaging  research  at 
Mount  Sinai  School  of  Medicine  in  New  York, 
who  has  pioneered  the  use  of  MRI  machines  to 
measure  artery  plaque.  Plaque  imaging  "is  the 
next  big  thing  that  every  cardiologist  is  looking 
at,"  adds  Praveen  Nadkarni,  marketing  manager 
for  cardiac  CT  at  Siemens  Medical  Solutions. 

The  IVUS  method  has  been  around  for  a 
decade  but  gained  wide  recognition  last  fall  when 
Nissen's  team  used  it  to  show  that  an  experimen- 
tal protein  drug  could  remove  4%  of  the  artery 
plaque  from  patients  in  five  weeks.  Now  at  least 
1 1  drug  firms  are  considering  using  IVUS  to  test 
their  new  atherosclerosis  drugs.  By  determining  changes  in 
plaque  volume  after  a  drug  is  given,  companies  hope  that  IVUS 
will  give  them  an  early  read  on  which  drugs  are  likely  to  prevent 
heart  attacks. 

Pfizer  has  made  Nissen's  IVUS  a  linchpin  in  clinical  trials  for 
torcetrapib,  an  experimental  drug  that  raises  "good"  choles- 
terol; the  imaging  could  help  it  get  the  drug  approved  by  2007, 
years  ahead  of  full-fledged  proof  that  the  drug  actually  saves 
lives.  For  other  heart  medicines  that  don't  affect  cholesterol  lev- 
els, like  a  drug  being  developed  by  Japan's  Sankyo  to  keep 
plaque  from  sticking  to  the  artery  wall,  IVUS  may  be 


IVUS  shows  (A)  a  healthy 
artery  and  (B)  a  sick  artery  with 
a  huge  crescent  of  plaque  that 
an  angiogram  would've  missed. 


BY  ROBERT  LANGRETH  AND  MATTHEW  HERPER 

the  only  way  to  evaluate  effectiveness. 

Some  skeptics  question  whether  the  plaque  reductions  cap- 
tured on  camera  by  Nissen's  team  at  the  Cleveland  Clinic  actually 
correspond  to  reduced  heart  risk.  "Steven  Nissen  is  a  good  sales- 
man," says  Larry  L.  Rudel,  a  cholesterol  researcher  at  Wake  Forest 
University  Baptist  Medical  Center  in  Winston-Salem,  N.C.,  but 
the  evidence  still  isn't  clear. 

IVUS  plaque-measurement  is  too  cumbersome  to  become  a 
routine  diagnostic  test,  as  it  takes  a  technician  a  full  day  to  cal- 
culate one  patient's  plaque  volume  from  videotaped  images.  But 
numerous  other  researchers  are  developing  simpler-to-use 
methods  to  spot  dangerous,  inflamed  plaque  so  patients  can  be 
treated  before  they  get  heart  attacks. 

New  catheter-based  imagers  aim  to  improve 
IVUS  by  letting  doctors  distinguish  stable  plaque, 
safely  ensconced  in  scar  tissue,  from  the  inflamed 
plaque  that  is  more  likely  to  rupture  and  trigger  a 
heart  attack.  Volcano  Therapeutics,  a  maker  of 
IVUS  machines,  is  testing  a  new  version  that  uses 
sophisticated  software  to  quickly  determine 
plaque  composition  and  volume.  LightLab  Imag- 
ing, a  unit  of  Japan's  Goodman,  is  testing  a 
method  using  light.  This  boosts  the  resolution  ten- 
fold, enough  to  spot  plaque  with  thin  fibrous  caps 
that  may  be  more  unstable.  Thermocore  Medical 
in  England  is  testing  a  catheter  containing  tiny 
temperature  sensors,  betting  that  inflamed  plaque 
is  slightly  hotter  than  the  rest  of  the  artery. 

But  obtaining  such  images  usually  requires 
threading  a  catheter  through  an  artery  in  the 
groin.  Many  cardiologists  say  noninvasive  ways 
of  scanning  arteries  would  be  far  more  useful. 
MRI  machines  and  spiral  and  electron-beam  CT 
scanners  have  steadily  increased  in  speed  and  resolution,  making 
coronary  imaging  a  possibility  for  the  first  time,  although  none 
of  these  techniques  match  the  resolution  of  IVUS.  Fayad's  team 
in  New  York  attracted  attention  in  2000  when  it  published  the 
first  high-resolution  magnetic  resonance  images  of  coronary 
artery  plaque  using  a  new  technique  called  "black-blood"  MRI. 
To  improve  the  MRl's  ability  to  spot  the  most  inflamed  plaque, 
Fayad  (like  many  others)  is  trying  to  develop  nanoparticles  that 
would  be  injected  into  patients  and  would  lodge  in  fat-laden 
cells  in  the  artery  walls. 

In  the  future,  Fayad  predicts,  adults  judged  to  be  at  moder- 


164     1    O  R  B  E  S  ■  June  21, 2004 


ate-to-high  risk  of  heart  disease  based  on  blood  tests  may  have 
their  artery  walls  scanned  using  a  combination  of  high-resolu- 
tion CT  (good  for  quickly  examining  large  sections  of  arteries) 
and  MRI  (better  at  determining  the  chemical  composition  of 
plaque).  Software  would  quickly  calculate  total  plaque  volume, 
tally  the  percentage  of  stable  versus  unstable  plaque  and  spit  out 
a  "vascular  age"  score  corresponding  to  heart  risk.  The  nastiest- 
looking  arteries  might  be  stabilized  with  some  form  of  local 
therapy,  such  as  drug-coated  stents,  light-activated  drugs  to  kill 


off  inflamed  cells  or  even  gene  therapy. 

It  is  not  yet  clear  what  additional  predictive  value  plaque 
imaging  will  add  to  traditional  risk  factors  such  as  cholesterol 
and  blood  pressure.  Nor  is  it  clear  how  "unstable"  plaque  should 
be  treated  once  identified  (besides  using  more  cholesterol 
drugs).  Researchers  will  have  to  prove  in  big  studies  how  plaque 
measurements  can  be  used  to  better  predict  future  heart  attacks 
or  to  guide  therapy.  "The  whole  industry  is  still  in  the  embry- 
onic stage,"  admits  Thermocore  Chief  John  Yianni.  F 
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Foam  Home 

Designers  looking  to  make  cheap,  earthquake-proof  homes  in  war-torn  Afghanistan 
are  turning  to  the  stuff  of  coffee  cups  and  packing  peanuts. 

BY  DAVID  ARMSTRONG 


AS  AFGHANISTAN  REELS  FROM  THE  AFTERMATH  OF 
war,  millions  of  refugees  have  returned  to  the  coun- 
try, only  to  find  that  hundreds  of  thousands  of  homes 
have  been  destroyed.  Rebuilding  has  begun,  but  some 
experts  say  it's  a  mistake  to  simply  throw  up  the  same 
squat,  flat-roofed  mud  huts  that  Afghanis  have  called  home  for 
thousands  of  years. 

Earthquakes  regularly  turn  those  traditional  structures  to 
rubble,  crushing  and  killing  the  occupants.  An  earthquake  in 
December  just  over  the  border  in  Bam,  Iran,  an  area  with  simi- 
lar mud  huts,  killed  26,000.  "It  was  clear  they're  building  death 
traps,"  says  Henry  Kelly,  president  of  the  Federation  of  Ameri- 
can Scientists.  "We  decided  to  try  to  do  something  about  it." 


So  Kelly  and  others  issued  a  challenge  to  scientists  and  engi- 
neers at  MIT,  the  Lawrence  Berkeley  National  Laboratory  and 
other  institutions  to  find  a  better  way  to  build  houses  in 
Afghanistan.  Some  of  the  resulting  ideas  might  prove  useful  to 
builders  in  the  U.S.  facing  rising  energy  and  lumber  costs  and  a 
shortage  of  skilled  carpenters.  The  requirements  were  strict:  The 
replacement  house  had  to  cost  no  more  than  a  traditional  adobe 
house;  it  had  to  be  easy  to  construct  by  untrained  workers  using 
readily  available  material  (no  wood — Afghanistan  is  largely  tree- 
less). And  it  had  to  be  light  enough  to  minimize  risk  of  collapse 
in  an  earthquake,  yet  strong  enough  to  withstand  snow  loads 
and  high  winds;  it  had  to  insulate  its  occupants  in  harsh  winters 
but  cool  them  during  boiling  summers.  Ideas,  anyone? 


Rendering  of  traditional  Afghani-style  house, 

built  with  earthquake-resistant  foam-core  walls. 
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Michigan  has  attracted  over  10,000  new  business 
and  expansion  projects  during  the  past  seven 
years.  That's  about  four  new  projects  for  every 
business  day,  more  than  any  other  state. 

We've  attracted  all  sorts  of  key  players  — 
including  those  of  the  2004  Ryder  Cup  Matches, 
the  2005  Major  League  Baseball  All-Star  Game 
and  Super  Bowl  XL  in  2006.  What  keeps  them 
flying  in?  Maybe  it's  our  great  quality  of  life 
including  three  of  America's  top  ranked  cities 


and  regions  to  live,  work  and  play.  Or  maybe 
it's  the  nation's  4th  largest  high  tech  workforce. 
Or  the  nation's  2nd  ranked  business  climate, 
according  to  Site  Selection  magazine.  In  any 
case,  we've  discovered  that  the  sky's  the  limit. 

Want  to  learn  more  about  how  we  can  help 
your  business  take  off?  Call  us  at  1.800.946.6829 

or  visit  michigan.org. 
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Kelly's  friend,  the  late  architect  Roger  Rasbach  of  Houston,  had 
an  answer:  expanded  polystyrene,  related  to  the  better-known  Dow 
Chemical  product  Styrofoam.  Rasbach,  who  died  of  a  heart  attack 
in  July  2003,  thought  it  was  pure  folly  that  the  U.S.  would  spend  mil- 
lions to  rebuild  the  same  flawed  housing.  Expanded  polystyrene  is 
lightweight,  cheap  and  strong.  It  can  be  easily  molded  and  cut.  It  is 
95%  air  by  volume,  and  air  is  a  great  thermal  barrier.  That's  why  you 
can  hold  scalding  coffee  in  a  foam  cup  without  getting  burned. 
Rasbach  wanted  to  use  foam  as  the  building's  structural  compo- 
nent, holding  up  the  roof  and  keeping  out  the  elements. 

Rasbach  had  to  persuade  somewhat  skeptical  structural  engi- 
neers of  the  virtues  of  foam.  To  do  that  he  introduced  them  to 
H.H.  (HooO  Haddock,  a  67-year-old  builder  in  Florence,  Ala. 
who  has  spent  20  years  refining  a  polystyrene-based  building  sys- 
tem that  could  be  constructed  faster  and  easier  than  traditional 
"stick-built"  homes,  with  better  insulation  to  boot.  Haddock  had 
never  gone  to  college,  but  there  he  was  in  weekly  conference  calls, 
explaining  his  methods  to  a  dozen  Ph.D.s  and  scientists. 

"Turns  out  he  had  exactly  what  we  were  looking  for,"  says 
Kelly.  A  former  construction  manager  on  the  Alaska  pipeline, 
Haddock  came  up  with  a  building  panel  called  Thermasave,  a 
panel  with  a  4-  to  12-inch-thick  core  of  expanded  polystyrene 
sandwiched  between  two  half-inch  sheets  of  cement.  On  a  con- 
struction site,  the  120-pound,  4-by-8-foot  panels  interlock  like 
Legos;  a  Thermasave  house  can  be  framed  in  a  third  of  the  time 
needed  to  put  up  a  traditional  stick-built  house  without  requir- 
ing trained  craftsmen.  In  Alaska  Haddock  used  the  panels  to 
build  an  18,000-square-foot  Ford  showroom  and  a  32,000- 
square-fool  church.  In  Alabama  he  built  his  own  house  out  of 
the  panels.  His  daughter  still  lives  in  it.  At  trade  shows  Haddock 
parks  a  3,400-pound  pickup  truck  on  a  ramp  made  from  a  24- 
foot-long  foam  panel.  The  panel  stays  straight  as  a  nail.  Even 
without  any  weight  on  it,  a  similar-size  plank  of  wood  sags 
about  an  inch  and  a  half  in  the  middle  . 

The  panel's  strength  owes  to  the  "stressed  skin"  principle. 
Thin  concrete  outer  layers  act  like  flanges,  absorbing  the  bulk  of 
the  building's  weight,  while  the  foam  core  keeps  the  skin  from 
buckling.  In  an  earthquake  a  stronger,  lighter  building  has  a  bet- 
ter chance  of  staying  intact  than  a  heavier  one. 

The  building  system  will  be  used  not  only  for  houses  in 
Afghanistan,  but  for  several  residences  slated  to  be  built  in  Califor- 
nia and  Texas  in  the  next  few  months.  Models  were  put  through  rig- 
orous testing.  Lawrence  Berkeley  National  Laboratory  subjected  a 
simulated  foam  home  to  8,500  hours  of  weather  data  to  determine 
the  proper  thinness  of  the  walls  and  the  size  of  the  windows.  The 
group  even  set  a  mock-up  on  fire  at  a  testing  lab  in  Texas  and 
watched  the  fire-resistant  foam  literally  back  away  from  the  flames. 

In  the  U.S.,  structural  insulated  panel  systems,  or  SIPs,  have 
been  bouncing  around  the  far  edges  of  die  construction  industry 
for  decades.  Only  1%  of  new  homes  built  in  the  U.S.  in  2002  used 
foam  paneling,  but  the  application  is  growing  15%  a  year,  says 
William  Wachtler,  executive  director  of  the  Structural  Insulated 
Panel  Association.  In  Tennessee  the  Oak  Ridge  National  Labora- 
tory uses  insulated  panels  as  part  of  an  experimental  "net-zero 
energy"  house  project.  On  a  bright  summer  day  solar  panels  on 


the  roof  may  capture  more  energy  than  the  house  needs  for  cool- 
ing purposes,  allowing  the  occupants  to  sell  energy  back  to  the 
Tennessee  Valley  Authority.  Monotech,  a  small  company  in  Hous- 
ton, Tex.  headed  by  Jeffrey  Shankman,  the  former  president  of 
global  markets  at  Enron,  is  using  expanded  polystyrene  covered 
with  sprayed  concrete.  The  company  has  built  in  Nigeiia, 
Curacao  and  the  U.S.;  in  Houston  it's  putting  up  a  museum  to 
house  several  art  galleries.  It  recently  started  on  a  modern  con- 
crete-and-glass  home  designed  with  the  architect  Philip  Johnson. 

Pulte  Homes,  the  nation's  second-largest  home  builder, 
began  experimenting  with  foam  panels  in  1998  as  part  of  a  new 
system  to  build  better  homes  faster.  SIPs  have  helped  cut  21  days 
off  a  typical  70-  to  140-day  building  cycle.  "As  energy  costs  go 
up,  SIPs  become  more  interesting.  They  require  less  labor  in  the 
field  and,  as  labor  is  more  difficult  to  get  and  the  quality  of  it 

The  Trouble  With  Studs 

Structural  insulated  paneling  stacks  up  well  against  wood. 
STICK-BUILT  SIPS 

Strength 

Axial  load— the  weight  a  wall  can  safely  support— measured  in 
pounds  per  linear  foot  (plf). 

3,200  3,750 

Insulation 

Measured  in  R-value:  resistance  to  thermal  transfer. 
The  higher  the  better. 

11  21.6 

Cost1 

Materials  and  labor  for  a  l,456usquare-foot  home 
to  be  built  in  Houston,  Tex. 

$55,287  $46,597 

'Estimated.  Sources:  Structural  Insulated  Panel  Association;  Oak  Ridge  National  Laboratory; 
Genesis  Aftorable  Housing. 

continues  to  decrease,  [SIPs]  become  advantageous,"  says  James 
Peterson,  Pulte's  chief  of  research. 

To  bring  the  foam  concept  to  Afghanistan,  Henry  Kelly 
turned  to  Shelter  for  Life  International,  a  nonprofit  group  that 
has  been  building  homes  in  Central  Asia  since  1979.  They  plan 
to  build  20  test  homes  this  summer  in  Kabul  with  imported 
foam  walls  held  in  place  by  wire  mesh  and  hand-plastered  with 
cement.  The  next  step  is  to  raise  $100,000  to  build  a  simple  fab- 
rication plant  in  Kabul,  where  styrene  beads,  easily  imported 
from  Pakistan  or  India,  could  be  steamed  into  polystyrene 
blocks  and  sliced  into  sheets. 

The  scientists  figure  a  226-square-foot  home  with  10-inch- 
thick  walls  would  require  $523  in  foam  and  another  $370  in 
concrete,  in  line  with  the  $1,000  cost  of  a  traditional  mud-brick 
home.  The  bigger  task  is  getting  Afghanis  to  actually  live  in  foam 
houses.  "People  are  conservative,  they  are  suspicious,"  says 
Harry  van  Burik,  an  architect  who  heads  Shelter  for  Life.  "One 
of  the  challenges  is  to  show  people  it  will  last."  F 
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AUTOMOTIVE 


Clearing  the  Air 

Hydrogen-powered  cars  are  a  long  way  off.  But  one  auto  supplier 
is  already  using  hydrogen  to  clean  up  diesel  exhaust  fumes. 


BY  JOANN  MULLER 

Till  PLASMATRON  IS  NOTHING 
like  the  orgasmatron  in  Woody 
Allen's  Sleeper,  but  it  does  have 
engineers  like  William  Taylor 
breathing  heavily.  Taylor  and 
his  colleagues  at  ArvinMeritor,  the  $8  bil- 
lion (sales)  auto  supplier,  think  their 
funny-sounding  invention  may  solve  one 
of  the  auto  industry's  most  intractable 
problems:  how  to  rid  the  air  of  those  nox- 
ious diesel  fumes  from  trucks  and  buses. 
If  they're  right,  ArvinMeritor  could  grab 
a  big  slice  of  a  $10  billion  market. 

The  plasmatron,  whose  official  name 
is  the  plasma  fuel  reformer,  is  an  alu- 
minum canister  about  the  size  of  a  Big 
Gulp  drink.  It  acts  like  a  giant  spark  plug, 
busting  apart  a  tiny  portion  of  the  diesel 
fuel  with  an  electric  charge  so  that  the 
molecules  rearrange  themselves  into  car- 
bon monoxide  and  hydrogen.  These  gases 


are  then  used  to  clean  up  smog-produc- 
ing nitrogen  oxides,  or  NOx. 

For  now  ArvinMeritor  is  marketing 
its  plasma  fuel  reformer  to  the  commer- 
cial trucking  industry,  which  is  scram- 
bling to  comply  with  tough  new  emission 
laws  that  are  looming  in  Europe  and  the 
U.S.  By  2007  the  U.S.  Environmental  Pro- 
tection Agency  will  require  a  90%  reduc- 
tion in  the  amount  of  soot  (unburned 
carbon).  Between  2007  and  2010  the 
agency  also  mandates  a  phased  92% 

"HYDROGEN  IS 
THE  GOLDEN  KEY. 

It  gets  them  where 
they  need  to  go." 


reduction  in  the  amount  of  NOx  emitted 
from  a  truck's  tailpipe.  New  particulate 
traps  are  fairly  effective  at  filtering  out 
most  of  the  soot.  "It's  the  NOx  where 
they're  really  struggling,"  says  Taylor. 
"Hydrogen  is  the  golden  key.  It  gets  them 
where  they  need  to  go." 

Diesel  engine  makers  have  been  try- 
ing to  block  NOx  where  it  originates,  in 
the  engine  cylinders.  Increasing  fuel  pres- 
sure has  worked  so  far  by  lowering  com- 
bustion temperatures.  The  cooler  the 
engine  runs,  the  less  NOx  emitted. 

But  when  the  new  emissions  laws  take 
effect,  merely  tweaking  the  engine  won't 
suffice.  Michael  Cross,  who  heads  up 
emissions  solutions  at  diesel  engine 
maker  Cummins,  says  they  will  need  help 
from  an  exhaust  treatment  system. 

In  Europe  the  trucking  industry  has 
settled  on  a  technology  called  selective 
^^^^^^^  catalytic  reduction,  in 
mBBHBI  which  urea  is  periodically 
M^Hn^fl  injected  into  the  exhaust 
BHj^^BQ  system  to  break  down  the 
^^^SBEM  NOx,  converting  nitrogen 
oxides  into  (somewhat) 
k  harmless  ammonia.  But 

!'  *y  the  U.S.  EPA  has  rejected 

<Sj|  that  idea,  calling  it  imprac- 
^fl  tical  and  difficult  to  en- 
force.  Truckers  would  have 
to  be  trusted  to  refill  their 
4f         urea  tanks  regularly  and 
gas  stations  would  have  to 
S .  jM    install  urea  pumps. 
I  ffiPpSg*:        Instead   the   EPA  is 
■*f^*^*^*1  pushing  the  use  of  NOx 
'tX  9a  'h    "adsorption"  systems,  which 
'v££|j$$^    act  like  giant  sponges,  es- 
^S*2sk  k    sentially  trapping  the  NOx 
j^ja^^*>V    chemically  in  the  exhaust 
aBBB^afe   system.  Just  like  the  filter 
mPRjKk    in  a  vacuum  cleaner,  how- 
'£$#«jHP  he  trap  must  be 
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YOUR  WORKFORCE  IS  MOBILE 
ULDN'T  THEIR  OFFICES  BE  MOBILE  TOO? 


With  T-Mobile  HotSpot,  mobile  employees  can  wirelessly  access  the  office  from 
wherever  they  go.  Each  location  offers  Wi-Fi  Internet  service  for  laptops  or  PDAs, 
and  is  a  part  of  the  nation's  largest  Wi-Fi  network.  Check  e-mails.  Download 
data-rich  files.  Upload  presentations  on  the  fly.  It's  Wi-Fi  in  its  most  secure  and 
reliable  form,  and  it's  here  to  help  the  modern  workforce  get  more  out  of  each  day. 
For  more  information,  log  on  to  www.t-mobile.com/hotspot  or  call  1-877-822-SPOT. 


I  ailable  at  over  4500  locations  nationwide  including: 
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AmericanAirtines 
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Red  Carpet  Club* 


■T  ■  -Mobile  - 

HotSptt 


lobile  is  a  registered  trademark  of  Deutsche  Telekom  AG.  The  HotSpot  logo  is  a  service  mark  of  T-Mobile  USA,  Inc.  ©2004  T-Mobile  USA,  Inc.  All  other  marks  are  properties  of  their  respective  owners, 
mbership  required  for  admittance  into  airline  clubs. 


YOU  ft  DREAM 

GARAGE 
STARTS  HERE. 


GearTrack™  Channels 

Get  items  off  the  floor. 
Reposition  with  ease. 


Freezerator™  Convertible 
Refrigerator/Freezer 

Innovative  garage  appliance 
with  a  large  freezer  on  the  bottom 
and  a  refrigerator  on  the  top. 


Gladiator™  Roll  Flooring 

Renew  and  protect  your  floor. 


Gladiator '"GarageWorks  GearBoxes 
start  at  just  $149.99  Call  866-342-4089, 
or  visit  GladiatorGW.com  to  learn  more. 
Join  the  Team  Gladiator™  inner 
circle  for  special  offers. 

*Registered  tfademark/'Trademark  of  Whirlpool,  U.S.A. 
C20CM  Whirlpool  Corporation  All  rights  reserved. 


Technology 

cleaned  periodically.  In  most  systems 
that's  done  when  a  bit  of  diesel  fuel  is  in- 
jected into  the  exhaust  system,  where  it 
mixes  with  the  stored  NOx.  The  resulting 
chemical  reaction  converts  the  nasty 
NOx  fumes  into  nonpolluting  nitrogen, 
water  and  carbon  dioxide. 

The  problem  is  that  both  NOx  and 
diesel  fuel  are  hard  to  break  down.  A 
chemical  reaction  between  the  two  will 
occur  only  at  temperatures  that  are  hard 
to  control  in  a  truck  that's  rolling  down 
the  highway  or  stopping  frequently  in 
city  traffic.  As  a  result,  adsorption  sys- 
tems require  running  the  engine  hotter. 
They  can  gulp  down  up  to  10%  more 
diesel  than  a  normal  truck. 

To  make  adsorption  more  feasible, 
ArvinMeritor  engineers  went  looking  for 
a  substance  other  than  diesel 
fuel  to  attack  the  NOx.  Hydro- 
gen seemed  ideal.  It's  willing  to 
react  with  just  about  any  com- 
pound, even  dirty  exhaust. 
"Hydrogen  is  outgoing,"  says 
Taylor.  "Diesel  fuel  wants  to 
stay  to  itself." 

The  challenge  was  finding  a 
way  to  produce  hydrogen 
inside  the  vehicle.  Working  with  scien- 
tists at  the  Massachusetts  Institute  of 
Technology,  ArvinMeritor  researchers 
found  an  answer:  the  plasma  fuel 
reformer,  or  plasmatron. 

Here's  how  it  works:  A  small  amount 
of  diesel  fuel  is  injected  into  the  canister, 
where  it  is  mixed  with  a  tiny  bit  of  air  and 
ignited  by  an  electrical  spark.  The  result  is 
a  highly  charged,  ionized  gas  called 
plasma  that  burns  with  a  bluish  glow.  The 
combustion  is  slow  and  rich,  using  just 
enough  oxygen  to  bust  apart  the  diesel 
molecules  into  hydrogen  and  carbon 
monoxide  without  burning  off  the  diesel 
entirely.  That  hydrogen  and  carbon 
monoxide  mixture  is  then  pumped  into 
one  of  two  NOx  traps,  where  it  strips  the 
oxygen  from  the  NOx,  forming  nitrogen, 
carbon  dioxide  and  water. 

Because  hydrogen  can  clean  the 
exhaust  right  from  a  cold  engine  start,  the 
plasma  reformer  method  is  20%  to  50% 
more  efficient  at  reducing  NOx  than 
other  clean-diesel  technologies,  allowing 
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less  unburned  fuel  to  pass  through  in  the 
process.  ArvinMeritor  says  the  plasma- 
tron creates  less  sulphur  buildup,  too.  The 
plasmatron  doesn't  deal  with  soot 
emissions,  but  ArvinMeritor  engineers 
are  hoping  to  develop  by  the  end  of  the 
decade  future  variants  that  would. 

The  new  technology  could  provide  an 
important  new  source  of  revenue  for 
ArvinMeritor,  which  already  has  a  $2.4  bil- 
lion light  vehicle  exhaust  system  business. 
The  company  believes  there's  a  $3  billion 
worldwide  market  for  diesel  after-treatment 
systems  for  big  rigs,  with  another  $7  billion 
for  cars,  most  of  them  in  Europe. 

Enginemakers  Cummins  and  De- 
troit Diesel  have  already  settled  on  other 
technologies  to  meet  the  2007  stan- 
dards. One  is  exhaust  gas  recirculation, 


which  pumps  cooled  exhaust  back  into 
the  engine  air  intake,  lowering  the  com- 
bustion temperature  and  reducing  NOx 
formation.  ArvinMeritor's  plasmatron 
will  help  trucks  get  to  2010  and  beyond. 

The  technology  behind  the  plasma- 
tron could  produce  benefits  far  into  the 
future.  Engineers  believe  it  could  be 
used  to  boost  the  performance  of  small 
gasoline  engines.  Even  more  important, 
the  plasmatron  could  speed  the  long- 
awaited  transition  to  hydrogen-powered 
fuel-cell  vehicles. 

"Once  you  have  hydrogen  [pro- 
duced] on  board,  you  can  do  a  lot  of 
things,"  says  Pedro  Ferro,  vice  president 
and  general  manager  of  ArvinMeritor's 
commercial  vehicle  emissions  business. 
The  plasmatron  probably  wouldn't  be 
able  to  power  a  fuel-cell  vehicle  by  itself 
or  eliminate  the  need  for  hydrogen- 
fueling  stations  but,  say  the  engineers, 
it  could  be  a  bridge  to  hydrogen  tech- 
nology. "It'll  take  us  to  whatever  comes 
next,"  says  Taylor.  F 


The  result  is  clean 
exhaust,  with  95%  OF 
THE  SMOG-PRODUCING 
NOx  ELIMINATED. 


UNSETS  ARE  OVERRATED.  But  a  garage  like  this  is  a  sight  to  behold.  Gladiator'" GarageWorks  by  Whirlpool  Corporation 
La  fully  modular  garage  solution  that  is  an  impressive  addition  to  your  home.  Each  unit  is  built  garage-tough  and 
;  designed  to  put  you  back  in  control  of  your  garage.  There's  everything  from  tread  plate  GearBoxes  to  wall  storage 
btions  to  floor-covering  solutions.  To  design  your  own  custom  garage  system  and  find  a  Gladiator'" GarageWorks  dealer 
bar  you,  call  1-866-342-4089  or  log  on  to  GladiatorGW.com. 
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Te ch nolngy  |  Digital  Tools 

by  Stephen  Manes 


Game  Got  You 


Forget  joysticks, 
buttons  and  mice. 
Now  you  can  play 
games  just  by 
moving  your  body. 


AFTER  A  LONG  DAY  OF  WORK  SITTING  IN  FRONT  OF  A 
screen  hunched  over  a  mouse  and  keyboard,  exactly 
why  would  you  want  to  spend  your  playtime  sitting 
in  front  of  a  screen  hunched  over  a  game  controller? 
Now  you  don't  have  to.  Sony's  EyeToy  camera  con- 
nects to  a  PlayStation  2  console,  puts  your  image  on  the  screen 
and  lets  you  interact  with  computer-generated  images  just  by 
waving  your  hand  or  tossing  your  head. 

Earlier  efforts  to  get  potatoes  off  the  couch  needed  highly 
specialized  hardware.  Konami's  Dance  Dance  Revolution,  which 
started  out  in  arcades,  turned  up  on  the  original  PlayStation 
with  a  special  dance  mat.  The 
late  lamented  Sega  Dreamcast 
offered  a  game  called  Samba  de 
Amigo  with  position-sensing 
maracas  meant  to  be  shaken  in 
time  to  the  action  on  the  screen. 

The  EyeToy's  camera  is  more 
versatile  and  a  far  smoother  op- 
erator than  prior  similar  efforts. 
A  company  called  Reality  Fusion 
demonstrated  its  version  of 

image-centric  interaction  to  wild  applause  at  the  1998  Demo 
Conference.  The  following  year  it  brought  out  a  commercial 
Webcam  product  that  cost  $130  and  crashed  a  lot. 

The  EyeToy  adds  refinement 
and  charm.  For  $45  you  get  the 
camera  with  built-in  micro- 
phone, along  with  a  collection 
of  more  than  a  dozen  games 
called  EyeToy:  Play.  Hard-core 
gamers  will  find  the  package 
lacking  in  realism,  narrative  and 
difficulty.  Folks  in  search  of  a 
good  time  and  a  spot  of  exercise 
will  find  it  a  hoot. 

Instead  of  spending  hours 
mastering  hard-to-learn  combi- 
nation moves,  youx:an  have  fun 
in  minutes.  A  general  introduc- 
tion walks  you  through  setting  up  the  lighting  (in  general, 
put  more  on  you  and  less  on  the  background),  placing  the 
camera  (directly  above  or  below  the  TV  screen)  and  posi- 
tioning yourself  (6  or  7  feet  from  the  screen).  Every  game 
comes  with  its  own  interactive  introduction. 

The  designers  have  developed  a  surprising  variety  of  inter- 
action. In  the  Kung  Foo  game  you  whack  intruders  and  break 


boards  with  your  bare  hands. 
For  the  Soccer  Craze  game  you 
use  your  head  to  bat  the  ball 
around  the  screen  and  knock 
miscreants  from  their  perches 
while  preserving  friendly  char- 
acters. A  boxing  game  lets  you 
punch  out  an  aggressive  robot. 
For  little  kids,  there's  Wishi 
Washi,  a  game  where  you  sim- 
ply use  your  hands  to  clean  filth 
from  onscreen  windows — to 
the  whimsical  accompaniment  of  the  British  music  hall  stan- 
dard "When  I'm  Cleaning  Windows."  And  then  there's  my  per- 
sonal favorite,  a  wildly  disorienting  game  called  Mirror  Time, 
in  which  you  slap  down  enemies  and  avoid  hitting  friends  as  the 
screen  flips  your  image  around  unpredictably. 

The  software  even  includes  a  free-form  playroom  where  you 
can  experiment  with  14  different  effects,  like  sending  rainbows 
and  sparkles  from  your  fingertips  and  popping  soap  bubbles  with 
your  picture  in  them.  A  "nervous"  mode  gives  your  image  a  bad 
case  of  the  jitters  every  time  you  move;  a  vaguely  disconcerting 
"copycat"  mode  introduces  a  delay  between  the  time  you  do 
something  and  the  time  you  see  it  on  the  screen.  You  can  even 
record  a  brief  video  message  on  the  memory  card. 

Sony  recently  introduced 
Groove,  its  second  EyeToy  tide,  in 
the  U.S.  The  dance  game  comes 
with  nearly  30  songs  by  artists  fa- 
miliar to  players  of  all  ages:  Elvis, 

Sony  EyeToy:  It  brings  a  whole  new 
mode  of  gaming  to  your 
PlayStation  2. 
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IechnnJogy 


fligital  Tools 


How  many  odd 
ways  are  there  to 
interact  with  a 
game?  Electric- 
Spin  Golf 
LaunchPad; 
Nintendo 
GameCube 
bongo  controller; 
MonsterGecko 
PistolMouse. 


the  Jacksons,  Kool  and  the  Gang,  Madonna,  Jessica  Simpson,  Good 
Gharlotte  and,  inevitably,  the  Village  People  with  "YMCA."  Game 
play  involves  snagging  fast-moving  icons  in  synch  with  the  rhythm. 
The  software  offers  multiplayer  modes,  takes  photos  and  videos  of 
your  dance  moves  and  lets  you  create  routines  of  your  own.  The 
disc  includes  music  videos  from  the  likes  of  Fatboy  Slim;  a  "Chill 
Out  Room"  lets  you  create  special  effects  that  would  have  been 
deemed  the  ultimate  in  grooviness  at  happenings  circa  1966. 

More  EyeToy  fun  is  on  the  way.  A  component  of  the  new 
Harry  Potter  and  the  Prisoner  of  Azkaban  game  works  with  the 
camera.  This  fall  Sega  Superstars  will  feature  the  company's 
characters  in  an  EyeToy  extravaganza;  a  version  of  Dance  Dance 
Revolution  will  work  with  the  device  as  well  as  with  the  tradi- 
tional dance  mat;  and  Sony  will  bring  out  a  game  where  your 
motions  control  a  3-D  character  on  a  hoverboard. 

There  are  a  few  problems.  In  some  games  the  images  lose 
contrast  unless  the  lighting  is  just  right.  One  EyeToy:  Play  game 
got  stuck  in  the  middle.  And  Groove's  modes  involving  simulta- 
neous players  were  tricky  because  the  competitors  tend  to  step 
on  one  another's  moves.  Or  maybe  that  was  just  one  of  my  two 
left  feet.  F 


Freaky  Controls 


Dissatisfied  with  your  joystick?  Looking  for  a  better 
way  to  kill  time  and  onscreen  enemies?  The  recent 
E3  games  convention  offered  some  startling  new  op- 
tions. But  none  of  these  products  was  available  for  testing 
beyond  booth  demonstrations,  so  caveat  emptor. 

This  fall  Nintendo  will  offer  perhaps  the  quirkiest  alter- 
native input  device  yet:  a  bongo  controller  consisting  of  two 
drums  and  a  microphone  that  responds  to  clapping.  Two 
Nintendo  GameCube  titles  will  initially  work  with  the  bon- 
gos: Donkey  ,  a  musical  play-along  with  30  songs,  and 
Donkey  Kong:  Jungle  Beat,  an  adventure  game  in  which 
you  control  the  characters'  movements  by  drumming  and 
clapping.  Price:  $50  for  Konga  and  one  controller. 

Too  hep  for  bongos?  The  gun-shaped  MonsterGecko 
PistolMouse  is  designed  for  gamers  addicted  to  first-person 
shooters.  You  can  use  it  for  regular  mouse  functions,  too, 
though  it  wouldn't  be  my  first  pick  for  tossing  into  the  carry- 
on  bag.  Price:  $70. 

Then  there's  the  Golf  LaunchPad  from  a  Canadian  out- 
fit called  Electric-Spin.  Whack  it  with  standard  golf  clubs, 
and  it  translates  your  shot  into  the  sort  of  mouse  move- 
ment used  by  standard  -PC  golf  games.  Two  hundred  dol- 
lars will  get  you  the  device,  a  game  to  be  determined  and  a 
driving-range  simulator.  Not  as  useful  as  a  regular  mouse 
and  probably  not  as  durable— but  how  many  input  devices 
can  stand  up  to  the  satisfying  thwack  of  a  3  iron?  —S.M. 


T      l-»        I  Stephen  Manes  (steve@cranky.com)  was  cohost  of  Digital  Duo  and 
_rOrDCS  I  has  been  covering  technology  (or  two  decades.  Visit  his  home  page 
at  www.forbcs.com/manes. 


176     F  O  R  U  I    S  •  lime  21,  2004 


Slow  Burn 


The  folks  at  Zig-Zag  think  it's  high  time  for  a  new  cigarette  j  by  dirk  smilue 


LAWRENCE  WEXLER  MUST  BE  CRAZY.  WHY  ELSE  WOULD  HE 
now  be  launching  a  new  cigarette — one  under  the  familiar,  if 
slightly  notorious,  Zig-Zag  name? 

The  cigarette  market  was  supposed  to  be  all  bottled  up  by  the 
1998  settlement  of  tobacco  litigation.  In  this  settlement  to 
bacco  companies  agreed  to  cough  up  a  few  hundred  bil-  A 
lion  dollars,  with  the  loot  divided  between  tort  _f 
lawyers  and  state  governments.  The  money  is  going 
to  come  from  cigarette  smokers. 

To  make  the  settlement  work,  state  attorneys  gen- 
eral erected  barriers  to  new  entrants  in  the  cigarette  market. 
Wexler  is  vaulting  over  those  barriers.  Theoretically,  at  least, 
he  could  make  a  ton  of  money  doing  so. 

Since  1998  retail  prices  have  jumped  85%,  reflecting  both 
an  assessment  to  cover  the  tort  settlement  and  increased  taxes  in 


dement,  Wexler  confronts  the  considerable  difficulties  of  marketing 
a  new  product  in  an  industry  in  which  TV  advertising  is  forbidden. 
Most  of  the  revenues  ($124  million  last  year)  for  North  Atlantic 
Trading — the  privately  held  New  York  firm  whose  cigarette  division 
Wexler  runs — come  from  rolling  papers.  "The  challenge  is 
huge,"  admits  Ronald  Tully,  head  of  new  products  for 
Wexler.  "But  even  a  small  slice  of  a  $50  billion  mar- 
ket is  a  lot  of  money." 

North  Atlantic  is  spending  $10  million  on  a 
rollout,  including  contract  manufacturing  costs  for 
200,000  cartons  that  will  yield  all  of  $4.6  million  in  whole- 
sale revenue.  The  firm's  other  lines  are  probably  making 
a^ew^rodu^t?  §ooc^  money:  ^  nas  60%  of  the  U.S.  rolling-paper  market, 
thanks  to  its  $  1 56  million  acquisition  of  the  Zig-Zag  name 
in  1997  from  French  paper  giant  Bollore  S.A.,  and  is  the  third- 


Zouave  and 
debonair:  Can 


many  states.  Apart  from  the  legal  entanglements  related  to  the  set-     largest  American  maker  of  chewing  tobacco. 
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PROCESS  HUNDREDS  OF  PAYMENTS 
IN  MINUTES.. .SAVE  THOUSANDS 
OF  DOLLARS  IN  TRANSACTION  FEES! 

ExactPay  Global  Clearing! 

When  you  have  suppliers  to  pay  all  over  the  world,  Global  Clearing  can  help  you: 


Upload  large  volumes  of  international 
payments  by  simply  inputting  the 
beneficiary  code  and  the  amount  to  be  paid. 
Upload  batch  payment  instructions  directly 
from  your  back-office  systems. 
Connect  your  legacy  systems  with  Global 
Clearing  using  a  universally  accepted  file 
format. 

Authorize  and  authenticate  bulk  payments  in 
compliance  with  your  corporate  signature 
management  policies. 
Generate  payment  instructions  in  one  city, 
review  them  in  another,  and  approve  them  in 
a  third. 


Assign  employees  different  account  access 
to  prepare  payments  in  bulk,  view  accounts 
and  verify  payment  information  on 
authorized  transactions. 
Make  global  payments  in  any  currency, 
anytime,  and  manage  accounts  online  24/7. 
Each  payment  instruction  is  uniquely 
authenticated  and  a  sophisticated 
transaction  engine  delivers  error-free  data. 
Fully  redundant  operations  centers  facilitate 
the  routing  of  payments,  ensuring 
information  is  never  lost.  Real-time  posting 
gives  you  an  accurate,  instant  global  status 
report  with  just  a  few  clicks. 


To  make  your  global  payment  system  world-class,  see 

our  free  online  demo  at  www.giobalclearingdemo.com/fbs  E\3Ctr3V 

or  call  1-888-457-1231,  ext.  2100  today.  Network 

ExactPay  is  a  registered  trademark  of  ExactPay  N.V. 

ExactPay  Global  Clearing  is  a  key  feature  of  the  First  Curagao  International  Bank,  N.V.  online  banking  service. 
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BetterManagement  LIVE  Worldwide 
Business  Conference 

Learn  more  and  register: 
www.bettermanagement.com/live 
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Marketing 


Bypassing  the  nation's  convenience 
stores,  where  70%  of  cigarette  sales  are 
made,  North  Atlantic  is  taking  aim  at  cigar 
shops  and  tobacconists  that  already  carry 
Zig-Zag  rolling  papers.  So  far  Zig-Zag  cigs 
have  landed  in  just  1,000  retail  outlets. 

Wexler  is  dispensing  free  samples  to  the 
target  audience,  age  25-45,  at  such  hip 
venues  as  L.A.'s  Viper  Room,  where  the 
accompanying  literature  touts  the  fact  that 
North  Atlantic  uses  only  whole-leaf 
tobacco,  unlike  discount  brands  that  lace 
their  tobacco  with  stems  and  leaf  dust. 
Clubgoers  receive  Zig-Zag  tins  and  T  shirts 
gratis.  Some  of  the  marketing  budget  will 
buy  ads  in  regional  magazines  like  Texas 
Monthly  and  Los  Angeles  aimed  at  the 
young  and  affluent.  "Eighty  percent  of  these 
readers  don't  smoke,"  Wexler  says.  "It's  like 
finding  a  needle  in  a  haystack." 

The  legal  barriers  fall  just  short  of  a  con- 
spiracy by  the  attorneys  general  to  restrain 
price  competition.  In  Lieu  of  a  share  of  the 
damages  for  past  misdeeds,  newcomers  like 
Zig-Zag  must  pay  deposits  into  escrow  ac- 
counts to  cover  potential  tort  claims.  So  far, 
legal  costs  to  set  up  these  accounts  have 
come  to  $750,000  for  the  22  markets  North 
Atlantic  can  now  sell  in.  "Having  to  deal 
with  each  state,  whose  legislatures  are  con- 
stantly changing  laws,  is  like  guerrilla  war- 
fare," says  Wexler,  a  20-year  tobacco  indus- 
try veteran  who  headed  up  the  launch  of 
Merit  as  a  senior  vice  president  at  Philip 
Morris  (nowAltria). 

While  Zig-Zag's  wholesale  price  any- 
where in  the  U.S.  is  $23  a  carton,  different 
states  eat  into  profits  variously.  New  Jer- 
sey, for  example,  leaves  Wexler  with  a 
gross  profit  of  $8.13  after  the  attorney 
general's  escrow  payment  ($3.97),  federal 
excise  taxes  ($3.90),  $4  in  manufacturing 
costs  and  $3  in  marketing  and  distribu- 
tion. In  Michigan,  though,  you've  got  to 
add  on  a  $3.50  "equity  assessment"  to 
cover  future  health  care  claims;  a  paltry 
$4.63  remains.  If  there  are  no  future  tort 
claims,  Wexler's  firm  might  recoup  the 
escrowed  funds. 

Wexler  and  Tully  have  a  selling  angle  or 
two.  Zig-Zags,  they  claim,  burn  longer  and 
smoother  than  other  brands  because  of  their 
whole-leaf  tobacco.  Does  the  cigarette  really 
go  down  like  a  classy  Nat  Sherman?  Don't 
ask  Wexler  or  Tully.  Neither  smokes.  F 
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"I  think  we've  turned  a  corner": 

James  Hsiao,  David  Reisner  and  Danny  Xiao. 


Entrepreneurs 


H  HE  OLD  REDBRICK  MILL  ON  RIVER  ROAD  IN 
Willington,  Conn,  recalls  the  textile  factories  that  led  Amer- 
ican industry  200  years  ago.  Water  from  a  bucolic  pond 
drains  into  a  sluice  gate  and  rushes  down  a  shallow  millrace. 
A  preserved  power  shaft  still  hangs  from  thick  oak  rafters. 

Step  inside,  where  a  slight  chemical  odor  pinches  the 
nose,  and  witness  a  new  kind  of  industrial  revolution.  A 
dozen  researchers,  speaking  a  medley  of  Asian  accents,  bustle 
between  a  bank  of  fume  hoods,  works  in  progress  and  box 
furnaces  set  in  a  10,000-square-foot  lab.  In  the  middle  of  the 
floor  a  tattooed  mechanic  with  a  mullet  assembles  a  piece  of 
testing  equipment.  He  and  David  Reisner,  cofounder  and 
chief  executive  of  Inframat,  are  among  the  few  Caucasians 
here — a  small  illustration  of  what  you  might  call  insourcing. 
"There  just  weren't  enough  [qualified  Americans]  around," 
Reisner  says. 

This  is  pretty  specialized  work.  Some  30  men  and  women 
are  developing  nanostructured  coating  materials  that  vastly 
improve  the  mechanical  features — durability  and  thermal 

In  Dust 

We  Trust 

A  nanotech  company  starts  small. 

BY  TOMAS  KELLNER 

properties,  for  instance — of  parts  made  from  conventional 
metals  like  steel  and  bronze.  Working  with  compounds 
whose  grains  are  as  small  as  ten-billionths  of  a  meter  across, 
the  engineers  are  toughening  propeller  shafts  on  Navy 
minesweepers  as  well  as  tooth  implants  and  artificial  joints. 
Inframat  and  its  sister  company,  US  Nanocorp  (which  builds 
battery  and  fuel-cell  nanomaterials),  are  idea  labs.  In  2003  the 
companies  pulled  in  $3  million  in  revenue,  only  10%  from 
commercial  sales.  The  bulk  was  government  research  money, 


the  main  source  of  the  $20  million  in  grants  and  contracts 
Reisner  has  sucked  up  since  1996,  when  he  started  out,  from 
the  likes  of  the  Navy,  NASA,  the  National  Institutes  of  Health 
and  other  agencies.  Private  capital  abhors  abstruse  products 
that  can  take  years  to  reach  the  market.  Besides,  he  says,  "We 
would  have  had  to  give  away  half  the  company  for  a  few  hun- 
dred thousand  dollars." 

Reisner  pushes  his  folks  to  conduct  research  with  com- 
mercial potential,  then  draft  grant  proposals.  The  vice  presi- 
dent of  R&D  corrects  their  grammar  and  sends  off  the 
requests.  "[Paid]  research  gives  you  the  freedom  to  try  stuff 
out,"  he  says.  Hundreds  of  old  proposals  are  crammed  in 
white  cardboard  boxes  inside  Reisner's  office  at  the  nearby 
Farmington  headquarters.  Two  out  of  ten  grant  applications, 
he  says,  are  approved. 

The  next  step  is  selling  discoveries  to  commercial  clients. 
Last  year  materials  scientist  H.  Amy  Chen  landed  a  $750,000 
grant  from  the  U.S.  Air  Force  for  water  filtration  research.  She 
found  that  nanofibers  made  from  manganese  oxide  can  be 
synthesized  into  bird's-nest-like  matrices  with  high  surface 
areas  that  trap  most  contaminants,  including  lead  and 
arsenic.  Today  she's  working  with  Omnipure  to  build 
manganese  oxide  filters  for  kitchen  taps.  Xinging  Ma,  a  mate- 
rials scientist  whom  Reisner  recruited  from  the  Sorbonne  in 
Paris,  is  working  on  a  project  with  United  Technologies'  Pratt 
&  Whitney,  spraying  jet  engine  parts  with  Inframat's  thermal 
barrier  nanocoatings;  the  material,  zirconia  dust,  was  origi- 
nally developed  for  the  Navy.  Ma  relies  on  a  patent  in  his  own 
name  to  turn  zirconia  into  a  solution,  applying  it  with  a 
rented  plasma  gun  burning  at  30,000  degrees  Fahrenheit.  The 
coat  behaves  like  a  thermal  blanket,  protecting  parts  such  as 
turbine  blades  from  a  meltdown.  That  in  turn  allows  an 
experimental  jet  to  run  hotter,  boosting  efficiency  from  400 
cycles  to  1,200  cycles.  So  far  the  company's  research  has 
yielded  21  patents  but  no  solid  commercial  deals.  "I  espouse 
a  very  Darwinian  approach,"  says  Reisner.  "You  throw  things 
against  the  wall  and  see  what  sticks." 

Reisner  launched  this  business  eight  years  ago  with  help 
from  two  University  of  Connecticut  materials  scientists, 
T.  Danny  Xiao  and  Peter  Strutt,  and  onetime  dean  of  the  busi- 
ness school  at  Southern  Connecticut  State  University  James 
Hsiao.  Reisner,  49,  joined  IBM  in  San  Jose,  Calif,  after  receiving 
a  Ph.D.  from  MIT  in  physical  chemistry.  While  working  for 
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Electro  Energy  he  visited  UConn  to  consult 
with  Xiao  and  Strutt  ahout  battery  materi- 
als. They  hit  it  off  so  well  that  Reisner  called 
hack  soon  after  and  suggested  they  start 
their  own  company. 

They  had  a  rough  go  of  it.  Reisner,  who 
has  three  children,  quit  his  job  and  lived  off 
the  income  of  his  wife,  who  has  an  ob-gyn 
practice.  Xiao  left  his  position  teaching 
materials  science  at  UConn,  moved  in 
with  his  brother  and  lived  on  carrots  and 


for  batteries — enough  to  lease  lab  space 
and  pick  up  a  raft  of  secondhand  equip- 
ment for  10  cents  on  the  dollar.  The  raw 
nanomaterial  they  got  from  China. 

A  big  boost  came  from  the  Office  for 
Naval  Research  in  1997.  Lawrence  kaba- 
coff,  the  Navy's  project  manager,  had  a 
problem  with  the  fleet's  minesweepers.  The 
boats'  foot-thick,  bronze  propeller  shafts 
were  succumbing  to  attrition.  Steel  shafts 
held  up  better  but  triggered  the  magnetic 


Some  Ph.D.  employees  "understand  when 
we  MISS  THE  PAYROLL  by  a  few  days."  _ 


tomatoes  from  Strutt's  garden.  The 
founders  took  no  salary  for  18  months. 
They  wrote  dozens  of  grant  proposals  on 
Reisner's  home  computer  for  projects 
dealing  with  nanomaterials  for  fuel  cells 
and  rechargeable  batteries  for  consumer 
electronics.  The  National  Science  Founda- 
tion coughed  up  $75,000  for  manganese 
oxide  development;  the  U.S.  Special  Oper- 
ations Command  came  up  with  $100,000 


detectors  in  mines.  Reisner  proposed 
spraying  the  shafts  with  a  ceramic 
nanopowder — a  blend  of  83%  alumina 
and  1 7%  titania  whose  specks  are  a  single 
micron  in  diameter — to  form  an  extremely 
tough  and  pliant  coating  that  would  resist 
peeling  and  cracking.  "I  realized  we  were 
looking  at  something  very  different,"  says 
Kabacoff.  He  has  since  sent  $5  million 
worth  ot  Navy  work  Reisner's  way. 


As  business  expanded,  the  company 
scrambled  for  talent.  It  collected  referrals 
and  scoured  American  schools  with  good 
materials-science  labs  where  Chinese- 
born  students  compete  for  placement. 
Reisner  pays  high  wages,  a  prerequisite 
for  the  high-skill  H-1B  work  visa,  and  he 
has  a  full-time  personnel  manager  who 
deals  with  immigration  lawyers.  Three- 
quarters  of  the  workers  at  Nano  Croup,  as 
the  combined  companies  are  now  called, 
are  foreign  born. 

A  16-foot,  stainless-steel  spray  dryer 
is  cranking  out  nanopowder  by  the  ton. 
At  $35  a  pound  the  stuff  will  help  pay  the 
salaries  of  all  those  Ph.D.s.  (Some  of 
whom  "understand  when  we  miss  the 
payroll  by  a  few  days,"  says  Hsiao.)  Pow- 
der sales  have  totaled  $100,000  in  the  last 
three  years.  They  should  climb  this  year, 
thanks  to  three  new  joint  ventures:  two  in 
the  U.S.,  where  the  company  holds  an 
equity  stake,  and  one  with  a  Chinese 
manufacturer,  which  pays  a  percentage 
of  sales.  Says  Reisner:  "I  think  we've 
turned  a  corner."  F 


Introducing  a  projector 
thatll  actually  turn 


you  on. 


Smooth  lines.  Sweeping  contours.  The  31VT  Digital  Pmjector  SI0.  Exclusively  designed  by  Pininfarina. 
Official  Designer  for  Ferrari  foi  over  50  years.  It'll  fire  up  any  presentation  And  the  person  who  gives  it  Call 
1-800-421-9694  extill  or  visit  J iii.com/ineerings/3Jl 
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The  Connected  World 

September  21-23,  2004 


Hong  Kong 

The  speed  of  modern  travel  and  communication  technology  has  swept  away  physical 
borders  and  globalized  business,  finance  and  culture.  Economies  and  societies  around 
the  world  are  now  inextricably  connected.  To  connect  smoothly  and  work  together  efficiently, 
we  need  marketplaces,  transport  systems  and  global  standards. 

Under  the  theme  "The  Connected  World",  the  fourth  annual  Forbes  Global  CEO  Conference 
will  explore  the  critical  issues  facing  global  executives  in  today's  business  community  and 
examine  just  how  effectively  and  efficiently  connected  today's  world  is. 

Key  Speakers  will  feature  prominent  business  leaders  including:  David  Abney,  President,  UPS 
International  •  Stephanie  Burns,  President  and  CEO,  Dow  Corning  •  Dhanin  Chearavanont, 
Chairman  and  CEO,  CP  Group  •  David  Davies,  Senior  Vice  President,  Philip  Morris  International 

•  Mervyn  Davies,  Group  Chief  Executive,  Standard  Chartered  PLC  •  Esther  Dyson,  Editor 
at  large,  CNET  Networks  •  Steve  Forbes,  President,  CEO  and  Editor-in-Chief,  Forbes  •  Ann 
Fudge,  CEO,  Young  &  Rubicam  •  Victor  Fung,  Chairman,  Li  &  Fung  Group  •  Stelios  Haji- 
loannou,  Founder,  easyGroup  (UK)  Ltd  •  Rich  Karlgaard,  Publisher,  Forbes  •  Guy  Kawasaki, 
Managing  Director,  Garage  Technology  Ventures  •  Eric  Kim,  Executive  Vice  President, 
Samsung  Electronics  •  Simon  Kukes,  Chief  Executive  Officer,  YUKOS  Oil  Company  •  Siaou- 
Sze  Lien,  Senior  Vice-President,  HP  Services  Asia  Pacific  •  Jun  Naruse,  Chief  Executive  Officer, 
Hitachi  Global  Storage  Technologies  •  Donald  K.  Peterson,  Chairman  and  CEO,  Avaya 

•  John  A.  Quelch,  Professor,  Senior  Associate  Dean  for  International  Development,  Harvard 
Business  School  •  James  A.  Rasulo,  President,  Walt  Disney  Parks  and  Resorts  •  Stephen 
Roach,  Chief  Economist  and  Director  of  Global  Economic  Analysis,  Morgan  Stanley  •  Daniel 
Truchi,  CEO,  SG  Private  Banking  (Asia  Pacific)  •  Caspar  Weinberger,  Chairman,  Forbes 

•  Daniel  Yergin,  Chairman,  Cambridge  Energy  Research  Associates  (CERA) 

Attendance  at  the  Forbes  Global  CEO  Conference  is  by  invitation  only  and  limited  to 
CEOs,  Presidents  and  senior  management-level  executives. 


Conference  Fee: 

Early  Bird  US$3,995 
(on  or  before  June  15,  2004) 
US$5,000  (after  June  15,  2004) 

Registration: 

Lee  Kit  Pui 
Tel:  (65)  6836  3408 
Fax:  (65)  6836  3405 
Email:  ceo@forbesasia.com.sg 

Sponsorship: 

Pauline  Seow 
Tel:  (852)  2877  8050 
Fax:  (852)  2523  9154 
Email:  pseow@forbes.com.hk 

For  more  information,  please  visit 
www.  forbes.  com/con  f 


Pictures  from  Forbes  Global  CEO  Conference  held  in  2003 
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Near-Perfect  Pitch 

The  guy  who  brought  you  the  Ginsu  2000  knife  and  Liquid  Leather 
is  now  trying  to  go  mainstream. 


BY  DAN  ACKMAN 

VICTOR  GRILLO  JR.  HAS 
been  selling  gadgets  on 
television  for  15  years, 
though  you  probably  couldn't 
pick  him  out  of  a  lineup.  If 
you  watch  late-night  TV  you 
certainly  know  the  products 
he's  introduced,  including  the 
Ginsu  2000  knife  (20  million 
units  sold,  says  the  38-year-old 
Bostonian),  the  Buttoneer, 
Liquid  Leather  and  Triple 
Edge  Wiper  Blades.  He  also 
claims  to  have  unveiled  the 
first  national  prepaid  cell 
phones.  Grillo  has  been  con- 
tent to  stay  behind  the  cam- 
era, buying  and  tracking 
media,  producing  TV  com- 
mercials and  organizing  ful- 
fillment operations.  "Too  fat," 
he  says.  The  truth  is  that  at  2 1 0 
pounds,  Grillo  could  stand  to 
drop  a  few.  It  might  help  his 
new  image:  bringing  the 
"magic"  of  direct-response 
advertising  to  mainstream 
corporate  America. 

Such  marketing  has  traditionally 
hawked  kitchen  aids,  diet  plans  and  other 
products — some  of  dubious  merit — after 
midnight  at  the  end  of  the  cable  dial.  But  its 
advocates,  Grillo  among  them,  say  it  has 
(like  junk  mail)  the  nice  quality  of  being 
self-proving.  In  contrast  to  traditional  ads 
whose  effectiveness  is  reflected  in  flabby 
metrics  like  reach  or  awareness,  direct-re- 
sponse spots  are  measured  by  how  many 
products  are  sold  per  commercial  via  an 
800  number.  No  outside  group  monitors 
the  numbers. 

Somebody's  biting.  Grillo's  five-year- 
old  company,  Advanced  Results  Marketing 
of  Marlboro,  Mass.,  has  45  staffers,  in  sales, 
media,  creative,  accounting  and  fulfillment. 


Here's  how 
to  order 
yours:  Victor 
Grillo  is  now 
appearing  in 
his  own  ads. 


Last  year  it  grossed  10%-25%  on  $35  mil- 
lion selling  airtime  and  in  production  and 
fulfillment  fees,  an  amount  Grillo  insists 
will  double  in  2004. 

The  company  evolved  slowly.  After  grad- 
uating with  a  management  degree  from 
Bendey  College  in  1989,  Grillo  started  selling 
Dura  Shears  with  a  commercial  produced 
in  his  basement.  By  the  mid-1990s  he  had 
hooked  up  with  bankers  from  Donaldson, 
Lufkin  &  Jenrette,  who  wanted  help  with  ads 
for  their  dot-com  clients.  "They  didn't  know 
the  first  tiling  about  how  advertising  works," 
Grillo  recalls.  Helping  out  on  an  ad  hoc 
basis,  Grillo  balked  at  creating  direct- 
response  campaigns  for  larger  DLJ  cus- 
tomers. But  he  relented  after  Catterton  Part- 


ners, a  venture  firm  staffed  by 
former  DLJ  employees,  offered 
to  seed  his  firm  with  $2.5  mil- 
lion for  an  18%  share.  (Grillo 
has  since  bought  them  out.) 

This  sort  of  advertising  has 
two  things  going  for  it.  Its  call- 
to-action  format — "Operators 
are  standing  by  now!" — pro- 
duces instant  sales.  And  it's  dirt 
cheap:  A  spot  can  be  bought  at 
a  60%  discount  to  rates  for  tra- 
ditional advertising.  Direct  re- 
sponse may  never  appeal  to  the 
likes  of  Coca-Cola  or  Bud- 
weiser.  But  it  has  nabbed  some 
surprisingly  respectable  names. 
Motorola  and  Boost  (a  Nextel 
unit)  have  used  Grillo  to  sell 
phones,  as  well  as  prepaid  and 
no-contract  plans.  Mandalay 
Hotel  Group  has  pitched  room 
packages,  using  telemarketing 
firms  to  take  reservations. 
David  Sarlitto,  vice  president 
for  direct-channel  marketing 
at  Holmes,  the  maker  of 
Crock-Pot  and  Bionaire,  says 
Grillo's  firm  helped  his  com- 
pany maintain  a  much  larger 
presence  on  television  with  the 
same  budget.  Grillo's  ads,  he 
says,  have  boosted  his  retail 
sales  20%. 

Madison  Avenue  still  turns 
up  its  nose.  "Why  don't  you 
crawl  back  under  that  rock?"  is 
how  Grillo  characterizes  his  reception 
among  mainstream  agencies.  But  now 
many  (among  them:  A.  Eicoff,  a  unit  of 
WPP,  and  Euro  RSCG,  a  division  of  Havas) 
are  opening  direct-response  offshoots. 
Grillo  says  he's  had  buyout  offers — $25  mil- 
lion in  cash  and  notes — from  two  venture 
capital  firms  looking  to  roll  up  such  adver- 
tisers into  larger  media  companies.  He 
turned  them  both  down. 

He's  having  too  much  fun  appearing 
in  commercials  promoting  ARM's  services 
on  cable  news  channels.  The  company,  he 
says  in  the  spots,  is  the  largest  player  in  a 
form  of  advertising  responsible  for  $30 
billion  a  year  in  retail  sales.  That's  a  lot  of 
Buttoneers.  F 
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Working  with  hewitt  to  help  your  employees 
make  more  informed  health  care  choices  will 
result  in  which  of  the  following  outcomes? 


A.  YOUR  COMPANY  WILL  SAVE  MILLIONS. 

B.  YOUR  COMPANY  WILL  SAVE  MILLIONS. 

C.  YOUR  COMPANY  WILL  SAVE  MILLIONS. 

D.  YOUR  COMPANY  WILL  SAVE  MILLIONS. 
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Hewitt 


www.hewitt.com/results 


Chairman  &  CEO  of 
Palm  Springs  Air  Museum 

Collector  of  World  War  II 
aircraft  that  forever 
changed  Americans'  lives 


Trust  Northern. 


And  give  wings  to  your  financial  future. 


Fulfilling  a  dream  to  educate  young  people  as  well  as 
honor  those  who  helped  preserve  the  freedom  we  have  today, 
Bob  has  learned  that  some  things  are  worth  keeping  for  a  very 
long  time.  Like  a  relationship  with  Northern  Trust.  For  more 
than  a  century,  our  clients  have  depended  on  us  for  a  quality 
of  personal  attention  most  people  consider  a  thing  of  the  past. 
A  sophisticated  array  of  trust,  investment  management  and 
banking  services.  And  a  creative,  energetic  approach  to  make 
the  most  of  financial  opportunities. 

Let  your  financial  future  take  flight.  Call  William  Morrison, 
President  —  Personal  Financial  Services,  at  800-468-2352. 


Northern  Trust 


Private  Banking  I  Investment  Management  I  Financial  Planning  I  Trust  Services  I  Estate  Planning  Services  I  Business  Banking 

www.northerntrust.com 


Northern  Trust  Corporation       Member  FDIC 


IN  1999  JOHN  CASTLE  TOYED  WITH  INVEST- 
ing  $25  million  of  his  clients'  money  to 
take  a  railroad-construction  outfit  private. 
The  company  boasted  solid  earnings 
growth  and  a  "strong  buy"  rating  from 
Deutsche  Bank,  but  was  short  of  capital  for  more 
acquisitions.  After  spending  months  (and  a  few 
hundred  grand  in  accounting  fees)  poring  over 
30  of  the  firm's  contracts,  Castle  begged  off.  The 
business,  he  concluded,  wasn't  as  strong  as  the 
figures  in  public  filings  suggested.  That  was  a 


ft 
ft 


Buyout  firms  get  rich 
owning  mundane 
businesses.  Can  you  do 
the  same  on  a  smaller 
scale?  Here's  what 

can  teach 
you  about  value  stocks. 

BY  BRETT  NELSON 
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wise  move:  The  company  filed  for 
Chapter  1 1  a  year  later. 

Castle,  63,  is  a  leveraged  buyout  guy, 
one  of  the  best  around.  His  Manhattan 
firm,  Castle  Harlan,  has,  over  the  past 
17  years,  ponied  up  $7  billion  for 
60  firms.  A  third  of  these  have  worked 
out  well  enough  to  be  sold  or  taken 
public;  for  these,  Castle  claims  a 
weighted  average  return  of  28%.  To 
be  sure,  one  must  be  wary  of  weighted 
averages  or  any  kind  of  statistic  that  by 
its  nature  favors  inclusion  of  winners. 
Still,  Thomson  Venture  Economics  es- 
timates that  Castle  Harlan  is  well  ahead 
of  competing  LBO  firms  in  average 
returns. 

Even  if  you  are  not  willing  or  able  to 
be  a  Castle  Harlan  investor  (typical  ante: 
$5  million)  and  just  want  to  buy  a  few 
shares  of  a  public  company,  there's 
plenty  you  can  learn  from  Castle's  due 
diligence.  True,  his  bloodhounds  can  dig 
deeper  into  a  prospective  takeover  tar- 
get's financials  than  the  average  investor 
can.  (Usually,  their  deals  are  friendly 
and  they  get  to  see  every  last  operating 


detail  in  exchange  for  signing  a  confi- 
dentiality agreement.)  Nevertheless, 
Castle  Harlan's  methods  are  universally 
applicable. 

First  Castle  looks  for  industries  mak- 
ing unsexy,  overlooked  products  like 
diamond-studded  drill-bit  inserts,  air- 
plane toilets  and  class  rings.  Volatile  sec- 
tors like  technology,  fashion  and  real  es- 
tate are  verboten,  as  are  commodity 
businesses  with  large  fixed  costs  (think 
airlines).  Within  his  select  industries,  he 
finds  companies  that  are  cheaper  than  the 
peer  average  and  sport  better  sales  growth 
and  return  on  invested  capital.  Some 
prospects  are  classic  value  plays,  appear- 
ing on  the  surface  to  be  in  trouble.  Then 
they  surprise  everybody.  While  Castle 
won't  pick  public  stocks,  we've  applied  his 
methods  to  some  of  his  favored  sectors 
(see  table,  p.  190). 


An  example  from  our  table  is  chem- 
icals maker  International  Flavors  & 
Fragrances.  This  company  has  managed 
to  boost  sales  9%  annually  over  the 
last  three  years,  four  times  the  industry 
average,  while  keeping  expenses  in  check 
with  layoffs  and  debt  refinancing.  The 
company  has  been  dogged  by  lawsuits, 
however.  That's  one  reason  the  stock  has 
been  stuck  in  a  narrow  trading  range  the 
past  two  years.  Factory  workers  in  a  pop- 
corn plant  claimed  lung  damage  from 
inhaling  fumes  given  off  by  a  butter-fla- 
vored chemical  sold  by  IFF.  (The  com- 
pany says  the  popcornmaker  didn't  fol- 
low published  safety  instructions.)  In 
May  IFF  settled  the  second  of  30  suits  for 
around  $5  million.  The  news  encour- 
aged J.  P.  Morgan  analysts  to  peg  the  total 
payouts  at  a  maximum  $165  million, 
down  from  an  initial  estimate  of  $200 
million  to  $300  million. 

A  lumbering,  soft-spoken  fellow 
with  a  knowing  smile  and  degrees  from 
MIT  and  Harvard,  Castle  has  vast  in- 
vesting experience.  In  1987,  after  21 
years  at  investment  bank  Donaldson 


Lufkin  &  Jenrette  (2  of  those  as  chief  ex- 
ecutive), Castle  and  fellow  DLJ  alum 
Leonard  Harlan  founded  their  LBO  out- 
fit. As  a  takeover  artist,  Castle  gets  to 
both  buy  and  run  companies,  which  he 
prefers  to  being  a  passive  stockholder. 
"I  like  to  be  the  master  of  my  fate," 
he  says. 

Given  his  strong  record,  he  had  little 
difficulty  raising  $1.2  billion  for  his 
fourth,  and  largest,  fund.  This  was  at  a 
time,  between  May  2002  and  September 
2003,  when  many  LBO  types  were 
starved  for  capital.  "Some  of  the  eco- 
nomic incentives  [in  private  equity]  are 
out  of  whack,"  admits  Gary  Hiatt,  part- 
ner at  Pantheon  Ventures,  a  fund  of 
funds  that  invests  in  Castle  on  behalf  of 
its  institutional  clients.  "After  fees,  Cas- 
tle's still  worth  it." 

Certainly,  LBOs  are  back  in  vogue. 


While  marquee  LBO  shops  Kohlberg 
Kravis  &  Roberts,  Clayton  Dubilier  and 
Blackstone  still  hunt  for  big  game — wit- 
ness such  recent  deals  as  Qwest's  Yellow 
Pages  unit  ($7.1  billion)  and  TRW  ($4.7 
billion) — more  capital  is  chasing  targets 
in  the  sub-$100  million  realm  where 
Castle  is  a  king.  Today  nearly  1,000  LBO 
funds,  with  average  capital  under  man- 
agement of  $800  million,  are  in  busi- 
ness, quadruple  the  total  15  years  ago, 
according  to  Thomson. 

Tips  from  an  old  hand: 

Find  out  if  bad  news  is  overblown.  Like 
IFF  recently,  Truck  Components  looked 
like  a  risky  investment.  The  company 
owned  40%  of  the  market  for  brake 
drums  in  heavy-duty  trucks  when  Cas- 
tle first  eyed  it  in  1994.  The  problem  was 
a  potential  $500  million  liability  for 
dumping  hazardous  waste  at  15  Super- 
fund  sites  in  Illinois  and  Wisconsin.  The 
risk  was  enough  to  repel  a  previous  large 
buyer  after  six  months  of  negotiations. 

Smelling  a  "willing  seller,"  as  he  calls 
them,  Castle  spent  $2  million  on  envi- 
ronmental consultants  and  attorneys  to 
measure  Truck's  exposure  and  liability 
at  every  site.  Turned  out  a  bunch  of 
other  companies  had  the  same  problem, 
so  that  $500  million  would  be  carved  up 
among  them  all.  Four  months  and  a  30- 
column  spreadsheet  later,  Castle's  team 
concluded  Truck's  risk  was  more  like 
$16  million.  They  also  "did  enough 
homework  to  know  that  the  truck  cycle 
had  enough  years  to  run  so  they  could 
get  in  and  get  out,"  says  Thomas  Cook, 
Truck's  former  chief  executive  who  now 
serves  on  the  board  of  two  Castle  Har- 
lan companies. 

Result:  Castle  bought  Truck  for  $170 
million,  or  $3.16  per  share,  in  May  1994. 
Three  months  later  Truck  went  public 
at  $10,  and  the  next  year  it  was  sold 
to  Johnstown  American  Industries 
for  $16. 

Go  for  niches  too  small  to  bring  serious 
competition.  US  Synthetic  was  another 
winner  in  disguise.  It  had  a  tidy  busi- 
ness in  early  1997  selling  coin-size  dia- 
mond-embedded inserts  that  fit  into 
larger  drill  bits  used  to  dig  oil  and  gas 
wells.  Synthetic  diamonds,  made  by 
compressing  diamond  shards  under 


The  company  was  forecasting 
15%  growth.  Its  customers  were 
saying  that  number  was  too  low. 
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Abercrombie  &  Kent 


SAFARIS,  TOURS  &  CRUISES    •    DESTINATION  CLUBS     •    CONCIERGE  VILLAS    •    JETS    •    TOWNE  CLUBS 


Welcome  to  the  Travel  Revolution. 

You  are  about  to  discover  a  truly  unconventional,  reinvented  paradigm  of  luxury  travel  and  leisure 
experiences  that  are  revolutionizing  the  way  discerning  travelers  think  about  worldwide  travel, 

second-home  ownership  and  private  jets.  This  convergence  of  extraordinaiy  Abercrombie  &  Kent 
travel  companies  is  like  nothing  you  have  ever  seen.  Explore  Abercrombie  &  Kent  Safaris,  Tours  & 

Cruises,  Destination  Clubs,  Concierge  Villas,  Jets  and  Towne  Clubs  and  you'll  find  truly  unparalleled 
amenities,  experiences  and  services,  all  distinguished  by  the  uncompromising  quality  of  A&K. 


IT  TRULY  IS  "SIMPLY  THE  BEST  WAY  TO  TRAVEL." 


1 -  800-230-931  0  WWW.AKDESTINATIONS.COM 
or  contactjour  local  travel  professional 
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Due  Diligence 


Castle  won't  pick  equities,  so  we  applied  his  LBO-like  criteria  to  root  out  good  public  stocks.  The  method:  Find  an  overlooked 
industry,  then  look  for  a  company  with  a  low  earnings  multiple  plus  a  peer-beating  sales-growth  rate  and  return  on  capital. 


Recent 

«1 

ANNUAL  SALES 

GROWTH1  RETURN  ON 

CAPITAL 

Company/business 

price 

company 

industry 

company 

industry 

company 

industry 

Applebee's  International/family  restaurants 

$37.28 

21 

25 

13% 

12% 

20% 

11% 

Ducommun/aerospace 

18.91 

13 

20 

14 

11 

10 

7 

International  Flavors  &  Fragrances/food  processing 

35.49 

17 

21 

9 

2 

11 

6 

Key  Technology/automation  systems 

13.90 

12 

24 

7 

3 

17 

10 

Superior  Energy  Services/oilfield  services 

8.98 

25 

46 

25 

13 

4 

3 

'Three-year  annualized. 

Source:  Reufers  Fundamentals  via  FactSet  Research  Systems. 

high  temperature  and  pressure,  are  less 
brittle  and  wear  more  evenly  than  nat- 
ural diamonds.  The  key  to  this  deal  was 
drilling  down  on  a  paltry  yet  profitable 
$75  million  market  too  small  to  get  ri- 
vals De  Beers  and  General  Electric  all 
that  excited. 

With  crude  fetching  $26  a  barrel  (a 
lot  at  the  time),  producers  were  drilling 
with  abandon.  US  Synthetic  was  their 
largest  supplier,  with  36%  market  share. 
The  most  important  question  was 
growth.  The  company  was  forecasting  a 
15%  annual  rise  in  sales  for  the  next  few 
years.  Yet  a  survey  of  both  the  drill-bit 
manufacturers,  which  were  Synthetic's 
immediate  customers,  and  the  drilling 
companies  hinted  that  those  projections 
were  light. 

Back  then  diamond  inserts  cut  just 


12%  of  total  feet  drilled  worldwide; 
manufacturers  expected  the  number 
would  soon  hit  50%.  And  even  though 
diamond  inserts  cost  roughly  ten  times 
as  much  as  carbide  inserts,  they  didn't 
need  to  be  replaced  nearly  as  often,  thus 
lowering  overall  drilling  costs,  especially 
at  offshore  rigs. 

Sure  enough,  as  producers  kept 
drilling,  US  Synthetic's  operating  in- 
come (earnings  before  interest,  taxes 


and  nonrecurring  items)  jumped  from 
$12  million  to  $22  million  in  just  15 
months.  Castle  bought  the  firm  in  Feb- 
ruary 1997;  he  paid  $85  million.  He  sold 
it  15  months  later  for  $165  million  to 
Bain  Capital,  another  LBO  fund. 

Find  the  forgotten  sure  thing.  The 
class-ring  business,  with  its  huge  in- 
stalled customer  base  and  dependable 
demand,  caught  Castle's  eye  in  1996. 
But  how  to  make  it  pay?  Answer:  con- 
solidation. First  Castle  looked  for  tar- 
gets that  relied  on  different  distribution 
channels;  then  he  estimated  savings 
from  combining  their  factories.  Five 
months  later  he  formed  American 
Achievement  Corp.  by  acquiring  two 
companies:  ArtCarved  made  high- 
quality  rings  sold  through  jewelry 
stores;  Balfour  had  savvy  door-to-door 


sales  reps  working  the  schools. 

Castle  folded  production  into  Art- 
Carved's  lower-cost  plant  in  Austin  that 
can  crank  out  650,000  designs.  Later  he 
looked  for  cross-selling  opportunities, 
buying  publishers  of  yearbooks  and 
"Who's  Who"  lists.  Once  you  have  it 
down,  "it's  a  relatively  sticky  customer 
base,"  says  Justin  Wender,  a  Castle  man- 
aging director;  schools  tend  to  stick  with 
the  same  supplier  year  after  year. 


In  March  Castle  sold  American 
Achievement  to  Fenway  Partners,  a  New 
York  private  equity  firm,  for  $431  mil- 
lion— 7.5  times  operating  income  and 

I.  7  times  its  original  investment. 

Diversify.  Despite  your  best  efforts,  you 
can  get  blindsided.  Diligence,  of  course, 
is  never  foolproof.  Knowing  that  you're 
going  to  invest  in  some  clunkers  helps 
prepare  you  for  the  inevitable  pain. 

In  1994  Castle  shelled  out  $40  mil- 
lion (including  debt)  for  Strawberries, 
the  record  chain  once  run  by  Jose 
Menendez,  murdered  by  his  two  sons  in 
1989.  The  industry  looked  healthy:  Pub- 
licly traded  rivals  Musicland  and  Trans 
World  Entertainment  were  adding 
stores  at  a  healthy  clip.  But  while  the 
others  built  in  big  cities  and  malls, 
Strawberries  opted  for  saturating  small 
New  England  towns. 

That  might  have  been  fine  if  giant 
Best  Buy  hadn't  started  horning  in  on  its 
turf  by  selling  ultracheap  tapes  and  com- 
pact discs  as  a  loss  leader  for  higher-mar- 
gin appliances,  computers  and  stereos. 
Circuit  City  followed  suit.  Slumping 
overall  demand  exacerbated  the  price 
war,  pushing  Strawberries  into  Chapter 

II.  Castle's  $10  million  in  equity  went  to 
zero  in  two  years.  (Trans  World  now 
owns  the  assets.) 

The  LBO  due  diligence  is  more  than 
typical  investors  can  mount.  "We  have 
the  benefit  of  eliminating  a  lot  of  bad 
answers,"  Castle  says.  Still,  he  maintains 
the  same  techniques  are  relevant  to  mak- 
ing stock  selections  based  on  public 
information.  F 


No  tech,  fashion  or  real  estate  here. 
Castle  likes  diamond  drill-cutters, 

airplane  toilets  and  class  rings.  
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Staring  at  a  computer  screen  all  day 
can  have  a  similar  effect. 


EF200 


Computer  glare  can  cause  burning,  itchy,  watery  eyes  and  headaches.  Help  protect 
yourself  and  your  screen  with  a  3JVT  Executive  Anti-Glare/Anti-Radiation  Filter.  Not 
only  does  it  offer  a  double-sided  anti-reflective  coating  for  superior  glare  reduction,  it 
also  enhances  color,  improves  contrast  and  helps  protect  LCD  screens  from  fingerprints 
and  scratches.  And  they're  available  in  styles  to  fit  most  desktop  LCD,  CRT  or  notebook 
monitors.  Find  out  more  at  www.3M.com/computerfiiters  or  call  1-800-813-4792 
ext.  F6.  Call  now  and  receive  a  FREE  pad  of  Post-it®  Super  Sticky  Notes! 
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Vikuiti  " 

Display  Enhancement 


ISO 

COMPLIANCE 

Fitters  tested  with  monitors  to 
ISO  9241-7  oy  TUV  flheiniano* 


3M  Innovation 
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3M,  Vikuiti  and  the  Vikuiti  "Eye"  symbol  are  trademarks  of  3M. 
Post-it  is  a  registered  trademark  of  3M. 


Some  banks  just 
let  us  talk  to  them. 
This  one  listens." 

re  believe  that  real  competitive  advantage  comes  from  listening  to  others.  Including  those  with 
fferent  perspectives. 

)r  example,  we  engage  with  environmental  and  human  interest  groups  to  hear  their  perspective 
i  where  the  future  is  heading.  It's  helped  us  develop  new  policies  to  define  conditions  for  financing 
jrtain  ecologically  sensitive  industries,  such  as  oil  &  gas,  mining  and  forestry. 

i  approach  that  actually  attracts  more  clients.  People  who  face  similar  issues  and  value  a  partner 
at  understands  and  can  help  them.  Resulting  in  good  and  profitable  business.  For  all  of  us. 


ww.abnamro.com 


ABNAMRG 


>  announcement  appears  as  a  matter  of  record  only.  ABN  AMRO  Bank  N.V.  undertakes  US  securities  business  in 
name  of  its  indirect  wholly  owned  subsidiary,  ABN  AMRO  Incorporated,  an  SIPC,  NYSE  and  NASD  member. 


JV1  o  n  ey AAn  v^sli  ng 


SIB 


etfing  the  H 


Ed  Wachenheim  thinks  fears 
of  a  housing  bubble  have  no 
foundation.  He  has  $1  billion 
riding  on  his  beliefs. 

BY  BRENDAN  COFFEY 


HOUSE  PRICES  HAVE  BEEN  GOING  UP  SO  FAST  FOR  SO 
long  that  it's  hard  to  resist  talking  about  a  bubble. 
Last  year  a  former  Goldman  Sachs  banker,  John  Tal- 
bott,  published  The  Coming  Crash  in  the  Housing 
Market  (McGraw-Hill,  $14.95);  before  that  this  mag- 
azine had  its  own  dire  warnings  (FORBES,  Sept.  3,  2001).  But 
money  manager  Edgar  Wachenheim  III  says  not  to  worry  about 
the  stocks  of  home  builders.  They  will  remain  flush  with  orders, 


even  if  mortgages  tick  up  another  point. 

Wachenheim's  Greenhaven  Associates  has  $2.7  billion  under 
management  on  behalf  of  not-for-profit  endowments  and 
wealthy  individuals.  The  portfolio  is  40%  in  home  builders,  a 
position  amassed  mostly  in  1999.  "Everyone  focused  on  interest 
rates  is  focused  on  one  pitch,"  he  says.  "We're  looking  at  the 
whole  ball  game."  Wachenheim,  66,  says  the  housing  market  is 
going  to  keep  growing  regardless  of  what  mortgage  rates  do.  He 
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AND  HERE'S  WHY5  Even  the  world's  leading  technology  companies  need  technology  that  they  can 
rely  on,  which  is  why  HP  uses  a  supply  chain  solution  from  SAP.  Now,  change  orders  that  once  took  three  weeks 
to  communicate  to  all  levels  of  the  supply  chain  take  only  24  hours.  Visit  sap. com/hp  or  call  800  880  1727 
to  see  what  we  can  do  for  your  business. 
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Sturdy  Shelter 

Wachenheim  finds  the  biggest  builders  have  a  price  advantage  that  small 
developers  can't  match,  meaning  the  large  players  will  gain  market  share. 
With  low  multiples  and  rosy  futures,  their  stocks  make  a  smart  buy. 


PRICE 

Company 

recent 

52-wk  high 

P/E 

est.  2004 

5  yrs  ago 

Centex 

$46.18 

$57.75 

7 

2.2% 

1.1% 

DR  Horton 

27.31 

35.72 

8 

2.7 

1 

1.4 

Lennar 

43.29 

56.01 

8 

2.3 

1.0 

Pulte  Homes 

47.75 

57.72 

9 

2.5 

1.5 

Prices  as  o?  May  24.  'By  volume.  Sources:  Company  reports;  Greenhaven  Associates; 
Reuters  Fundamentals  via  FactSet  Research  Systems. 


shrugs  at  news  that  the  average  30-year 
loan,  now  at  6.0%,  is  up  almost  three- 
quarters  of  a  point  since  March,  antici- 
pating a  Federal  Reserve  tightening.  Any 
downdraft  in  new-home  purchases  will 
be  temporary,  he  says.  Apart  from  that, 
the  biggest  builders  in  a  long-term 
growth  phase  are  good  buys  based  on 
their  ability  to  capture  business  from 
small  builders. 

"A  bubble  is  something  that  doesn't 
have  any  support  underneath  it,"  he  says 
dismissively.  "The  housing  market  isn't  a 
bubble."  Home  ownership  is  on  the  rise 
(from  64%  of  households  in  1994  to  68% 
in  2002)  and  won't  abate,  he  argues,  since 
even  in  tough  economic  times  Americans 
will  part  with  a  lot  of  other  assets  before 
parting  with  their  houses.  "A  house 
becomes  part  of  your  life.  It's  a  much 
more  sentimental  thing  than  a  car,"  he 
says.  "What  would  you  rather  say:  'I  rent 
apartment  number  19D,'  or  T  own  a 
house  at  19  Deer  Lane'?" 

The  one  time  he  veered  from  this 
thinking,  Wachenheim  says,  he  screwed 
up.  In  2001,  right  after  Sept.  1 1,  he  told  his 


daughter  to  delay  buying  a  home  because 
the  catastrophe  was  sure  to  pull  prices 
down.  "I  gave  her  the  wrong  advice." 

Wachenheim  contends  that  if  you're 
looking  for  long-term  growth,  you  can't 
worry  about  short-term  trends.  In  1979 
the  rate  for  new  30-year  mortgages 
popped  up  2.6  points  to  1 1%,  yet  housing 
starts  dropped  17%  to  1.2  million.  In 
1981,  when  Paul  Volcker's  Fed  drove 
mortgage  rates  to  a  gut-wrenching  17%, 
housing  starts  had  a  steeper  fall,  to 
705,000,  but  how  likely  is  it  that  interest 
rates  will  triple  from  where  they  are  now? 
In  fact,  in  the  nine  years  since  1977  that 
year-over-year  mortgage  rates  rose  by  at 
least  half  a  point,  housing  starts  were  flat 
four  times  and  rose  once,  in  1999. 

The  key  factor:  Strong  economic 
growth  tends  to  trump  climbing  interest 
rates.  This  was  the  case  in  1999  when 
mortgage  rates  went  up  two  percentage 
points  with  no  baleful  effect.  Given  the 
current  economic  growth,  costlier 
mortgages  shouldn't  hit  very  hard.  Im- 
migration will  boost  demand  for 
houses;  costly  features  like  granite  coun- 


tertops  will  increase  price  tags. 

So  much  for  macroeconomics.  Now 
for  the  microeconomics  of  nailing  two- 
by-sixes.  Home  building  is  a  wildly  frag- 
mented market  in  crying  need  of  consol- 
idation. The  ten  largest  builders  build  a 
mere  20%  of  single-family  homes.  Three 
phenomena  will  help  them  get  more  of 
the  business.  One  is  that  some  kinds  of 
productivity  gains — such  as  making 
room  dimensions  fit  standard  wallboard 
sizes — aren't  very  accessible  to  the  small- 
timer  with  two  pickup  trucks  and  a  crew 
of  six.  Another  is  that  big  players  have 
bargaining  leverage  with  suppliers  like 
appliance  manufacturers.  Wachenheim 
calculates  that  the  largest  builders  have  as 
much  as  an  8%  cost  advantage  over  the 
smallest. 

The  third  advantage  for  the  giants  is 
that,  in  this  day  and  age  of  tough,  com- 
plex zoning  rules,  getting  permission  for 
subdivisions  demands  lots  of  capital  and 
lawyers,  and  the  little  guys  just  don't  have 
the  staying  power. 

He  notes  that  the  Goliath  builders 
have  been  buying  more  land  than  they 
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AND  HERE'S  WHY:  The  North  Fact.  ne< :ded  afastei  wa)  ol  keeping  up  with  demand.  So  they 
enhanced  their  supply  chain  with  solutions  from  SAP.  Now  they  can  share  real-time  inventory  and  procurement 
information  across  their  entire  organization,  improving  delivery  time  from  days  to  hours.  For  more 
information,  visit  sap.com/scm  or  call  800  880  1727. 
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will  need  for  many  years,  trying  to  freeze 
out  smaller  competitors.  "It's  like  Wal- 
Mart  went  out  and  rented  up  all  the 
empty  storefronts  and  kept  them  closed 
to  get  all  the  business  for  themselyes," 
says  Wachenheim. 

Among  Wachenheim's  favorites: 
Centex,  DR  Norton,  Lennar  and  Pulte 
Homes  (see  table,  p.  196).  Leveraging 
their  advantages,  the  ten  leading  home 
builders  will  control  40%  of  the  Ameri- 
can market  by  2010,  he  says.  The  growth 
in  the  market,  the  expansion  in  their 
share  of  it  and  their  cost  efficiencies  will 
combine  to  deliver  20%  to  23%  annual 
earnings  gains,  he  says. 

Greenhaven's  6.5%  in  Centex,  worth 
$440  million,  makes  it  the  second-largest 
holder  after  British  bank  Barclays.  For  the 
fiscal  year  ended  in  March,  Centex  re- 
ported per-share  income  of  $6.01  (ex- 
cluding Centex  Construction,  which  was 
recently  spun  off  to  investors).  Give  Cen- 
tex four  years  and  it  will  get  that  number 


firm  and  the  only  one  of  his  four  children 
in  the  business.  The  elder  Wachenheim's 
personal  real  estate  investment  portfolio 
is  confined  to  his  own  house. 

Wachenheim's  patient  approach  pays 
off.  Over  the  past  decade  Greenhaven 
claims  it  has  generated  21%  compounded 
annual  returns,  before  fees.  He  charges 
5%  on  the  first  $1  million  in  assets;  folks 
with  $25  million  pay  0.63%  of  assets 
under  management  (not  including  a  per- 
formance bonus  in  years  Greenhaven 
returns  more  than  20%).  He's  accepting 
no  new  clients.  Apart  from  a  three-year, 
post-Harvard-M.B.A.  stint  at  Goldman 
Sachs,  Wachenheim  has  been  at  Green- 
haven for  his  whole  38-year  career.  The 
firm  started  out  as  part  of  the  Central 
National-Gottesman  investment  empire. 
In  1988  the  Gottesman  family  sold  the 
firm  to  Wachenheim. 

Wachenheim's  investment  in  the 
home-building  sector  was  no  impulse 
purchase.  In  the  mid-1980s,  when  he  was 


The  largest  builders  will  control  40% 
of  the  market  by  2010,  as  this  wildly 
fragmented  industry  consolidates. 


up  to  $11.50,  Wachenheim  projects.  If  it 
trades  at  his  estimated  1 5  times  earnings 
(up  from  7  now),  shares  will  quadruple. 

He  expects  industry  leader  Horton  to 
outbuild  all  its  rivals  this  year  by  selling 
43,500  houses.  Horton's  skill  is  in  mass 
customization — cookie-cutter  houses 
that  don't  look  that  way.  Lennar  takes  a 
Model  T  approach,  with  identical  houses 
(appliances  included)  for  one  set  price, 
depending  on  locale. 

Greenhaven's  Purchase,  N.Y.  head- 
quarters gives  Wachenheim  and  his  eight 
employees  the  space  and  time  to  contem- 
plate long-term  trends  rather  than  daily 
price  moves.  With  little  more  than  a 
Bloomberg  terminal  and  a  handful  of 
modernist  paintings  by  Frank  Stella  and 
Sam  Francis,  his  office  has  the  calming 
aura  of  a  university  reading  room.  Often 
Wachenheim  walks  in  the  nearby  woods 
for  hours  after  lunch  to  muse  over  strat- 
egy, sometimes  accompanied  by  his  son 
Chris  A.  Wachenheim,  an  analyst  at  the 


on  the  board  of  Interstate  Bakeries,  fel- 
low board  member  James  Grosfeld,  then 
head  of  Pulte  Homes,  explained  to  him 
the  ins  and  outs  of  building.  Wachen- 
heim followed  the  industry  for  ten  years 
without  buying  any  builder  stocks.  He's 
doing  pretty  well  with  them  now, 
notwithstanding  their  low  multiples. 
Centex  is  up  fivefold  from  where  he 
started  buying  in  1999. 

But  let's  think  short  term  for  a  minute. 
Just  how  will  the  upcoming  round  of  ex- 
pected mortgage  hikes  affect  the  home- 
huilding  industry?  Expect  a  slight  slump  or 
a  flat  2005,  Wachenheim  warns.  Green- 
haven has  estimated,  with  the  help  of  Har- 
vard housing  studies,  that  the  long-term 
demand  for  new  houses  is  1.4  million  a 
year.  This  year  should  see  1.6  million  con- 
structed, which  means  the  market  is  over- 
heated. A  gentle  correction  will  crimp 
builder  earnings  to  a  small  degree.  The 
right  strategy  is  simply  to  be  patient  and 
wait  out  the  slide,  Wachenheim  advises.  F 
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When  forest  products 
are  your  business, 


planting  1 .7  million  trees  every  day  is  a 
smart  investment. 


The  Sustainable  Forestry  Initiative®  program  is  dedicated  to  the  future  of  the 
nation's  forests,  as  well  as  the  challenge  of  preserving  rare  and  endangered 
forests  around  the  world.  Respect  for  nature  and  sound  business  practices  are 
integrated  to  the  benefit  of  the  environment,  landowners,  shareholders,  customers 
and  the  people  they  serve.  And  that  allows  us  to  meet  the  demand  for  wood  and 
paper  products,  while  helping  to  ensure  our  forests  will  be  around  forever. 


SUSTAINABLE  FORESTRY  INITIATIVE® 

Growing  tomorrow's  forests  today.® 
www.aboutsfi.org 
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REAL  ESTATE 


Parlez-Vous  REIT? 

As  U.S.  real  estate  trusts  cool  off,  things  across  the  pond  are 
heating  up  I  by  matthew  swibel 


U.S.  REAL  ESTATE  INVESTMENT 
trusts,  commonly  known  as 
REITs,  have  delivered  sterling 
five-year  returns,  averaging 
19%  a  year.  Little  surprise  that 
$4.5  billion  was  plowed  into  mutual 
funds  holding  REIT  shares  last  year.  These 
trusts,  which  hold  property  like  office 
buildings  or  malls,  pay  plush  dividends 
from  rental  rolls. 

Great  for  those  who  got  in  early,  less 
so  for  those  buying  late,  after  the  REIT 
share  price  run-up.  Dividend-hungry 
folks  now  are  staring  at  a  1 6%  premium 
to  the  net  per-share  value  of  underlying 
assets  for  the  average  REIT  stock.  That's 
triple  the  premium  in  the  last  decade.  A 
correction  is  under  way  as  interest  rates 
creep  up.  So  thus  far  this  year  American 
REITs  are  down  1%. 

But  the  party  is  just  getting  started  in 
France,  the  Netherlands  and  soon  in 
Great  Britain,  where  the  REIT  concept  is 
iust  beginning  to  catch  on.  New  Zealand, 
Australia  and  Japan  have  REITs,  too.  Ger- 


many, whose  banks  hold  a  lot  of  property 
and  would  like  to  free  up  capital,  is  con- 
sidering introducing  REITs.  The  fever  to 
join  in  also  is  rising  in  Finland  and  Italy. 

Because  Europe  is  only  now  pulling 
out  of  its  economic  doldrums,  its  REITs 
are  the  cheapest,  selling  at  a  discount  to 
their  underlying  property  valuations, 
called  net  asset  value  (see  table).  France's 


Unibail,  for  instance,  is  trading  at  a  4% 
discount  to  NAV  and  offers  a  4.3%  yield. 
Elsewhere,  only  New  Zealand  has  REITs  at 
a  bargain.  You  should  avoid  realty  trusts 
priced  at  more  than  NAV.  The  Japan  Retail 
Fund  trades  at  a  31%  premium  and  Aus- 
tralia's Mirvac  Group  at  a  20%  one. 

While  European  REITs  don't  have  a 
very  long  performance  record,  the  evi- 
dence to  date  is  encouraging.  Look  what 
happened  in  France,  which  last  year 
rolled  out  its  own  REITs,  dubbed  Societes 
d'investissements  irnmobiliers  cotees 
(SIICs).  French  realty  trust  shares 
returned  18%  in  2003  and  9%  so  far  in 
2004  as  Paris  remains  one  of  the  Conti- 
nent's strongest  office  markets,  according 
to  Morgan  Stanley. 

Many  of  the  new  SIICs  were  previ- 
ously existing  real  estate  companies  who 
made  the  shift  as  a  way  to  reduce  their 
corporate  tax  burden.  To  be  free  from 
corporate  levies,  publicly  listed  SIICs  must 
pay  out  as  dividends  85%  of  net  profits 
from  property  rentals.  American  REITs 
need  to  hand  out  90%  of  taxable  income. 

European  yields  are  comparable  to 
those  of  U.S.  REITs,  but  income  is  not  the 
chief  reason  for  buying  the  foreign  trusts. 
Appreciation  potential  and  diversification 
are  the  point.  Unfortunately,  Euro  REITs 
don't  now  offer  American  Depositary 
Receipts,  meaning  you  must  buy  them  in 
large  chunks  and  pay  2%  typically  in  bro- 
kerage and  currency  fees,  double  the  trad- 
ing cost  for  U.S.  stocks. 

An  interesting  play  on  European  real 


Landed  Gentry 


These  overseas  REITs,  mainly  in  Europe,  sell  at  a  discount  to  the  underlying  value  of 
their  properties.  And  they  all  kick  off  yields  comparable  to  those  of  U.S.  trusts. 


PRICE 


Company/country 

recent 

52-week 
high 

Yield 

Discount 
to  NAV1 

Gecina/France 

$76.55 

$81.25 

3.9% 

14% 

Kiwi  Income/New  Zealand 

0.64 

0.77 

7.3 

7 

Silic/France 

64.42 

73.19 

5.4 

11 

Unibail/France 

98.22 

109.00 

4.3 

4 

Wereldhave/Netherlands 

74.07 

85.06 

7.3 

9 

Prices  as  of  May  24.  'Based  on  recent  price  and  2004  estimated  net  asset  value. 
Sources:  Alpine  Funds:  Reuters  Fundamentals  via  FactSet  Research  Systems. 

200     FORBES.  June  21,  2004 


Smart  play:  Buy 
U.K.  realty  stocks 
now  before  they 
become  REITs. 

estate  is  in  the  United  Kingdom. 
Although  the  exact  structure  of  British 
REITs  remains  unclear,  it  is  sure  to  offer 
tax  exemptions  for  the  trusts  and  nice 
dividends  for  the  investors.  British  prop- 
erty companies,  like  their  French 
brethren,  would  lighten  their  tax  burden 
considerably  by  switching  to  a  REIT  for- 
mat. There's  a  nasty  4%  "registration"  tax 
each  time  a  Brit  partnership  sells  prop- 
erty or  other  assets. 

The  British  shift,  expected  next  year, 
already  has  spurred  shares  of  U.K.  prop- 
erty firms,  which  rose  30%  last  year  and 
9%  in  2004  to  date.  Still,  Merrill  Lynch 
notes  that  these  remain  very  affordable, 
selling  at  a  12%  discount  to  NAV.  You 
might  do  well  stocking  up  on  pre-REIT 
British  realty  stocks  today.  Note  this 
precedent:  Once  U.S.  regulators  gave  pen- 
sion funds  the  okay  to  invest  in  REITs  in 
1993,  the  trusts'  market  cap  doubled  to 
$32  billion  in  a  single  year.  One  British 
real  estate  operator  with  ADRs  is  British 
Land,  which  has  retail  and  office  proper- 
ties, including  the  City  of  London's 
Broadgate  Centre. 

Another  way  to  take  advantage  of 
Euro  REITs  is  through  a  good  U.S.  mutual 
fund.  One  example  of  the  breed  is  the 
Alpine  International  Real  Estate  Equity 
Fund  managed  by  Samuel  A.  Lieber.  It 
holds  Australian,  Dutch,  Japanese  and 
several  French  trusts,  including  Unibail,  a 
developer  of  shopping  centers,  conven- 
tion centers  and  office  properties.  In  the 
last  1 2  months  Unibail  is  up  48%  in  euro 
terms.  The  mutual  fund  also  holds  several 
British  REITs-in-waiting,  such  as  Shaftes- 
bury, owner  of  300  shops  and  restaurants 
in  London.  The  no-load  Alpine  charges 
1 .5%  of  assets,  a  tad  less  than  most  over- 
seas funds.  It  has  handily  outpaced  the 
S&P  500,  with  an  annual  8.9%  total  return 
in  the  past  five  years.  F 
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For  more  financial  stats,  go  to  www.forbes.com/makers. 


The  Blackout  Blues 


The  big  power  outage  last  August  was  largely  pinned  on 
FIRSTENERGY  (39,  FE),  which  owned  four  of  the  first  transmis- 
sion lines  that  went  down.  The  nation's  fifth-largest  investor- 
owned  electric  system,  with  seven  operating  companies,  has 
suffered  its  share  of  jolts.  It  had  to  shut  down  its  Davis-Besse 
nuclear  power  plant  in  2002  out  of  safety  concerns.  Then 
FirstEnergy  got  cited  for  pollution  violations  on  a  coal-fired 
power  plant.  Last  year  it  was  forced  to  restate  three  years  and 
one  quarter  of  its  earnings  statements.  And  chairman  Peter 
Burg  died  of  leukemia  in  2003. 

So  why  are  we  telling  you  about  FirstEnergy?  Well,  the  com- 
pany, despite  its  shortcomings,  is  a  prime  takeover  target. 
Merger  activity  is  picking  up  in  the  debt-laden  utility  sector, 
which  is  inching  back  after  the  California  and  Enron  debacles. 
There  are  80  publicly  owned  electric  utilities  in  the  U.S.,  per- 
haps 50  too  many  (if  you  listen  to  the  merger-and-acquisition 
guys).  Federal  regulatory  impediments  to  utility  consolidation 
may  be  swept  away,  especially  if  George  Bush  is  reelected. 

Timothy  O'Brien,  manager  of  the  Evergreen  Utilities  & 
Telecommunications  Fund,  believes  FirstEnergy  is  up  for  sale. 


One  piece  of  evidence  is  that  the  ^Energy  got  a  lot 

r  .  .    -  ...       of  blame  for  the  2003 

company  got  nd  of  a  poison  pill.      power  0(Jtage 

Company  executives  contend 
their  problems  are  behind  them,  stressing  that  many  factors 
were  to  blame  for  the  blackout  and  that  the  nuke  is  back  on 
line  after  repairs.  The  first  quarter  showed  encouraging  signs, 
with  earnings  up  52%  to  $174  million  on  $3.2  billion  in  rev- 
enue. That  compares  with  a  24%  profits  slide  in  2003.  At  a  trail- 
ing price/earnings  ratio  of  26,  FirstEnergy  is  costlier  than  the 
industry  average  (14)  but  the  takeover  possibility  makes  it  an 
intriguing  buy. 

— Phyllis  Berman 


Outsource  This 

John  Kerry  may  not  like  "Benedict  Arnold" 
companies  that  export  jobs.  But  share- 
holders don't  have  quite  the  same  qualms. 
And  one  of  the  prime  culprits — er,  win- 
ners— is  COCNIZANT  TECHNOLOGY  (46.  CTSH), 
which  has  hordes  of  low-salaried  (by  U.S. 
standards)  programmers  in  India  doing 
work  for  corporations  like  Automatic  Data 
Processing  and  Northwest  Airlines. 

William  Trent,  an  analyst  with  money 
manager  New  Amsterdam  Partners,  says 
Cognizant  stands  out  because  its  Indian 
employees  write  code,  a  higher-margin 
business  than  a  lot  of  other  infotech  ac- 
tivities. Sales  jumped  61%  in  2003  to 
$368  million  while  profits  rose  64%.  First 
quarter  2004:  rev- 
enue up  61%  to 
$120  million,  earn- 
ings up  94%  to  $20 
million.  That  growth 
makes  its  steep  mul- 
tiple of  earnings (47) 
quite  palatable. 

— Daniel  Kruger 


Stock  price 


Coughing  Fit 

Israel's  TARO  PHARMACEUTICAL  INDUSTRIES 

(42,  TARO)  thought  it  had  a  good  idea: 
Stock  drugstore  shelves  with  loads  of  its 
new  children's  cold  syrup.  The  brand, 
called  ElixSure,  is  a  gel  with  the  virtue  of 
not  spilling  when 
you  spoon  it  into  a 
tot's  mouth. 

But  despite  huge 
marketing  outlays, 
Taro's  goop  wasn't 
the  instant  hit  need- 
ed to  please  Wall 
Street.  When  it  an- 
nounced earnings  had  dipped  21%  for 
the  first  quarter  (on  $84  million 
in  sales),  the  stock  tumbled  27%  in 
one  day. 

Richard  Watson,  analyst  at  William 
Blair,  points  out  that  this  is  a  hiccup 
in  Taro's  superb  growth  trend.  Last 
year's  earnings  rose  a  healthy  37%  to 
$61  million  on  $316  million  revenue, 
up  49%. 

— Andrew  Stone 


Stalled  Engine 

Once  plagued  by  losses,  FORD  MOTOR 
(15,  F)  has  been  recovering  nicely  on  job 
cuts  and  manufac- 
turing capacity  re- 
ductions. In  2004's 
first  quarter,  earn- 
ings doubled  to  $2 
billion  as  sales  grew 
9%  to  $45  billion. 
The  stock  is  up  50% 
since  May  2003. 

But  don't  expect  the  rest  of  this  year 
to  be  so  rosy,  says  Rod  A.  Lache,  analyst  at 
Deutsche  Bank.  Low  interest  rates  in  re- 
cent years  and  longer  terms  for  car  loans 
have  let  Ford  and  other  automakers  sell 
higher-priced  vehicles.  As  rates  rise,  that 
trick- will  be  much  harder.  Higher  gas 
costs  won't  help  either  with  its  SUV 
marketing. 

Trading  at  18  times  trailing  earnings, 
Ford  is  more  expensive  than  General 
Motors  at  7  times.  We  say  short  Ford, 
cover  at  $  1 0. 

— Susan  Kitchens 
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Portfolio  Strategy  |  By  Kfinrmth  L.  Fisher 


Road  Map  2004 


WHILE  2004'S  STOCK  MARKET  HAS  STARTED  OFF 
bleakly,  abundant  reason  exists  for  optimism 
here  and  now.  Stand  your  ground.  Buy  stocks. 
Historical  patterns  strongly  lean  toward  the  like- 
lihood that  2004  will  end  with  a  gain  for  the 
stock  market.  As  my  March  column  detailed,  presidential  elec- 
tion years  are  almost  never  down  years  for  the  broad  U.S.  stock 
market.  Since  1899  there  have  been  26  quadrennial  elections;  in 
only  4  of  these  years  did  the  market  fall. 

To  refine  history  a  bit  more:  In  18  of  these  elections  an 
incumbent  was  running,  and  the  index  showed  a  yearly  decline 
in  only  2  of  those  cases.  Now,  to 
press  the  statistics  to  their  limit: 
You  could  further  look  at  the  13 
election  years  in  which  an 
incumbent  was  reelected,  and 
you  would  find  that  the  market 
was  up  for  all  but  one  of  the 
years  and  that  the  average  total 
return  for  all  13  was  15.8%.  So, 
better  if  Bush  is  reelected,  but 
either  way  I  am  expecting  an  up 
move  for  U.S.  stocks  between 
now  and  December. 

You  should  not,  of  course, 
get  carried  away  with  histori- 
cal statistics,  which  have,  after 
all,  a  large  element  of  random- 
ness built  into  them.  But  there  are  good  reasons  that  stocks 
should  do  well  when  politicking  is  at  its  peak.  This  has  to  do 
with  the  fact  that  markets  (a)  abhor  risk  and  (b)  anticipate 
what's  around  the  corner  by  half  a  year  or  so. 

Elections  represent  risk  of  change.  Markets  hate  uncer- 
tainty for  largely  the  same  reason  you  hate  losses  more  than 
you  like  gains.  It  is  basic  to  behavioral  psychology.  If  some 
group  wins  political  power  and  all  that  goes  with  it,  others  lose 
power.  But  the  losers  hate  it  more  than  the  winners  love  it,  so 
overall  we  feel  worse. 

Anticipating  the  uncertainty,  investors  sour  on  stocks  in 
the  late  spring  of  an  election  year,  then  turn  bullish  later.  As 
November  nears  with  a  victor,  the  risk  and  the  uncertainty 
diminish.  We  (usually)  have  a  pretty  good  idea  who's  going 
to  get  the  White  House,  and  we  can  live  with  the  conse- 
quences, even  if  the  probable  winner  is  not  the  fellow  we 
want.  This  is  the  usual  pattern,  even  though  there  are  excep- 
tions; the  uncertainty  in  2000  remained  almost  until  Inau- 
guration Day. 

The  average  first-quarter  total  return  for  stocks  in 
those  26  election  years  was  a  gain  of  2.3%.  The  average  I  ^ 


Anticipating 
uncertainty, 
investors  sour  on 
stocks  in  the  late 
spring  of  an 
election  year,  then 
turn  bullish  later. 
There's  going  to 
be  a  summer  rally. 


for  April  plus  May  together 
was  a  decline  of  1%.  Over  the 
next  three  months  the  market 
has  averaged  a  7.6%  gain.  Sep- 
tember and  October  add  1.7% 
more.  November  plus  Decem- 
ber see  a  3.3%  gain  on  average. 

This  year  comes  close  to  fit- 
ting the  pattern.  There  was 
some  early  bullishness  followed 
by  a  weak  month  or  two.  More 
likely  than  not:  We're  going  to 
see  a  summer  rally  and  positive  continuation  to  year-end. 

To  participate,  buy  Ocular  Sciences  (34,  OCLR),  a  leader  in 
ultrathin  disposable  soft  contact  lenses.  America's  aging  baby 
boomers,  my  generation,  are  both  vain  and  self-indulgent.  This 
sector  should  do  very  well.  Ocular  Sciences  is  gradually  expand- 
ing its  distribution — doctors  take  some  nudging  before  they 
endorse  a  product — and  will  see  sales  gains  ahead  of  those  for 
the  contact  lens  sector  as  a  whole.  The  company  will  net  per- 
haps $40  million  on  sales  of  $370  million  this  year.  It  trades  at 
20  times  those  earnings.  That's  cheap  for  a  firm  that  ought  to  be 
able  to  sustain  a  strong  20%  annual  growth  rate. 

For  similar  reasons  you  should  sink  your  teeth  into  Sybron 
Dental  Specialties  (27,  syd),  which  makes  a  wide  array  of  consum- 
able high-end  dental  products  (like  invisible  fillings,  bridge 
materials  and  titanium  tooth  parts)  sold  to  dentists.  The  bills  for 
Sybron  supplies  are  ultimately  covered  in  many  cases  by  insur- 
ance. Sybron  combines  demographics,  technology,  distribution 
and  financing  in  a  so  far  very  unrecognized  stock.  It  sells  at  14 
times  2004  earnings. 

Biotech  firm  Medlmmune  (24,  medi)  has  graduated  from 
startup  R&D  to  product  sales,  of  which  it  had  $  1  billion  last  year. 
Its  needle-free  flu  vaccine,  Flu-Mist,  didn't  do  so  well  this  past 
season  but  has  big  potential;  Flu-Mist  turns  out  to  be  more 
effective  for  kids  than  injected  vaccine.  You  are  paying  15  times 
2004  earnings.  Be  patient.  The  stock  is  down  from  a  high  of  84 
in  2000.  It  has  plenty  of  room  to  come  back. 

LifePoint  Hospitals  (37,  LPNT)  operates  in  America's  backwa- 
ters (cities  like  Andalusia,  Ala.  and  Lander,  Wyo.),  where  it  is 
often  the  only  hospital  choice  available.  While  small-town  med- 
icine is  not  a  huge  market,  LifePoint  extracts  $1  billion  a  year  of 
revenue  from  it.  There  aren't  too  many  hospital  chains  that  are 
both  growing  and  profitable,  and  this  is  one.  I  expect  it  will  be 
acquired  at  a  premium  by  a  larger  chain.  But,  at  16  times  trail- 
ing earnings,  this  will  be  a  healthy  choice  for  your  portfolio  even 
if  there  is  no  buyout.  F 

pYYf*l"|f»C  j  Kenneth  L.  Fisher  is  a  Woodside,  Calif.-based  money  manager. 
bmicoik   I  Visit  his  home  page  at  www.forbes.com/fisher. 
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Advertisement 


Who  isTechSolve? 


TechSolve  is  one  of  seven  Edison 
Centers  located  throughout  the  state. 
They  provide  companies  expertise 
in  Lean  Manufacturing,  Machining 
Services  and  Supplier  Development 
Solutions. 


OHIO 


Economic  Development  |  Tech[J0jve 


Ohio's  Assets  Provide  Companies  with  a 


Competitive  Edge 


In  an  increasingly  competitive  marketplace,  efficiency  isn't  about  profit,  it's 
about  survival.  Premiere  companies  demand  efficiency  and  value  in  every 
aspect  of  their  business.  Nowhere  is  this  more  true  than  in  manufacturing, 
where  95%  of  total  lead  time  is  non-value  added.  That's  why  Ohio  manufac- 
turers continue  to  be  industry  leaders  through  the  continual  implementation 
of  lean  manufacturing  methods. 

Automotive  manufacturers  in  Ohio  have  long  been  models  of  efficiency. 
When  one  particular  manufacturer  wanted  to  implement  a  "lean  net- 
work'' for  its  supplier  base  it  turned  to  another  Ohio  Company.  Tech 
Solve.  Inc.  of  Cincinnati.  TechSolve.  created  by  the  State  of  Ohio  to  pro- 
vide productivity  solutions  to  businesses,  helped  this  manufacturer's 
suppliers  learn  and  apply  lean  principles  and  best  practices  through 
benchmarking,  training  and  active  participation.  By  driving  lean  manufactur- 
ing techniques  from  the  top  down,  they  have  significantly  improved  suppliers' 
cost,  qualify  and  on-time  deliveries. 

Lean  =  Eliminating  the  waste 


VALUE  ADDED 


NON-VALUE  ADDED 


•  Overproduction 

•  Excess  inventory 

>  Defects 

•  Non-value  added  processing 

>  Waiting 

•  Underutilized  people 

>  Excess  motion 

•  Transportation 


iusiness  worldwide  is  facing  an 
singly  global  and  fiercely 
ztitive  market  place.  From 
ition  and  infrastructure  that 
ie  the  best  access  to  the  North 
lean   market   to  innovath 
ss  development  programs , 
in  everything  from  res  ear 
ievelopment  to  commercu 
and  full  scale  manufact 
)hio  is  your  best  choice  f 
nng  success." 

—Bruce  Johnson,  Ohio  Development  Direc 


Typically  95%  of  Total  Lead  Time  Is  Non-Value  Added 


Some  of  TechSolve's  most  significant  accomplishments  in  the  past  5  years 


"  More  than  800  major  productivity  improvement  projects  with 

manufacturers  who  have  reported  the  following  ROI: 
'  S95  million  in  cost  savings 
•  $600  million  in  increased  sales 

'  Retention  or  creation  of  more  than  600  manufacturing  jobs 
'  $22  million  in  new  salary  income  added  to  the  economy 
More  than  16.000  manufacturing  employees  trained 


"The  Edison  Program  has  been  highly 
innovative  and  effective  in  accelerating 
the  development  and  use  oj  new  technol- 
ogies. Ohio  has  proven  to  he  a  leader  in 
this  program  and  a  leader  in  the  technol- 
ogy base  it  supports.  Ohio's  Edison  Pro- 
gram is  often  cited  as  a  national  model 
for  accelerating  technology  commer- 
cialization and  job  creation,  prompting 
the  adoption  of  a  similar  program  at  the 
national  and  individual  state  levels.  The 
economic  benefit  to  Ohio  continues  to  be 
outstanding,  measuring  in  the  billions." 


Gary  Conley.  President  of  TechSolve 


Ohio  Department  of  Development 

7  7  S.  High  Stioc t 


P.O.  Box  1001 
Columbus;'  Ohic 
Phone:  1-800-3 


for  more  information  contact  1-800-345-OHIO 


Stnnk  Trends 


Laszln  Birinyi  Jr 


Fed  Fear 


PETER  DRUCKER,  THE  CELEBRATED  THINKER  ON  MANAGE- 
ment,  once  wrote  that  the  great  weakness  of  American 
business  is  that  it  knows  no  history.  You  would  think  that 
this  criticism  shouldn't  extend  to  Wall  Street  houses,  with  their 
brain  trusts  of  economists  and  research  departments.  You 
would  be  wrong. 

Today  the  investment  community  is  convinced  that  once 
the  Federal  Reserve  shifts  from  sly  hints  to  bona  fide  interest 
rate  hikes,  stocks  will  get  clobbered.  Maybe  even  more  than  Iraq 
and  oil  prices,  Fed  fear  is  what  has  held  back  the  market  this 
year.  And  this  in  the  face  of  good  earnings  news,  which  should 
be  a  tonic:  76%  of  S&P  500 
stocks  beat  earnings  estimates 
in  the  first  quarter. 

History,  though,  teaches 
that  these  naysayers  are  proba- 
bly going  to  be  wrong.  As  noted 
by  fellow  columnist  David  Dre- 
man  (see  "Inflation  Investing," 
June  7)  and  several  others  with 
a  sense  of  the  past,  any  negative 
impact  on  stocks  from  rate 
hikes  is  short-lived.  Then  the 
market  tends  to  rise  anew. 

Everyone  remembers  how 
bonds  got  creamed  in  1994, 
when  the  Fed  pumped  short- 
term  rates  from  3%  to  6%. 

Long  Treasurys  lost  25%  in  value.  What  everyone  doesn't 
remember  is  that  stocks  survived  the  rate  hike.  They  treaded 
water  in  1994  before  moving  up  again. 

My  firm  has  measured  what  happens  to  stocks  when  the 
ten-year  Treasury  is  in  a  20%  rally  or  decline.  There  have  been 
11  such  bear  markets  in  the  ten-year  since  1962.  In  6  of  them 
the  market  went  higher  during  the  bond  market  decline  (that  is, 
as  rates  increased).  The  average  length  of  these  bond  market 
declines  has  been  8.5  quarters,  and  the  S&P  500  has  gained  an 
average  5.5%  taking  in  all  1 1  periods. 

When  rates  go  up,  price/earnings  ratios  usually  do  contract: 
They  did  so  in  7  of  those  1 1  episodes.  Bonds,  of  course,  were 
massacred  during  those  times  of  rising  rates,  losing  an  average 
34%  in  value. 

Many  market  optimists  also  suffer  from  a  lack  of  historical 
sense.  These  bulls  want  to  shun  gold,  with  its  reputation  as  a  safe 
haven  in  tough  times.  That  cliche  about  gold  is  dead  wrong. 
When  stock  markets  turn  up,  gold  is  right  there  as  well.  In  1982's 
fourth  quarter  gold  went  from  $402  to  $459  (up  14%)  even  as 
the  Dow  Jones  industrial 


With  no  sense  of 
history,  too  many 
investors  think 
rising  rates  will 
harm  stocks.  But 
the  record  shows 
the  opposite  is 
true.  It's  time 
to  buy. 


average  rose  17%.  And  in 


Forbes 


1999's  last  quarter  gold  gained 
8%  while  stocks  did  only  slightly 
better,  increasing  1 1%. 

Why  do  too  few  on  Wall 
Street  have  a  grasp  of  history? 
The  reason  may  be  that  the 
investment  world's  best  and 
brightest  no  longer  go  into  mar- 
ket strategy  or  research,  as  they 
sure  did  a  decade  or  two  ago. 
After  the  recent  scandals,  re- 
search has  an  odor.  Recently  the 
big  Wall  Street  firms  have  been  making  more  money  trading  for 
themselves  than  trading  or  managing  money  for  customers. 
Perhaps  the  real  talent  lately  is  found  at  the  trading  desk. 

Certainly  historical  precedent  isn't  infallible.  My  data  show 
that,  when  rates  go  up,  semiconductors  enjoy  an  average 
increase  of  49%.  Maybe  they  will  rally  this  time,  too.  But  in 
2004  to  date  the  Philadelphia  Semiconductor  Index  is  down 
18%.  Chip  leader  Intel  is  off  12%.  Those  signs  don't  suggest  a 
strong  rally  in  this  sector  for  the  rest  of  the  year. 

The  big  questions,  as  always,  are  when  the  Fed  will  tighten  and 
by  how  much.  Wall  Street  expects  an  opening  move  at  the  Federal 
Open  Market  Committee's  next  meeting,  June  29-30,  with  a  quar- 
ter-point move  that  may  be  a  prelude  to  more.  One  rule  of  thumb 
is  that  short-term  rates  should  be  two  points  over  inflation.  With 
the  Consumer  Price  Index  gaining  2%  over  the  past  year,  that 
means  the  overnight  rate  must  go  from  1%  now  to  4%. 

While  the  market  reels  during  that  exercise,  treat  the  malaise 
as  a  selective  buying  opportunity.  Note  the  caveat.  Some  stocks 
are  down  and  likely  will  stay  down  because  they  were  the  crea- 
tures of  excess.  Stocks  like  Netflix,  Research  in  Motion  and  Taser 
had  too  much  froth  about  them,  now  blown  off.  Established 
tech  names,  such  as  Cisco  and  Dell  Computer,  have  recently 
reported  disappointing  earnings.  Waiting  for  them  to  shine 
again  may  try  your  patience. 

Instead,  opt  for  first-rate  stocks  that  the  market  has  treated 
with  unjustified  harshness.  Good  examples  are  Fannie  Mae  (67, 
fnm),  Freddie  Mac  (57,  fre)  and  Berkshire  Hathaway  (88,000, 
brk.a)  Berkshire  is  relatively  cheap — off  from  its  52-week  high 
in  early  April  of  $95,650. 

And  once  the  Fed  does' move,  we  are  likely  to  see  increased 
volatility,  especially  in  bonds.  Brokerage  stocks  should  do  well 
amid  all  this  fee-generating  trading,  with  names  like  Bear  Stearns 
(80.  BSC),  Goldman  Sachs  (9a  gs)  and  Lehman  Brothers  Holdings  (75, 
leh)  in  the  vanguard.  And  when  the  rally  in  equities  resumes,  they 
will  be  on  hand  to  partake  of  that.  So  bring  on  the  rate  hikes.  F 

Laszlo  Birinyi  Jr.  is  president  of  Birinyi  Associates,  a  Westport.  Conn  -based  financial  consulting  firm. 
Web  site:  www.lbirinyi.com.  Visit  his  home  page  at  www.forbes.com/birinyi. 
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Sophisticated  Investing  Tools 

to  Take  Success  to  the  Next  Level 


Use  QCharts  for  30  days  FREE. 


With  real-time  hot  lists,  extensive 
news,  and  the  best  streaming 
technology  in  the  business,  QCharts 
has  the  tools  you  need  to  make 
informed  buy  &  sell  decisions. 


QCharts  30  Days  FREE. 
Go  to  QCharts.com 

Or  call  1-866-TICKERS  today. 
Offer  Code:  FRBTRIAL 


Try  our  FREE  trial  offer  and  experience  the 
QCharts  edge: 

•  Historical  Data 

Get  4  years  of  intra-day  tick  data  AND  10  years 
of  end-of-day  tick  data  at  your  fingertips. 

•  Reliability 

Access  fast  and  reliable  real-time  data  direct 
from  up  to  15  exchanges. 

•  Unmatched  Flexibility 

No  limit  to  symbols,  studies,  charts  and 
workspaces. 

•  Customizable 

View  the  data  you  need,  your  way.  Tailor  any  of 
100+  technical  indicators  and  overlays  to  fit 
your  trading  strategy. 

•  Ease  of  Use 

QCharts  has  advanced  tools  that  work  with  you 
to  achieve  your  goals. 

But  don't  just  take  our  word  for  it.  Try  QCharts  for 
30  days  free,  and  take  success  to  the  next  level. 


QCharts 


THE  ULTIMATE  TRADING  PLATFORM 


QCharts  is  a  registered  trademark  of  Lycos,  Inc. 


Finanmal'Stratfigy  [  By  A.  Gary  Shilling 


Profit  Illusions 


THR  SPOTLIGHT  IS  ON  CORPORATE  EARNINGS.  THEY'VE 
got  to  be  robust  to  substantiate  the  bulls'  enthusiasm 
for  stocks.  The  recent  jump  in  bond  yields,  anticipat- 
ing a  Federal  Reserve  tightening  and  renewed  infla- 
tion, makes  you  wonder  how  robust  earnings  will 
be — and  how  high  stock  prices  can  stay.  In  fact,  at  22  times  the 
last  12  months'  earnings,  the  S&P  500  is  already  unsustainably 
high.  Furthermore,  the  average  dividend  yield  (now  1.7%)  is  far 
too  low  to  provide  meaningful  support  for  equities. 

Unlike  some  of  Wall  Street's  bears,  I  don't  predicate  my  dis- 
dain for  stocks  on  an  inflation  threat.  I  continue  to  forecast  mild 
deflation  in  future  years,  with  30- 
year  Treasury  bonds  yielding  3% 
compared  with  5.4%  today.  My 
case  against  stocks  rests,  in  con- 
trast, on  the  weak  outlook  for 
corporate  profits. 

I  also  believe  the  recent  yield 
spike  more  than  accounts  for  all 
the  likely  Fed  tightening  this  year. 
And  the  U.S.  economy  may  be 
soft  enough  by  year's  end  to  re- 
vive deflation  concerns  and  to 
lower  Treasury  yields.  But  this 
still  doesn't  make  me  like  stocks. 

China's  attempts  to  lower  the 
altitude  of  its  high-flying  econ- 
omy will  probably  result  in  a 
hard  landing  there,  with  a  baleful  impact  globally.  Terrorism 
threats  and  Iraq  problems  may  well  damage  consumer  and  busi- 
ness sentiment.  Plus,  the  current  unwinding  of  massive  global 
speculation  poses  serious  risks  to  financial  institutions.  But  the 
main  problem  with  equities  is  going  to  be  weak  profit  gains. 

Let's  look  at  the  internal  inconsistencies  of  the  bullish  herd's 
outlook.  Most  see  robust  real  economic  growth  at  4%  annual 
rates.  They  look  for  strong  inventory  building  and  capital  spend- 
ing, inspired  by  solid  increases  in  consumer  spending.  Sure,  the  tax 
refunds  and  cash-out  mortgage  refinancings  are  history,  they 
admit,  but  big  employment  gains  will  fuel  consumer  incomes  and 
spending.  The  jumps  of  337,000  in  March  and  288,000  in  April  for 
payroll  counts,  huge  departures  from  the  weak  2002  and  2003 
showings,  are  just  the  beginning,  they  maintain. 

Sounds  like  a  great  atmosphere  for  earnings.  It  isn't.  Bigger 
payrolls  will  murder  productivity,  the  propeller  of  profits  in  recent 
quarters.  Corporate  earnings  growth,  quarter  versus  year-earlier 
quarter,  averaged  26%  in  the  six  quarters  ended  in  December  2003 
(if  you  use  the  Commerce  Department  definition  of  nontinancial 
earnings).  S&P  500  earnings  growth  (before  nonre- 
curring items)  averaged  20%. 


You  can't  count  on 
huge  productivity 
gains  anymore. 
And  this  means 
you  can't  count  on 
huge  earnings 
rises,  either.  The 
result:  vulnerable 
stock  prices. 


My  firm's  statistical  model 
quantified  the  tremendous  effect 
of  productivity  gains  on  profits 
in  those  six  quarters.  As  business 
avoided  new  hiring  and  stretched 
existing  staff  over  increasing  pro- 
duction, output  per  hour  (that  is, 
productivity)  leaped  at  a  4.5% 
average  annual  rate  and  impres- 
sively pumped  up  profits  at  an 
average  17.1%  rate. 

That  productivity  increase 
more  than  offset  the  negative  effect  of  the  2.8%  average  rise  in 
hourly  compensation.  Soberingly,  our  model  reveals  that  pro- 
ductivity growth  has  to  run  almost  a  third  higher  than  compen- 
sation growth  just  to  keep  profits  even. 

Higher  selling  prices  add  more  than  twice  as  much  to  earn- 
ings as  does  a  similar  growth  in  physical  output.  Raising  prices 
takes  only  a  few  keystrokes,  but  producing  more  widgets 
requires  labor,  materials,  equipment  and  insurance  to  cover  tort 
claims.  Yet  in  those  six  quarters,  selling  prices  were  flat. 

As  for  the  future,  the  consensus  forecast  of  big  employment 
gains  will  be  the  death  knell  for  productivity  leaps.  It  is  likely  that 
annual  growth  in  output  per  hour  will  drop  back  to  2.5%  or  so, 
while  pay  hikes  move  up  to  around  3.5%  as  labor  markets  tighten. 

This  means  that  unit  labor  costs,  the  ratio  of  compensation 
to  output,  will  rise  at  a  1%  annual  rate.  That  contrasts  with  a 
1.7%  decline  rate  in  those  earlier  six  quarters.  If  factories  were 
bursting  with  orders,  a  unit  cost  increase  would  turn  into  a  price 
gain.  But  factories  are  not  bursting,  and  producers  lack  pricing 
power.  The  rising  labor  costs,  instead,  are  going  to  come  out  of 
shareholders'  hides.  I  expect  a  mere  4%  increase  for  S&P  500 
earnings  in  the  next  few  quarters,  a  big  disappointment  com- 
pared with  the  16%  rise  that  Wall  Street  analysts  look  for. 

And  that  4%  may  be  too  high.  It  takes  into  account  only 
nontinancial  corporations;  the  financial  outfits  making  up 
almost  half  of  S&P  500  earnings  growth  in  recent  years  are  going 
to  get  squeezed  by  rising  short-term  interest  rates.  They  will  get 
squeezed  even  if,  as  I  predict,  long  rates  fall. 

You  can  make  a  bullish  case  for  the  economy,  but  it's  hard  to 
make  one  for  the  stock  market.  Though  coming  employment 
gains  will  sustain  rapid  economic  growth,  their  effect  on  pro- 
ductivity will  be  harmful.  You  can't  have  big  rises  both  in  job 
rolls  and  in  productivity.  That's  why  earnings  growth  will  not 
be  adequate  to  support  current  lofty  stock  prices.  Indeed,  the 
rise  from  October  2003  to  March  2004  may  prove  to  be  a  tem- 
porary rally  in  a  long  bear  market  that  is  far  from  over.  F 
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The  Perfect  Patient 

A  new  simulator  for  medical  training  could  prove  better  than  the  real  thing. 


BY  MARY  ELLEN  EGAN 

STAN  I).  ARDMAN  IS  5  FOOT  1 1,  WEIGHS  167  POUNDS  AND 
has  blue  eyes  and  sandy-colored  hair.  He's  every  doctor's 
dream  patient.  He  doesn't  complain  or  object  to  being 
poked  and  prodded.  Best  of  all,  if  he  dies,  he  won't  stay 
dead  for  long.  Stan,  short  for  "standard  man,"  is  a  human 
patient  simulator.  . 

Medical  school  students  have  always  lacked  access  to  living, 
breathing  patients.  Cadavers  are  fine  for  anatomy  lessons  or 
honing  surgical  technique,  but  budding  practitioners  aren't 
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allowed  to  attempt  complex  procedures  on  patients  until  their 
second  or  even  third  year  of  residency. 

To  solve  that  problem  Medical  Education  Technologies,  a 
privately  held  firm  in  Sarasota,  Fla.,  introduced  its  extremely 
smart  dummy  in  1996.  Every  18  months  the  company  has  pro- 
duced an  ever-more-sophisticated  model.  The  latest  Stan  can 
have  his  lungs  drained  and  go  into  convulsions.  Some  version  of 
Stan  is  now  in  use  at  370  teaching  hospitals  and  medical  schools 
worldwide  to  assess  and  treat  a  wide  variety  of  conditions. 
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Dr.  Adam  I.  Levine,  the  program  director  of  anesthesiology 
at  Mt.  Sinai  Hospital  in  New  York  City,  says  that  more  than  100 
of  his  students  work  with  a  model  Stan  each  year.  "My  students 
learn  how  planning  ahead  matters,  and  they  get  to  deal  with 
complex  medical  issues  far  earlier  than  other  students." 

Under  Stan's  urethane-silicon  skin  are  a  handful  of  electri- 
cal, mechanical,  hydraulic  and  pneumatic  devices  that  control 
some  eerily  accurate  bodily  functions.  His  eyes  blink,  his  pupils 
dilate,  his  pulse  can  be  felt  in  the  same  spots  a  doctor  would 
check  on  a  human — at  the  wrist,  neck,  crook  of  the  arm,  thigh 
and  foot.  His  circulatory  system  is  a  series  of  hoses  laid  out  like 
veins  and  arteries  and  can  contain  water  or  fake  blood.  Air  bags 
in  the  chest  pneumatically  rise  and  fall  to  simulate  breathing, 
while  external  mechanical  "lungs"  replicate  the  flow  of  oxygen 
and  carbon  dioxide.  All  these  systems  connect  through  .aperies  of 
wires  and  cables  and  are  controlled  by  an  Apple  Mac  G4. 

Stan's  heart  and  soul  is  software,  a  master  formula  of  elabo- 
rate differential  equations  that  represent  the  interrelationships 
of  human  physiology.  When  an  instructor  logs  on  to  the  Patient 


Editor  software,  the  first  thing  he  or  she  will  see  is  a  screen  with 
a  medical  history  template.  The  teacher  chooses  the  name,  age, 
and  gender  of  the  patient — thanks  to  interchangeable  genitalia 
Stan  can  become  Sue — and  fills  out  a  brief  medical  history, 
including  current  complaints.  For  example,  the  doctor  could 
create  an  asthmatic  patient  with  chronic  heart  disease  who  is 
taking  a  handful  of  certain  drugs  and  is  currently  experiencing 
anaphylactic  shock,  a  severe  allergic  reaction.  The  medical  stu- 
dents in  turn  have  to  figure  out  how  to  treat  the  patient.  If  med- 
ication  is  required,  the  drugs  are  "administered"  by  scanning  a 
bar  code  on  a  syringe.  The  computer  produces  in  Stan  the  phys- 
iological response  that  the  drug  would  have  produced  in  a 
patient  with  that  medical  condition. 

The  most  advanced  version  of  Stan — you  can  put  him  on 
a  ventilator  and  give  him  anesthesia — starts  at  $200,000,  but 
versions  lacking  these  capabilities  can  run  from  $160,000  to 
$165,000.  Stan  also  has  a  $40,000  son,  Stan  Jr.,  for  training 
budding  pediatricians.  Veterinarians  take  note:  A  black 
Labrador,  Pepper,  is  in  the  works.  F 
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Levi  Strauss'  former  president  didn't  set  out  to  build  the  finest  resort  in 
New  Zealand.  It  just  sort  of  happened,  by  brendan  coffey 


TOM  W.  TUSHER  WAS  IN  NEW  ZEALAND  FOR 
Levi  Strauss,  scouting  retail  space,  when  he 
stumbled  on  a  spot  nle.il  lor  hauling  in  10- 
ptuuul  brown  (rout.  The  r->3  aue  South  Island 
parcel  s.it  on  the  shores  of  Lake  Wakatipu, 
whose  waters  u>me  from  glacial- melt  rivers 
originating  in  Fiordland  National  Park.  For  a 
fly  fisherman  like  lusher  there  could  he  no  finer  place  on  earth. 

When  he  and  his  wile,  Pauline,  bought  the  land,  it  was  with 
their  own  retirement  in  mind.  They'd  erect  a  modest  shack  and 
use  the  property  a  month  rat.  I;  year  to  fish,  ride  horses  and  read. 


"but  then,"  says  l  usher,  "we  decided  we  weren't  hut  people." 

The  couple's  vision  for  the  place  grew,  and  today  they  own  a 
small  but  impeccable  luxury  resort,  set  amid  scenery  so  capti- 
vating that  director  Peter  Jackson  shot  most  of  his  Lord  oj  the 
Rm^s  trilogy  within  a  20-mile  radius.  Named  blanket  Bay  (after 
the  blankets  used  bv  sheep  shearers  here  in  the  19th  century  to 
keep  wool  dry),  the  resort  is  the  type  of  luxe  but  rough  hewn 
lodge  one  might  expect  to  find  in  the  Adirondacks  or  at  Lake 
Tahoe.  Not  yet  five  years  old,  it's  already  a  favorite  with  such 
celebs  as  Ian  McKellcn.  Ford,  Toyota  and  Honda  rent  the  lodge 
oil  season  as  a  pet  k  for  people  w  ho  move  a  lot  ol  cars. 
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A  35-mihute  drive  from  the  bustling  tour  bus  and  back- 
packer hub  of  Queenstown,  Blanket  Bay  is  nearly  the  last  point 
of  habitation  one  passes  before  entering  the  Fiordland  wilder- 
ness, known  for  its  glacier-carved  valleys  and  rugged  sounds. 
The  inn  is  set  on  Lake  Wakatipu's  northeastern  shore,  looking 
out  across  the  water  to  the  6,000-foot  Humboldt  mountains. 
That  view  is  framed  in  the  lodge's  main  lounge,  which  is  deco- 
rated with  antler  chandeliers  and  beams  salvaged  from  old  com- 
mercial wharfs. 

The  same  view  dominates  the  bar,  where  guests  congregate 
each  evening  to  trade  stories  of  the  day's  adventures  before  tuck- 
ing into  a  six-course  meal  prepared  by  Jason  Dell,  onetime  New 
Zealand  Chef  of  the  Year.  Even  the  sauna  enjoys  a  view  of  the 
lake  and  mountains,  through  bifold  French  doors. 

Privacy  is  perfect — save  for  skydivers  who  occasionally  drop 
in.  A  recent  guest  was  so  charmed  by  the  sight  of  a  diver  alight- 
ing on  the  inn's  front  lawn  that  within  ten  minutes,  with  the 
coik  ierge's  help,  lie  had  summoned  a  helicoptei  and  was  oil  to 
make  a  dive  of  his  own. 

For  less  extreme  entertainment,  stroll  down  the  inn's  jetty 
and  hop  into  a  jet  boat  for  a  tour  up  the  Dart  River.  The  boats 
zip  along  at  55mph  through  water  as  shallow  as  four  inches. 
They  can  turn  on  a  wet  dime.  Remember  how  James  Garner,  in 
TV's  Rockford  Files,  used  to  spin  his  car  360  degrees?  It's  like  thai, 
only  in  a  boat. 

In  1972,  when  the  Tushers  acquired  their  land,  none  of  this 
was  planned.  Trading  up  from  the  contemplated  hut,  they  first 
planned  to  build  a  house.  But  who  would  care  for  it  when  they 
were  in  the  U.S.?  So  they  next  thought  of  starting  a  bed-and- 
breakfast,  to  be  overseen  by  a  hired  host.  From  there  it  wasn't  a 
huge  leap  to  building  a  tourist  lodge. 

Tushcr,  who  retired  as  president  ol  I  evi  Strauss  in  1997, 
knew  from  demographics  he'd  seen  while  at  the  company  that 
adventure  travelers  expect  something  different  from  exotic  des- 
tinations than,  say,  golf.  So  he  and  Pauline  created  activities  at 
Blanket  Bay  predicated  on  their  own  interests,  which  included 
horseback  riding  and  fly-fishing. 

It's  illegal  to  sell  trout  in  New  Zealand.  It's  illegal  even  to  use 
bait.  That  means  recreational  fly  fishermen  have  the  nation's 
lakes  and  rivers  to  themselves.  For  sportsmen  wanting  to  get  into 
the  backcountry,  Blanket  Bay  arranges  hcli-fishing  excursions  to 
areas  inaccessible  to  all  but  the  most  determined  hikers. 

Tusher  lucked  out  three  ways  at  the  outset  of  his  project. 
First,  he  was  able  to  buy  the  land  for  a  song — just  $21,000.  New 
Zealand  then  was  less  chic,  and  few  buyers  were  interested.  Sec- 
ond, because  the  land  was  owned  by  the  government  and  not  by 
native  Maori,  he  had  fewer  regulatory  hurdles  to  clear.  Maori 
claims  have  flummoxed  plans  of  more  than  one  developer, 
including  forbes  100  member  Julian  Robertson  (.see  box),  who 
had  to  contend  with  them  when  building  his  North  Island  lux- 
ury complexes  at  Kauri  (-lifts  and  Cape  Kidnappers. 

Third,  Tusher's  bid  to  build  a  luxe  lodge  coincided  with  the 
blossoming  of  what  had  been,  until  then,  an  isolated,  highly  pro- 
tectionist economy.  Says  Bridget  Hackshaw,  president  of  Inzone 
Travel  in  Auckland,  "The  recent  development  of  lodges  repre- 
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It's  Not  Easy  Being  Green 

E co-friendly  New  Zealanders  ask  visitors,  "So,  are  we  as  green  as  we  think  we 
are?"  The  answer:  nope.  True,  there's  a  nationwide  effort  underway  to 
restore  bird  populations.  But  how  did  birds  get  distressed  originally?  They 
were  booted  from  their  habitats  by  New  Zealand's  timber  industry,  which  planted 
so  much  imported  Monterey  pine  that  7%  of  the  country  now  is  covered  with  it. 
Native  birds  disdain  the  trees.  Much  of  the  rest  of  the  islands'  productive  acreage 
is  used  as  pastureland  for  sheep  and  cattle,  whose  flatulence  helps  explain  green- 
house gas  emissions  triple  those  of  the  U.S.  on  a  per  capita  basis. 

Rather  than  blame  bird  distress  on  timber  companies,  New  Zealanders  blame 
possums.  These  distant  cousins  of  the  American  possum,  imported  last  century  for 
their  fur,  took  an  instant  liking  to  kiwi  eggs,  and  N.Z.'s  flightless  national  bird  has 
suffered  ever  since.  To  eradicate  the  thriving  possum  population  (70  million  at  last 
count),  authorities  airdrop  carrots  laced  with  sodium  monofluoroacetate,  a 
rodenticide  banned  in  the  U.S.  The  poisoned  veggies  snuff  not  only  possums  but 
also  bunnies,  deer  and  household  pets. 

Gannet  birds  are  locked  in  a  fight  for  life  with  money  manager  Julian  Robert- 
son, who  won  government  approval  to  build  a  luxury  resort  and  golf  course  on 
Cape  Kidnappers.  The  area's  ecology  previously  had  been  deemed  so  fragile  that 
humans  were  banned  four  months  of  the  year.  "People  say  the  cape  would  be  more 
beautiful  without  all  this,  but  New  Zealand  would  be  much  more  beautiful  without 
people,"  Robertson  argued  to  a  newspaper.  The  project  is  moving  ahead.  —B.C. 


sents  a  coming  of  age  of  our  tourism 
industry.  There's  been  a  huge  growth  in 
upper-end  tourists  coming  to  N.Z." 

That  same  liberalization  presented 
Tusher  with  a  dilemma:  The  govern- 
ment's friendlier  posture  toward 
development  meant  that  someone  might 
someday  build  condos  on  the  65,000- 
acre  sheep  ranch  surrounding  his  resort. 
So  a  few  years  ago,  to  protect  his  views, 
Tusher  bought  a  perpetual  lease.  "About 
the  last  thing  I  ever  thought  I'd  make 
an  investment  in  is  a  sheep  station," 
he  says. 

Though  Tusher's  acreage  entitled  him 
to  build  a  resort  twice  the  size  of  Blanket 
Bay,  he  stopped  at  13  rooms  to  keep  the 
inn  personal  enough  so  he  and  Pauline 
(who  live  in  an  adjacent  chalet)  could 
meet  all  the  guests  at  cocktails  every 
night.  Family  photos  dot  tables  through- 
out the  common  areas.  Were  it  not  for  the 
price  tag  of  $800  to  $1,600  a  night,  guests 
might  think  they  were  visiting  the  home 
of  a  wealthy  friend.  F 
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Running  your  company  is  hard  enough.  The  Forbes/I EDC  Business 
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1-305-610-8213 
^  Capital  Asset  Management 
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^b  Holiday  Timeshares  Resales 
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1-866-367-8844 

www.sevencanyons.com 


^b  Steven  Sears  CPA/Attorney 

1-949-262-1100 

www.searsatty.com 

^  The  Loan  Consultants,  Inc. 

1-800-336-3933 

www.viewtlc.com 

Vixen  Hill.Com 
1-800-423-2766 
www.vixenhill.com 
'^b  Watcheslikenew.com 
1-877-973-7437 
www.watcheslikenew.com 
Managing  Strategic  Sourcing  for  Real  Savings 
■^Ariba 
www.ariba.com 
•^GNX 
www.gnx.com 
Exchange  Traded  Funds 
^b  American  Stock  Exchange 
www.amex.com 
^b  Ameritrade 
www.  ameritrade  .com 
^b  Dow  Jones 
www.dowjones.com 

NASDAQ 
www.nasdaq.com 
^b  Nuveen  Investments 
www.nuveen.com 
^bj  The  Vanguard  Group 
www.vanguard.com 
Georgia 

■f]  Georgia  Department  of  Industry, 


 o  r  

Trade  and  Tourism 


www.georgia.org 

Delta  Air  Lines 
www.delta.com 

Internet  Security  Systems 
www.iss.net 

^  Savannah  College  of  Art  and  Design 
www.scad.edu 

**b  Savannah  State  University 

www.savstate.edu 

^b  Southern  Company 

www.southernco.com 

The  Making  of  a  PGA  TOUR  Event 

^b  Canon 

www.canon.com 

^b  Constellation  Energy 

www.constellation.com 

CRESTOR 
www.crestor.com 

MasterCard 
www.mastercard.com 


=Web  visit  phone  call  only 


Advertisement 


tana  Real  Estate 


Montana  Lake  home 

Stunning  lake  and  mountain  views  from 
every  room .  Outdoor  fireplace  and  wraparound 

patios.  1  acre+.  Located  on  Flathead  Lake. 
One  hour  from  two  major  airports.  Bordering 
27-hole  golf  course.  Ideal  for  seasonal,  permanent 
or  vacation  home  or  corporate  retreat.  $  1 . 1 5mm 
Other  view  homes  from  $255k  to  $5 50k 
Homesites  from  $88k  to  $375k 
Poison,  Montana  |  800-375-0487  \  Email:  info@missionbayhome.com 


MONTANA  LAKE  COMMUNITY 


Mailing  Lists 


Mailing  Lists 


Sales  Leads  &  Mailing  Lists  I  New  Homeowners, 

Wealthy  Individuals, 


14  Million  Businesses-Select  by  geography, 
sales  volume,  business  type,  contact  name, 
credit  rating  and  more. 

13  Million  Executives  &  Professionals  - 

Reach  the  right  decision  makers. 

Call:  1-800-264-4241 

www.infoUSA.com  oifor 


New  Movers 


Select  by:  Age,  Income,  Home  Value,  Occupation 

Call:  1-800-266-7704 

Email  sandiw@infousa.com 

www.infoUSA.com  n,FnR 


Business  Finance 


Financing  For  Women 

If  you  operate  a  growing  company  but  are 
still  too  small  for  a  Bank  line. ..we  can  help 
you  get  there.  We  provide  working  capital 
for  women.  Will  pay  you  cash  for  your 
company's  ongoing  receivables. 
Female  friendly  office  can  provide 
you  quick  turnaround. 
Let  us  help  you  finance  your  dreams! 

Ms.  Carol  Nesiti,  Operations  Manager 
(800)  499-6179 
www.4capitalsolutions.com 


Hamptons  Real  Estate 


Oceanfront  "Wow!"  House 

Hamptons.  4.7  acres,  6,500  sq.  ft,  killer 
oceanfront  views.  8  bdrms,  7  baths,  huge 
media  room,  hot  tub,  heated  pool,  works. 
Amazing  value.  See  why,  price,  photos  at: 
HamptonsOceanfront.net 
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watcheslikenewFcom 


The  world's  finest  watches 
at  discount  prices. 

877-973-7437 


watcheslikenew  com 


! !GETTYSBURG,  PA!! 

Largest  &  Finest  Battle  House  in 
private  hands  Built  1837  Prominently 

located  on  Seminary  Ridge. 
Meticulously  restored  brick  Victorian. 
4200  sq  ft,  nearly  2  acres. 
Leam  much  more  at 
www.gettysburghouseforsale.com 
Owners  717-334-1031 


,  Legal  Services 


CORPORATIONS 


♦nevada/offshore 
♦llcs/trusts 
♦banking/privacy 
♦asset  protection 

(800)621-2920 


SMALL  ADS  BRING 

BIG  RESULTS! 

Call:  Media  Options 
1-800-442-6441 
mediopt@aol.com 


Forbes 

Subscriber 
Service 


To  plan  your  order,  to  renew, 
change  your  address  or 
other  customer  service, 
visit  our  site  at .... 
www.forbes.com/customerservice 


Forbes  Subscribers  Service...to  plan  your  order,  to  renew,  change  your  address  or  other  customer  service,  visit  our  site  at.. .www.forbes.com/customerservice  or  call...800-888-98S 


Look  Closely — You'll  Only  See  This  Once 


It's  Seven  Canyons — a  private  golf  club  and  spa  completely  surrounded  by  100,000  acres  of  National  Forest  land  in  the 
heart  of  Sedona's  renowned  Red  Rock  Country.  This  incomparable  setting  is  blessed  with  some  of  the  most  stunningly 
beautiful  scenery  in  all  the  world.  The  crown  jewel  is  an  1 8-hole  Tom  Weiskopf  masterpiece  that  generously  provides  a 
pure  golf  experience  members  and  their  families  can  enjoy  the  year-round.  It  has  been  selected  as  one  of  the  Top  10  new 

private  courses  in  America  by  Golf  Digest. 

A  limited  number  of  club  memberships  are  available.  There  are  also  a  few  estate  sites  with  wraparound  views  of  Red  Rock 
cliffs  and  canyons.  Future  plans  call  for  lavishly  appointed  Villas  that  will  be  offered  on  a  very  enlightened  and  convenient 

shared  ownership  basis. 

Seven  Canyons  can  never  be  duplicated. .  .and  once  you  see  it  for  yourself,  you'll  know  why.  For  complete  information  on 
golf  club  memberships  and  residential  opportunities,  please  contact  us  today.  A  wonder  like  this  can  happen  only  once. 


70%  of  available  memberships  have  been  acquired. 
95%  of  available  sites  have  been  sold  or  committed. 
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D 


0 


N 
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Toll-free:  866-367-8844  www.sevencanyons.com  email:  info@sevencanyons.com 

All  proposed  amenities,  activities  and  other  features  are  based  on  current  plans  which  are  subject  to  change  without  notice. 


MONTANA  LAKE  HOME 

Stunning  lake  and  mountain  views  from 
every  room.  Outdoor  fireplace  and  wraparound 

patios.  I  acre+.  Located  on  Flathead  Lake. 
One  hour  from  two  major  airports  Bordering 
27-hole  golf  course.  Ideal  for  seasonal,  permanent 
or  vacation  home  or  corporate  retreat.  $  1 . 1 5mm 

Other  view  homes  from  $255k  to  $55()k  Montana  lake  Community 

Homesites  from  $88k  to$375k 
Poison,  Montana  |  800-375-0487  |  Email:  info@missionbayhome.com 


ng  Lists 


Mailing  Lists 


Sales  Leads  &  Mailing  Lists |  New  Homeowners, 

Wealthy  Individuals, 


14  Million  Businesses-Select  by  geography 
sales  volume,  business  type,  contact  name, 
credit  rating  and  more. 

13  Million  Executives  &  Professionals  - 

Reach  the  right  decision  makers. 

Call:  1-800-264-4241 

www.infoUSA.com  ouof 


New  Movers 


Select  by:  Age.  Income.  Home  Value,  Occupation 

Call:  1-800-266-7704 

Email:  sandiw@infousa.com 

www.infollSA.com  n9FnR 
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Business  Finance 


Financing  For  Women 

If  you  operate  a  growing  company  but  are 
still  too  small  for  a  Bank  line... we  can  help 
you  get  there.  We  provide  working  capital 
for  women.  Will  pay  you  cash  for  your 
company's  ongoing  receivables. 
Female  friendly  office  can  provide 
you  quick  turnaround. 
Let  us  help  you  finance  your  dreams! 

Ms.  Carol  Nesiti,  Operations  Manager 
(800)  499-6179 
www.4capitalsolutions.com 


Oceanfront  "Wow!"  House 

Hamptons.  4.7  acres,  6,500  sq.  ft,  killer 
oceanfront  views.  8  bdrms,  7  baths,  huge 
media  room,  hot  tub,  heated  pool,  works. 
Amazing  value.  See  why,  price,  photos  at: 
HamptonsOceanfroiit.net 


! JGETTYSBURG,  PA!! 

Largest  &  Finest  Battle  House  in 
private  hands.  Built  1837.  Prominently 

located  on  Seminary  Ridge. 
Meticulously  restored  brick  Victorian. 
4200  sq  ft,  nearly  2  acres. 
Learn  much  more  at 

www.gettysburghouseforsale.coni 
Owners  717-334-1031 


,  Legal  Services 


CORPORATIONS 


♦nevada/offshore 
♦llcsitrusts 
♦banking/privacy 
♦asset  protection 

(800)621-2920 


SMALL  ADS  BRING 

BIG  RESULTS! 

Call:  Media  Options 
1-800-442-6441 
mediopt@aol.com 


Forbes 

Subscriber 
Service 


To  plan  your  order,  to  renew, 
change  your  address  or 
other  customer  service, 
visit  our  site  at .... 
www.forbes.com/customerservice 


Forbes  Subscribers  Service. ..to  plan  your  order,  to  renew,  change  your  address  or  other  customer  service,  visit  our  site  at.. .www.forbes.com/customerservice  or  call.. .800-888-9896 


Look  Closely — You'll  Only  See  This  Once 

It's  Seven  Canyons — a  private  golf  club  and  spa  completely  surrounded  by  100,000  acres  of  National  Forest  land  in  the 
heart  of  Sedona's  renowned  Red  Rock  Country.  This  incomparable  setting  is  blessed  with  some  of  the  most  stunningly 
beautiful  scenery  in  all  the  world.  The  crown  jewel  is  an  18-holeTom  Weiskopf  masterpiece  that  generously  provides  a 
pure  golf  experience  members  and  their  families  can  enjoy  the  year-round.  It  has  been  selected  as  one  of  the  Top  10  new 

private  courses  in  America  by  Golf  Digest. 

A  limited  number  of  club  memberships  are  available.  There  are  also  a  few  estate  sites  with  wraparound  views  ol  Red  Rock 
cliffs  and  canyons.  Future  plans  call  for  lavishly  appointed  Villas  that  will  be  offered  on  a  very  enlightened  and  convenient 

shared  ownership  basis. 

Seven  Canyons  can  never  be  duplicated. .  .and  once  you  see  it  for  yourself,  you'll  know  why.  For  complete  information  on 
golf  club  memberships  and  residential  opportunities,  please  contact  us  today.  A  wonder  like  this  can  happen  only  once. 

70%  of  available  memberships  have  been  acquired. 
95%  of  available  sites  have  been  sold  or  committed. 
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Outdoor  Office  Space 


OUTDOOR 

OFFICE 
SPACE 


Create  an  Outdoor  office  with 
Vixen  Hill  Gazebos  and 
GardenHouses.  Artistically 
balanced  and  skillfully 
constructed  of  the  finest 
materials  available. 
Pre-engineered  to  eliminate 
guesswork  and  provide 
case  of  installation. 


•  w  VixenHiIl.com 
LSJ  800-423-2766 


Advertisement 


John  ±  Christian 


Designers  a  Craftsmen 


cJ{aised 
'Jamtfy  Crest 

I4K  GOLD  $790 


Free  Catalogu 


RINGB0X.COM  1-888-646-6466 


Newsletter 


NANOTECH  IS  HOT- 
BUT  DON'T  GET  BURNED! 

Nanotechnology  is  changing  the  world  and 
creating  the  investing  opportunity  of  a 
lifetime.  We  told  our  readers  to  buy  Flamel 
(FLML)at$1.60anditisnowover 
$25. ..our  Nanosphere  Portfolio  is  up  over 
190%  since  March  2002  and  a  recent 
recommendation  popped  31.49%  in  one 
week.  But  beware  of  the  hype!  The 
Forbes/Wolfe  Nanotech  Report  separates 
the  true  leaders  from  the  overpriced. 
Subscribe  Risk-Free,  save  67.5%,  pay  just 
$195,  and  get  2  Free  Reports. 

Call  800-523-7967  or  go  to 
www.forbeswolfe.corri/frb 


Timeshare 


TIMESHARES 


save  up  to 

70 


off  retail! 


,  BEST  RESORTS, 
PRICES  &  WEEKS 

,  GREAT  RCI  &  II 
EXCHANGES 

•  FREE  CATALOG 


HOLIDAYGROUP.com 


Instant  Cas 

www.pacebutler.com 

1 .  Receive  instant  Cash  Offer  -  www.pacebutler.com 

2.  Box  laptops,  accessories,  chargers,  etc. 

3.  Ship  FREE  (with  prepaid  label) 

4.  We  will  test  the  laptops  and  send  your  check 
within  days! 

1-800-248-5360  \P^mm 

Fax:  405-755-1 114  icorporationi 

WE    BUY    USED    LAPTOPS    •   SINCE  1987 


Watche 


Health/Back  Pain 


NATIONAL  WATCH  &  DIAMOND  IDA  /"J/"  DA  IKiO 
.  BUY  .  SELL  .  TRADE    ■  Bf+XttX    WW^WM  W  • 


OVER  300  PRE-OWNED 

ROLEX  IN  STOCK 
also  Cartier.  BreUling  &  Tag 

Largest  Selection  of 
Certified  Diamonds 

1-800-8-WATCHES  I 

Visit  Our  Web  Site:  naHonalwatch.com 

8th  &  Chestnut  Streets.  Philo  PA  n»D  wrfrdi*™ 


Capital  Available 


ATTORNEYS  ACCOUNTANTS 
DEALMAKERS  Public  or  private 
funds  available  for  expansion  of 
projects  with  excellent  manage- 
ment and  growth  potential. 
ARBOC  INC. 561-627-71 10 


There  is 
an  answer! 

Send  for  FREE  information 
on  NEW.  guaranteed 
seat  and  back  supports 
designed  by  a  leading 
back  pain  specialist. 

Posture  Education 

609  Sleepy  Hollow  Road 
Briar  cliff  Manor,  NY  10510 
www.postureeducation.com 


CALL  TOLL-FREE  1-800-392-0363 


Real  Estate  Joint  Ventures 


Charge 
your  ad 


ACQUIRE  REAL  ESTATE! 

You  Locate.  We  Fund.  Co-Own 
Or  Just  Cash  Out!  Gain  Access  to 

Over  6.400  Cash  Investors! 
Free  Info:  1-866-541-1792  Ext.  290 


For  information  and 
rates  on  advertising 
in  the  next  Forbes  J 
Display  Classified  Sectira^f^v 
Call  Media/Options  > 
1-800-442-6441 
mediopt@aol.com 


Forbes  Subscribers  Service.. .to  plan  your  order,  to  renew,  change  your  address  or  other  customer  service,  visit  our  site  at.. .www.forbes.com/customerservice  or  call.  .800-888-9896 


rbeS  Display 


Advertisement 


Business  Finance 


BANK  SAYS  'NO'?... 
WE  SAY  'YES!' 

We'll  pay  you  cash  for  your  company's  on  going 
receivables  within  24  hours.  Approvals  by  phone. 
Personalized  service.  No  upfront  fees.  No 
collateral  required.  References  available.  Call 
today  to  CASH  $50,000  minimum  to  $2,500,000. 
It's  more  affordable  than  you  think. 

Mr.  Weil  (CEO)  800-499-6179 
(or  888-505-7332  for  recorded  information) 
www.4capitalsolutions.com 


RARE  DALI  PRINTS 

If  you  own,  or  are  considering  the  putchost 
of  a  Salvador  Dali  prim.... 

Our  exclusive  catalog  features  full-color 
pictures  of  more  than  500  signed  limited 
edition  Salvador  Dali  prints.  Each  print  is  fully 
documented  bv  Albert  Field,  curator  of  the 
Salvador  Dali  Archives,  and  guaranteed 
authentic.  The  catalog,  "Salvador  Dali:  A 
Retrospective  of  Master  Prints,"  is  a  must 
for  anyone  interested  in  works  signed  bv 
Dali.  Call  now  and  we  will  rush  you  a  free 
copy  of  "The  SalvadorDali  Collector's 
Newsletter".  ($15  per  issue) 


Salvador  Dali 


A  Retrospective 
of  Master  Prints 


l-(800)  275-3254 

ask  for  Dept.  FM 

hapi//www,daligaUcty.con]  •  FAX  3 10-454-2090 
BfiUia  fine  An  •  1 53.(2  Aiiihk.1i  St, »  MM.  Pacific  Pidis^Ls.  C  A  W272 


Business  Opportunities 


■  mm  • 


The  current  economy  is  making 
BIG  MONEY  for  loan  and  leasing  brokers! 

'JVJh  'JvU:i  -j'JJs'i 

Business  loiins/Factoring/Equipmem  leasing 

No   experience   needed.  We 
completely  train  and  support 
you.     Unlimited  earnings 
potential  and  residual  income. 

For  a  free  dvd  presentation 
and  info  brochure  call: 

800-336-3933 

WWWVIEWTLC.COM 
O^The  Loon  Consultants,  Inc. 


$250,000  Profit 

First  year  in  business 
if  you  are  a  serious  person  who  wants 
to  make  serious  money. 
We  have  the  program  for  you. 
Investment  only  $17,900 

Call  1-800-399-0892 
You  Will  Make  Money 


OFFSHORE 


,  .utWK  1 


♦Companies 
♦Banking 
♦Credit  Cards  /-> 
♦Privacy         Capital  Asset 

J  Management 

(800)  710-0002     Free  Brochure 

Visa/MC/Ajnex  www.assetprotection.coni 


Buy  Foreclosed  Property 

Use  INVESTOR'S  Money.  Split  Big  Profits 
Complete  Training. 
Call  for  Free  Information. 

800-995-0049  ext.  1862 


Own  your 

own  finance 
company! 


You  II  deal  directly  with  national  lenders  we  provide 

•  Equipment  Leasing  •  SBA  Loans 

•  Accounts  Receivable  Financing 

•  Business  Loans  •  Factoring  <k  more... 


Intensive  training  St  complete  business  I 
system  from  a  20-year  industry  leader 


Call  212-480-4900  for  a  FREE 
brochure  about  how  you  can  earn 
a  high  6-figurc  income! 


PARTNER  IN  FILM  PROD.  CO. 

LA  based  award-winning  Writer/Director, 
with  8  quality  scripts  ready  for  production, 
seeks  producing  and  funding  partner,  with 
access  and  experience  to  raise  equity  for  1 
or  2  films  a  year,  to  form  production  company. 
George  K.  310-203-0710 


Business  Opportunities 


www.DBIGIobal.com 


Form  Your  Delaware 
Corporation  or  LLC  Now! 

FREE  Delaware  Incorporation 

Handbook,  10th  Edition  200T 

Delaware  Business  Incorporators,  Inc. 

800.423.2993 


riTMi 


Forbes  Stock  Market  Course 


First  published  in  I948  by  Malcolm  Forbes,  the 
Forbes  Stock  Market  Course  has  helped 
thousands  of  investors  navigate  their  way  to 
profits  and  financial  success.  The  newest  edition 
gives  you  a  better  understanding  of  everylhing 
from  Financial  Statements  to  Fundamental  and 
Technical  Analysis  -  Stocks  and  Bonds  to 
Futures  and  Options  -  Mutual  Funds  to  Hedge 
Funds.  As  a  reader  of  Forbes  Magazine  you 
are  invited  to  take  advantage  of  a  special  price 
of  just  $99.95  (save  $50  off  the  regular  $149.95 
price).  Go  to  www.forbesinc.com/smc  and  place 
your  order  now  or  call  1-800-429-0106. 


Frustrated  Airline  Traveler? 

A  low-cost  analysis  demonstrates 
how  senior  executives  will  enjoy: 

•  More  productivity,  profits,  & 
family  time 

•  Reduced  travel  frustration 

jmm  @  AircraftTravelSolutions.com 

Call  Today !  3 1 6-  733-6263  fA 


Forbes 

Subscriber 
Service 


To  plan  your  order,  to  renew, 
change  your  address  or 
other  customer  service, 
visit  our  site  at.... 
www.forbes.com/customerservice 


OIL  &  GAS  WELLS  for  SALE 

100%  W.I.  in  16  wells, 
nets  $50,000  per  yr.  Price  $250,000. 
Approx.  200  infield  drilling  locations. 
Call:  806-548-0760 


Earn  $900+  Weekly 

Manufacturing  products  for  companies 
at  home.  Employ  people,  make  more 
money.  For  brochure  send  $23.65: 
Business  Opportunities  PO  Box  21792 
Lexington,  KY  40522 


***r  information  and 
rates  on  advertising 
in  the  next  Forbes  WfBt-'ht 
isplay  Classified  Section 
Call  Media  Options  jffi 


Forbes  Subscribers  Service.. .to  plan  your  order,  to  renew,  change  your  address  or  other  customer  service,  visit  our  site  at... www.forbes.com/customerservice  or  call.. .800-888-9896 


THOUGHTS 

On  the  Business  of  Life 


T  T 

ow  would  you  like  to  sit  in  the  stands  of  a  practice  bullring  and  watch  your  never-before- 
in-a-bullring  son  try  out  his  nonexistent  bullfighting  skills  right  in  front  of  you?  As  Richard 
in       JLm  Morais  tells  it:  "At  the  Count  de  la  Mazds  bull  ranch  outside  Seville,  Robert  Forbes  can't 
resist  the  lure  of  the  cape.  A  turn  of  the  bull's  head  and  Bob  narrowly  misses  being  gored.  Malcolm  Forbes 
stops  smiling:  'Get  out  of  there,  Bob!' Again  the  bull  butts.  It  really  looks  as  though  Bob  is  gored.  Afterwards 
he  quips,  7  took  a  drink  of  water  and  didn't  leak  anywhere.'"  — MALCOLM  S.  FORBES  (1989) 


A  king,  realizing  his  incompetence, 
can  either  delegate  or  abdicate  his 
duties.  A  father  can  do  neither.  If  only 
sons  could  see  the  paradox,  they  would 
understand. 

— MARLENE  DIETRICH 


//  the  new  American  father  feels 
bewildered  and  even  defeated,  let  him 
take  comfort  from  the  fact  that  whatever 
he  does  in  any  fathering  situation  has  a 
50%  chance  of  being  right. 

—  BILL  COSBY 


It  doesn't  matter  who  my  father 
was;  it  matters  who  I  remember 
he  was. 

—ANNE  SEXTON 


Sons  have  always  a  rebellious  wish 
to  be  disillusioned  by  that  which 
charmed  their  fathers. 

— ALDOUS  HUXLEY 


You  don't  have  to  deserve  your 
mother's  love.  You  have  to  deserve 
your  fathers.  He's  more  particular. 

—ROBERT  FROST 


A  man  knows  when  he  is  growing  old 
because  he  begins  to  look  like  his  father. 

—GABRIEL  GARCIA  MARQUEZ 


A  home  keeps  you  from  living  with 
your  parents. 

—P.].  O'ROURKE 


J  watched  a  small  man  with  thick 
calluses  on  both  hands  work  15  and  16 
hours  a  day.  I  saw  a  man  who  came  here 
uneducated,  alone,  unable  to  speak  the 
language,  who  taught  me  all  I  needed  to 
know  about  faith  and  hard  work  by  the 
simple  eloquence  of  his  example. 

—MARIO  CUOMO 


Most  American  children  suffer  too  much 
mother  and  too  little  father. 

—GLORIA  STEINEM 


[Randall]  Jarrell  was  not  so  much  a  father 
as  an  affectionate  encyclopedia. 

—MARY  JARRELL 


In  peace  the  sons  bury  their  fathers, 
but  in  war  the  fathers  bury  their  sons. 

—CROESUS 

Wliat  a  dreadful  thing  it  must  be  to  have 
a  dull  father. 

—MARY  MAPES  DODGE 


A  Text... 

He  that gathereth  in  summer 
is  a  wise  son:  but  he  that  sleepeth 
in  harvest  is  a  son  that  causeth 
shame. 

—  PROVERBS  10:5 

Sent  in  by  Dennis  Seals,  Salt  Lake  City,  Utah. 
What's  your  favorite  text?  Forbes  Book  of 
Quotations:  Thoughts  on  the  Business  of  Life  is 
given  to  senders  of  Bible  texts  that  are  used. 

More  than  14,000  "Thoughts,"  arranged  alphabetically  by 
subject,  are  available  in  a  900-page,  one-volume 
deluxe  edition,  Forbes  Book  of  Quotations:  Thoughts  on  the 
Business  of  Life.  The  price  is  $40,  plus  $3.50  shipping  and 
$1  per  item  for  handling  (add  applicable  sales  tax). 
To  order,  please  call  totl-free,  1-800-876-6556. 
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Napster  is  back.  Over  700,000  songs  strong.  Students 
everywhere  are  downloading  the  music  they  want,  when  they 
want  it,  with  just  a  click.  IBM  is  helping  university  servers 
handle  the  demand.  That's  On  Demand  Business. 


The  newAcura  2005  RL  automatically  downloads  diagnostic 
data,  maintenance  reminders  and  up-to-the-minute  traffic 
conditions.  IBM  business  consultants  helped.  Acura  delivered. 
That's  On  Demand  Business. 


It's  On  Demand  Business.  Ready  to  respond  to  the  pace, 
pressures  and  fluctuations  of  an  on  demand  world. 


On  Demand  Business  is  about  how  you  design  your 
business  to  respond  quickly  to  ever-changing  levels  of 
competition,  customer  expectation  and  market  flux. 

Few  of  today's  business  challenges  are  new:  create 
value,  differentiate,  delight  customers,  increase  your 
productivity,  grow. 

What  is  new  is  the  intense  pressure  to  deliver  it  all  in 
less  time,  with  less  money,  little  warning  and  almost 
no  forgiveness  for  error  -  against  a  constantly  fluid 
background:  All  of  which  creates  two  distinct  types  of 
organizations:  the  quick  and  the  dead. 

Staying  quick  means  rethinking  how  processes, 
people  and  information  are  integrated  across  your 
company.  Identifying  bottlenecks,  blind  spots  and 
inefficiency.  Rethinking  rigid,  costly  or  commodity 
processes.  Replacing  them  with  flexible,  integrated 


designs,  often  newly  enabled  by  technology.  Either 
in-house  or  with  partners.  One  step  at  a  time,  building 
ROI  upon  ROI. 

Why  IBM?  Because  the  best  partner  to  help  you 
integrate  is  the  partner  who  best  understands  all  the 
pieces  that  need  to  be  integrated,  from  people  to 
processes  to  industry  specifics  to  technology. 

That  partner  is  IBM. 

Today,  IBM  is  both  the  world's  largest  business 
consultancy  and  the  world's  largest  technology 
company,  with  deep  experience  in  industries  from 
Financial  Services  to  Government  to  Automotive.  We 
help  clients  thrive.  We  can  help  you,  too. 

It's  an  on  demand  world.  Be  an  On  Demand  Business. 

To  talk  to  us,  visit  ibm.com/ondemand 


DEMAND  BUSINESS 


IBM,  the  IBM  logo  and  the  On  Demand  logo  are  registered  trademarks  or  trademarks  of  International  Business  Machines  Corporation  in  the  United  States  and/or  other  countries 
Other  company,  product  and  service  names  may  be  trademarks  or  service  marks  ol  others.  «  2004  IBM  Corporation.  All  rights  reserved. 


PREEMPTIVE  SECURITY  IS  HERE: 


WOULDN'T  YOU  PREFER 


security, 


THAT  KEEPS  YOU  OUT  OF  THE  ER? 


We  immunize 


YOUR  BUSINESS  AHEAD  OF  THE  THREAT. 


conds,  preemption  beats  "reaction  "  every  time. 


The  only  effective  security  is  preemption.  This  preemptive  power  is  only  available  with  the  Proventia™  Security  Platform  from  Internet  Security  Sys 

When  software  security  Haws  are  discovered,  Internet  Security  Systems'  world-renowned  research  team  updates  Proventia  to  immediately  shield  agains 
attacks  targeting  weak  spots.  Regardless  of  the  size  of  your  business,  this  new  standard  in  Internet  security  can  help  keep  you  off  the  path  to  disaster 
reduce  your  total  cost  of  ownership  -  In  fact,  when  we  manage  Proventia  for  you,  we'll  even  guarantee  protection.  Need  proof?  Get  your  free  whitep 
Preemptive  Protection-.  Setting  a  New  Standard  in  Security,  at  www.iss.net/proof/whitepaper  or  call  800-776-2362. 

FIREWALL   I  ANTIVIRUS   I   INTRUSION  PREVENTION   I  WEB  FILTERING   i   MAIL  SECURITY   I   MANAGED  SERVICES      VULNERABILITY  ASSESS! 


)vative  products  from  a  company  with  153  years  of  financial 
Df  the  country's  leading  asset  managers.  For  more  information,  call 
can't  predict.  You  can  preparef 


ning  this  &  other  information.  Read  it  carefully  before  investing.  ©  2004  Massachusetts  Mutual  Life  Insurance  Co. 

ual  Trust  Co.,  FSB.  Insurance  products  are  issued  by  Massachusetts  Mutual  Life  Insurance  Company,  and  its  affiliated  insurance  companies. 
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SYDNEY,  AUSTRALIA: 

Business  heart  of  the 
Asia-Pacific  and  host 
of  the  Forbes  Global 
CEO  Conference  2005 


Australia:  Your  perfect  platform  for  investment  in  the  world's 
fastest  growing  region 

Australia  provides  your  business  with  the  competitive  edge  you 
need  to  get  ahead  in  a  highly  competitive  world. 

After  more  than  13  years  of  uninterrupted  economic  growth,  the 
Australian  economy  has  been  voted  the  most  resilient  in  the  world'. 

With  forecast  economic  growth  of  3.7%  in  2003  and  4.0%  in 
2005  -  compared  to  an  OECD  average  of  around  3%  -  Australia 
will  continue  to  expand  more  rapidly  than  most  other  OECD 

economies2. 

Australia's  strong  and  diverse  economic  base  has  provided  a  buffer 
to  global  fluctuations.  While  traditional  resource  sectors  continue 
to  flourish,  it  is  in  the  innovative  technology  sectors  where  Australia 
is  quietly  impressing  multinationals  in  recent  times. 

Indeed,  Ernst  &  Young  ranks  Australia  as  the  number  one  biotech 
country  in  the  Asia  Pacific3.  Australia  is  also  the  leader  in  the  region 
for  e-business  readiness4  and  has  the  third  largest  IT  market  in 
Asia^.  It's  no  wonder  that  companies  like  Merck,  GlaxoSmithKline, 
NEC,  Boeing,  IBM,  Cisco  and  Nokia  -  to  name  a  few  -  have  made 
Australia  home. 

Australian  based  companies  are  also  ideally  positioned  for  global 
business.  As  the  first  major  financial  centre  to  open  each  day, 
Australia  provides  a  time  zone  that  bridges  the  closing  of  the  US 
and  opening  of  the  European  markets.  It  also  allows  businesses 
to  service  their  Asian  clients  in  'real  time'. 

The  Australian  business  environment  is  second  to  none,  supported 
by  a  highly  skilled  and  multilingual  workforce,  sophisticated 
information  and  communications  technology,  an  innovative  culture 
with  excellent  R&D  infrastructure,  and  an  open  and  efficient 
regulatory  environment. 


But  don't  take  our  word  for  it.  Here's  what  other  experts  have 
to  say  about  Australia: 

•  The  most  resilient  economy  in  the  world6 

•  The  lowest  risk  of  political  instability  in  the  world7 

•  The  most  multilingual  workforce  in  the  Asia  Pacific  region8 

•  The  4th  largest  pool  of  investment  funds  under  management 
in  the  world  -  US$517  billion9 

•  One  of  the  most  cost  competitive  business  destinations 
in  the  developed  world10 

•  The  easiest  country  in  the  world  to  start  a  business  with 
regulatory  procedures  taking  just  two  days" 

•  The  highest  availability  of  IT  skills  in  the  Asian  region12 

•  Five  of  Australia's  state  capital  cities  are  ranked  in  the 
top  10  liveable  cities  in  the  world13 

Australia  is  your  perfect  platform  for  investment...  and  home 
to  an  enviable  life  style!  So  where  are  you  doing  business? 

Invest  Australia,  the  Australian  Government's  inward  investment 
agency,  can  help  you  with  your  investment  decision  making 
through  its  1 1  offices  worldwide.  We  are  focussed  on  your 
needs  as  an  investor  and  are  currently  working  with  companies 
on  projects  with  potential  investment  in  Australia  of  more  than 
USS60  billion. 

Through  a  range  of  services  and  programs.  Invest  Australia  can 
provide  you  with  comprehensive,  free  and  totally  confidential 

advice. 

So  why  not  contact  Invest  Australia  today  and  discover  the 
Australian  advantage  at  www.investaustralia.com 


World  Competitiveness  Yearbook  (WCYI  2003,  JOECD  2003.  'Ernst  &  Young  -  2003  Borders  Report. 
'EIU  2003.  'WITSA  2002.  "WCY  2003.  WCY  2003.  "Aust  Bur  of  Stats  2003.  'ICI  2003.  "KPMG  2004. 
"World  Bank  2003.  "WO  2003.  JEIU  2002 


ydney:  The  choice  for  business  in  the  Asia  Pacific 

/dney  is  the  dynamic  capital  of  New  South  Wales,  Australia's 
ading  global  business  and  investment  centre. 

lis  spectacular  harbour  city  offers  multinational  companies 
highly  competitive  base  in  the  Asia  Pacific.  In  fact  nearly  600 
jmpanies  have  chosen  to  locate  regional  headquarters  and 
^gional  operating  centres  here. 

lore  and  more  global  investors  appreciate  that  Sydney  is  gifted 
ith  the  best  of  business  assets  -  an  intelligent,  well-educated, 
lultilingual  and  resourceful  workforce  that  underpins  our 
•putation  for  innovation  and  enterprise. 

lis  is  reflected  in  the  diversity  and  strength  of  our  industries  such 
;  information  and  communications  technology,  biotechnology  and 
lancial  services. 

ternational  companies  continue  to  choose  Sydney  for  its  strong 
jsiness  confidence  and  high  degree  of  stability. 

n  internationai  city  in  every  sense,  Sydney  is  also  one  of  the  most 
>st  competitive  cities  in  the  Asia  Pacific  when  it  comes  to  doing 
jsiness.  Prime  office  space  rents  and  industrial  land  are  both  very 
fordable  compared  with  other  major  business  centres. 

jsiness  communications  costs  are  also  significantly  cheaper 
id  executive  salaries  are  lower  than  those  in  the  US. 


Sydney's  cost  of  living  and  quality  of  life  are  both  highly  attractive 
for  business  executives  and  their  families.  We  offer  excellent 
healthcare,  education,  transport  and  telecommunications. 
Our  climate  and  leisure  facilities  are  unbeatable. 

Our  cultural  diversity,  to  which  people  from  all  over  the  globe  have 
made  a  significant  contribution,  has  produced  a  society  that  is 
diverse,  open,  tolerant  and  friendly. 

Lively  and  colourful,  Sydney  has  consistently  been  voted  the 
world's  best  city  outside  the  US  by  Conde  Nast  Traveler  Magazine. 

All  in  all  it's  a  great  place  for  executives  and  investors  to  enjoy 
a  splendid  experience,  whether  on  a  business  visit  or  as  a  place 
to  live.  Whatever  the  case,  you  are  most  welcome. 

So  when  it  comes  to  doing  business  in  the  Asia  Pacific,  there  is 
no  better  choice  than  Sydney. 

The  Premier  of  New  South  Wales,  Bob  Carr,  describes  Sydney  as 
a  "high-skilled,  high-tech  competitive  city  at  the  gateway  to  the 
Asia  Pacific,  this  happy  multicultural  success  story  we  call  Sydney". 

"A  warm,  open  and  informed  welcome  awaits  you." 

The  New  South  Wales  Department  of  State  and  Regional 
Development  helps  businesses  to  establish  and  expand  in  Sydney 
and  New  South  Wales.  Based  in  Sydney,  we  are  supported  by 
a  network  of  regional  offices  throughout  New  South  Wales. 

To  find  out  how  we  can  help  you  become  part  of  Asia  Pacific's 
success  story  visit  us  at  www.business.nsw.gov.au 


'est  Australia  and  the  New  South  Wales  Department  of  State  and  Regional  Development 
;  proudly  hosting  the  Forbes  Global  CEO  Conference  in  Sydney  in  August-September  2005. 


New  South  Wales 
Department  of  State  and 
Regional  Development 


Firs!  for  Business 


ARE  YOU  HUNTING  FOR  DATA  INSTEAD  OF  IDENTIFYING  OPPORTUNITIES? 

The  hunt  is  on.  Once  again,  you're  looking  for  clues  as  to  how,  why  and  where 
your  dollars  are  flowing.  Can  you  spot  your  next  sourcing  opportunity  in  the 
accounting  reports?  If  not,  you've  spotted  the  need  for  Spend  Management.  And 
also  Ariba.  We  can  pull  together  data  from  disparate  (and  often  incompatible) 
sources,  help  identify  savings  and  transform  your  business.  To  learn  about  Ariba 
Analysis  Solutions,  please  call  1-866-772-7422.  Or  visit  www.ariba.com/analyze 
for  your  free  Spend  Management  Opportunity  Assessment. 


Ariba  Impacts: 
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IT  Consulting 
Temp  Labor 
Print 

Transportation 
Facility  Services 
Marketing 
and  more... 
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Price  quotes,  charting  tools,  news 
and  financial  data  for  U.S.  equities 
and  mutual  funds.  Real-time  stock 
quotes  via  our  premium  Stream- 
ing Stock  Portfolio. 

Forbes.com  Video  Network 


Exclusive:  Interactive  Advertising 
Bureau  President  and  Chief  Exec- 
utive Greg  Stuart  on  what's 
behind  the  Web's  boom  in  ad 
revenue;  and  participants  at  the 
Forbes  CFO  Forum  talk  about 
coping  with  Sarbanes-Oxley. 

More  for  Investors 

Buy-Hold-Sell  consensus 
opinions  from  Market  Edge;  our 
rankings  of  Top  Equity  Analysts; 
and  18  free  online  tools  for  finan  • 
cial  planning  and  for  managing 
your  investments. 


Best  of  The  Web 

The  Great  Outdoors  Online 

Edited  by  Matthew  Schifrin 

The  new  summer 
edition  of  our  online 
directory  of  the  best  Web 
sites  features  a  seasonal 
mix  of  categories  from 
nature  tours,  climbing 
and  camping  to  road 
trips,  theme  parks  and 
wireless  travel.  We  also 
have  updated  our  selec- 
tion of  the  best  sites  for 
financial  planning,  track- 
ing your  portfolio  and 
investing  in  emerging 
markets.  And  now  that 

Google  has  jumped  into 
Hang  on:  Our  guide  will  help.        me  free  e.mail  businesS) 

Best  of  The  Web  previews  how  its  free  e-mail  offering  will 
make  other  services  more  competitive. 

Lifestyle 

Hottest  Summer  Hot  Spots 

Christina  Valhouli 

Though  we  are  reminded  of  Yogi  Berra's  famous  line, 
"Nobody  goes  there  anymore — it's  too  crowded,"  the 
Vineyard,  St.  Tropez  and  Monte  Carlo  still  have  their 
devotees  as  summer  hangouts  for  the  rich  and  those 
who  gravitate  to  them.  From  the  Hamptons  to  Sardinia's 
Costa  Smeralda,  what  were  once  simple  fishing  commu- 
nities have  been 
transformed  into 
high-class  play- 
grounds. Forbes.com 
offers  its  guide  to  the 
hottest  spots  to  park 
your  yacht  this 
summer,  whether 
you  want  the  best 
beaches,  the  most 
famous  celebrities, 
the  hottest  nightlife, 

or  all  three.  Magnet  spot:  Portugal's  Cascais. 


Forbes  Magazine 


The 

Celebrity 

100 


THE  HOTTEST 
MOVIE  STARS. 
MUSICIANS 
AND  ATHLETES 


Celebrity  100 

Online  only:  bios  and  the 
underlying  rankings  of  the 
world's  most  powerful  athletes, 
movie  stars  and  actors.  Vote  on 
which  celebrities  are  the  most 
over-  and  underrated.  Take  our 
interactive  quiz  to  find  out  if 
you  have  what  it  takes  to  be  a 
titan  of  Tinseltown.  Plus:  exclu- 
sive slide  shows  and  Webcasts. 

More  From  Our  Columnists 

In  addition  to  Jerry  Flint's 
monthly  magazine  column 
(p.  80),  catch  his  online-only 
columns  almost  every  Tuesday. 

Forbes  on  Fox 

View  clips  on  Forbes.com  from 
our  weekend  financial  TV  show. 

Search  Our  Archive 

Search  past  issues  of  FORBES  by 
topic,  author  or  date.  Print, 
e-mail  or  download  articles. 


Forbes 


For  complete  contents  of  the 

magazine:  www.forbes.com/forbes. 

For  links  on  this  page: 

www.forbes.com/extra. 

By  Mail:  Forbes  magazine,  60  Fifth 

Avenue,  New  York,  N.Y.  10011 
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Is  it  quite  possible  that  the  matchless  service  which  is  synonymous  with  Raffles  can  now  be  found  in 
other  hotels?  Well,  yes,  if  they  share  the  same  Raffles  name.  For  in  each  of  the  properties  in  our 
ever-growing  collection,  you  will  find  the  same  attention  to  detail,  sophistication  and  luxury.  Yet  each 
magnificent  hotel  or  resort  is  a  destination  in  itself,  and  presents  a  completely  unique  experience. 
Which  creates  a  rather  pleasant  dilemma  when  deciding  which  Raffles  to  visit,  wouldn't  you  say? 


Raffles 


Raffles  Hotel  Le  Royal,  Phnom  Penh.  Cambodia  Raffles  Hotel,  Singapore  Raffles  Resort  Bali  at  Jimbaran' 

Raffles  Grand  Hotel  a'Angkor.  Siem  Reap,  Cambodia  Raffles  The  Plaza,  Singapore  Raffles  Resort  Mallorca  at  Colinas  d'Es  Trenc* 

Raffles  L'Ermitage  Beverly  Hills.  California  Raffles  Le  Montreux  Palace.  Montreux  Raffles  Resort  Bintan* 

Raffles  Hotel  Vier  Jahreszeiten,  Hamburg  Raffles  Resort  Canouan  Island,  The  Grenadines1  Raffles  Resort  Phuket* 

<i),,mt;ij^,2im.  Information  and  reservations  at  www.raffles.com  •iinj.rj^hi 
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Style  that  belongs  in  a  Museum  of  Modern  Art. 


Substance  that's  unmistakably  Polycom. 


Introducing  the  Polycom  VSX™  3000  video  conferencing  system  for  the  executive  desktop. 

The  style  you  want.  The  performance  you  deserve.  The  incredible  VSX  3000  has  it  all.  With  unparalleled  TV-quality  video 
and  crystal  clear  CD-like  audio,  you  can  make  the  greatest  impact  without  leaving  the  office.  This  easy-to-use  video 
conferencing  system  has  another  amazing  advantage  -  it  doubles  as  your  PC  monitor.  With  an  ultra-large  screen  yet 
sleek,  small  footprint,  it's  perfect  for  executive  suites  and  remote  offices.  But  what  else  would  you  expect  from  Polycom? 
No  other  company  offers  you  integrated  video,  voice,  data,  and  Web  communications  that  allow  you  to  connect, 
conference,  and  collaborate  any  way  you  want.  It's  our  commitment  to  making  distance  communications  as  natural  and 
effective  as  being  there.  Maybe  even  better. 

For  information  call  1-877-POLYCOM  or  visit  www.polycom.com.  To  see  how  other  companies  like  yours  have  benefited 
from  Polycom  video  conferencing  visit  www.polycom.com/forbes. 


ft  m  I ' 

POLYCOM 

©2004  Polycom,  Inc.  All  rights  reserved.  Polycom  and  the  Polycom  logo  are  registered  trademarks  and  VSX  is  a  trademark  ol  Polycom,  Inc. 
in  the  U.S.  and  various  countries.  All  other  trademarks  are  the  property  of  their  respective  owners, 


YOU  KNOW  BETTER.  DELL  KNOWS  HOW. 

Control,  value  and  outstanding  performance.  With  PowerEdge  Servers  and  Intel®  Xeon  Processors,  you've  got 


#1  in  Linux  server  market  share* 


"Based  on  Fourth  Quarter  2003  IDC  Server  Tracker  results.  Dell,  the  Dell  logo,  and  PowerEdge  are  trademarks  of  Dell  Inc.  Intel.  Intel  logo.  Intel  Inside.  Intel  Inside  logo,  and  Intel  Xeon  are  trademarks  or  registered  trademarks  of  Intel 
Corporation  or  its  subsidiaiies  in  the  United  States  and  other  countries  PeopleSoft  is  a  registered  trademark  of  PeopleSoft  Inc  SAP  is  a  registered  trademark  of  SAP  AG  in  Germany  and  several  other  countries.  Oracle  is  a  registeret 
trademark  of  Oracle  Corporation.  Linux  is  a  registered  trademark  of  Linus  Torvalds.  Microsoft  is  a  registered  trademark  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries.  ©2004  Dell  Inc  All  rights  reserved. 


Dplications  are  essential  to  your  business.  Dell  gives  you  the  power 
run  critical  applications  and  the  flexibility  to  manage  them  for  less. 

Sl'l  PowerEdge"  6650  servers  with  Intel®  Xeon™  Processors  are  built 
run  big  applications  like  Oracle*'  Microsoft®  SAP®  and  PeopleSoft® 


In  fact,  Dell  uses  an  Oracled/Linux3'  CRM  solution  to  manage  1 20 
million  customer  records ,  so  we  can  tailor  a  solution  to  fit  your  business. 

*►  Is  your  technology  easy  to  manage? 


Flexible  solutions.  Easy  as 


D*LL 


Contact  a  Dell  Professional  to  migrate  from  UNIX  today. 
1-866-446-6217  •  www.dell.com/datacenter3 

toll  free 
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SIDE  LINES 


How  Many  Teamsters  does  it  take  to  screw 

in  a  lightbulb?  A  few  too  many.  The  movie  industry,  which 
employs  3,000  truck  drivers  in  California,  is  drifting  away.  On 
page  102  Brett  Pulley  explains  why  the  next  King  Kong  remake  is 
going  to  be  filmed  in  New  Zealand.  The  nice  scenery  down  there- 
is  just  part  of  the  picture.  Union  work  rules  have  something  to 
do  with  it. 

Film  producers  here  have  to  contend  with  separate  unions 
for  drivers,  directors,  actors,  musicians,  writers  and  stagehands. 
Within  the  last  of  these  unions,  which  goes  by  the  name  Inter- 
national Alliance  of  Theatrical  Stage  Hmployes  [sic],  arcane  craft 
distinctions  dictate  job  assignments.  The  people  who  handle  the 
props  are  different  from  the  people  who  handle  the  sets,  for 
example.  IATSE  says  its  work  rules  are  more  flexible  than  they 
used  to  be.  But  still,  job  preservation  is  higher  on  the  list  of  pri- 
orities than  productivity. 

Now  picture  a  moviemaking  industry  that  is  a  Utopia  of  effi- 
ciency. The  drivers  who  now  work  at  the  beginning  and  end  of 
the  day  but  have  nothing  to  do  in  between  would  have  second 
jobs  assembling  sets.  A  camera  operator  would  do  double  duty 
as  a  still  photographer,  a  grip  as  a  carpenter.  Anybody  could  be 
asked  to  pitch  in  on  any  task.  There  would  be  less  sitting  around. 
Such  an  industry  could  pay  very  good  wages  and  still  be  com- 
petitive with  upstarts  abroad. 

How  might  U.S.  unions  be  nudged  toward  efficiency  gains? 
Continuing  our  Utopian  fantasy,  imagine  that  the  antitrust  laws 
treated  unions  the  way  they  treat  corporations.  So,  horizontal 
monopolies  would  be  forbidden,  but  vertical  integration 
encouraged.  A  theatrical  union  would  represent  thousands  of 
workers  of  all  sorts,  from  truck  drivers  to  assistant  directors,  but 
would  compete  with  at  least  two  other  such  unions.  Having 
signed  a  collective  bargaining  agreement  with  one  of  these 
unions,  a  filmmaker  like  Disney  would  not  be  permitted  to  use 
workers  from  the  hiring  hall  of  another. 

Competing  unions?  A  labor  organizxr  would  shrink  in  hor- 
ror at  the  notion.  But  the  work-rule  rigidities  of  industrywide 
unions  have  doomed  many  an  American  job,  notably  in  steel 
and  autos.  Some  domestic  competition  might  inspire  unions  to 
find  all  sorts  of  imaginative  workplace  efficiencies.  IATSE  and  the 
Teamsters  cannot  ignore  the  fact  that  they  arc  already  competing 
for  scarce  jobs  with  a  bunch  of  scabs  in  New  Zealand,  and  the 
scabs  are  winning. 


V  hi)  I  TOR 
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Pebble  Beach 

"There's  a  whole  different  breed  of  people  at  this  place.  As  I  was  flying  to  Pebble  Beach,  the  pilot  remembered 
last  year's  birdie  putt  on  13.  How  cool  is  that?" 

When  you  buy  a  share  of  a  private  jet  from  CitationShares,  you  get  more  than  just  luxury,  value,  simplicity,  and 
convenience.  You  get  people  with  passion.  JetPassion.  Give  us  a  call.  You'll  see  what  we  mean. 
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CitationShares 


JetPassion 


JetOwnership  >  1.800.340.7767x121  >  CitationSh 
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The  secret  to  life  is  enjoying  the 
curves  it  throws  at  you. 


Life  is  about  how  you  handle  unexpected  twists  and  turns.  And  there  is  perhaps  no  better 
way  to  handle  them  than  in  the  all-wheel  drive  Carrera  4S.  Revel  in  each  bend.  320  hp  at 
your  beck  and  call.  A  corner  lies  ahead.  Happiness  awaits.  Porsche.  There  is  no  substitute. 
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READERS  SAY 


Crony  Baloney 

"Crony  Capitalism"  {June  21,  p.  140)  assumes  Sarbanes-Oxley  is  a  good  law,  yet 
it  seriously  distorts  perfectly  moral  private  corporate  behavior.  You  assume 
"related-party  deals"  are  wrong,  but  they  are  often  needed  to  overcome  govern- 
ment-imposed restrictions.  Corporate  executives  and  their  relatives  can  indeed 
do  bad  things.  Yet  virtually  nothing  mentioned  in  your  story  is  illegal. 

JOHN  GILLIS 
John  Gillis  Architects 
New  York,  N.Y. 


They're  Not  in  Kansas  Anymore 

As  a  Kansan  I'd  be  delighted  if  my  state 
truly  had  the  best  business  climate  in 
the  country,  as  claimed  in  "Live  Free  or 
Move"  (May  24,  p.  164).  However,  state 
surveys  show  business  property  taxes  in 
Kansas  are  the  highest  in  our  five-state 
region,  and  residential  property  taxes 
are  second  highest.  Kansans  have 
responded  by  voting  with  their  feet. 
Roughly  half  of  our  counties  lost  popu- 
lation between  1990  and  2000. 

KARL  PETERJOHN 
Executive  Director 
Kansas  Taxpayers  Network 
Wichita,  Kans. 

Safety  Catch 

As  one  of  hundreds  of  lifelong  engineers 
made  redundant  by  Underwriters 
Laboratories  Chief  Executive  Loring 
Knoblauch  ("Under  Fire,"  June  21, 
p.  103),  I'd  like  to  point  out  that  products 
we  enjoy  here  in  the  U.S.  are  now  subject 
to  safety  engineering  performed  abroad. 
Overseas  staff  are  under  pressure  to  pro- 
vide fast  and  reliable  service  to  local 
clients.  But  these  companies  have  little  or 


no  knowledge  of  how  their  products  will 
be  used  or  how  safely  they'll  perform 
halfway  around  the  world.  Makes  as 
much  sense  to  me  as  relying  on  residents 
of  other  countries  to  take  the  place  of  the 
U.S.  military  to  defend  our  freedom. 

DICK  RASMUSSEN 
Raleigh,  N.C. 

Start  Smoking,  Avoid  Doctors 

Dan  Seligman  makes  some  interesting 
points  in  "Why  the  Rich  Live  Longer" 
(June  7,  p.  113),  but  his  reasoning 
doesn't  stand  up  to  scrutiny.  Japan,  the 
world's  healthiest  nation,  has  the  high- 
est smoking  rate  among  rich  countries. 
Hispanics  in  the  U.S.  are  healthier  than 
non-Hispanic  whites  despite  the  lack  of 
health  care  access.  Neither  personal 
behavior  nor  health  care  explain  poorer 
people's  poorer  health.  Why  the  rich 
live  longer  has  more  to  do  with  social 
inequalities,  as  the  World  Health  Orga- 
nization suggests. 

STEPHEN  BEZRUCHKA,  M.D. 
School  of  Public  Health 
University  of  Washington 
Seattle,  Wash. 
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Profiles  in  Business  Mobility:  Teamwork 

How  to  be  more  competitive,  more  productive,  and,  uh,  more  in  sync. 


R.O.  Ida.  The  Chief  Financial  Officer 


Metro  Mel 


Toaurous  Trevor  the  Technoholic 


The  "Never  in  the  Office"  Girl 


Mr  "1  Have  Security  Issues" 


Working-from-Home  Walter 


Time  Zone  Tim 


The  Nokia  6820  Messenger 
-1* 


Every  business  is  a  team  of  individuals.  And  if  you  can  maximize  teamwork, 
you'll  maximize  productivity— which  is  where  Nokia  comes  in.  Everything 
we  make,  from  advanced  messaging  devices  to  secure  mobile  connectivity  offerings,  is 
"  li  engineered  to  give  your  team  the  power  to  work  faster  and  smarter.  The 


i 

Nokia  security  appliance 

payoff  can  be  immediate:  better  decision-making,  improved  coordination,  faster  growth. 
And  because  Nokia  supports  a  variety  of  access  methods  and  devices,  your  people  can 
work  on  their  own  terms  while  taking  care  of  business  demands.  Learn  more  today. 
And  give  your  team— and  your  business— the  advantage  of  |E 
more  mobility.  Anytime,  anywhere,  and  on  virtually  any  device. 


Nokia  One  Business  Server 


Learn  how  to  mobilize  your  team  and  increase  business  productivity.  Download 
"The  Anytime,  Anyplace  World"  white  paper  at  »nokiaforbusiness  cot 


IMOKIA 

Connecting  People 


5  -hro  <*/L*aJ~ 


Balloon  Payment 

In  "Ivy  League  Confidential"  (June  7, 
p.  186)  you  note  several  variables  that 
may  contribute  to  how  admissions  are 
decided  for  Ivy  League  institutions.  One 
of  these  is  donations.  But  if  you  nor- 
malize admissions  data  pertaining  to 
grades,  prior  schooling  and  SAT  scores, 
you'll  find  another  statistically  signifi- 
cant correlation:  family  net  worth.  The 
son  of  a  U.A.E.  sheikh  would  stand  a 
better  chance  than  John  Doe  of  Main 
Street,  West  Virginia.  Reason?  Future 
donations. 

JUSTIN  BRONK 
Calabasas,  Calif. 

Luddites  in  White  Coats? 

In  "Cheap-Tech  Guru"  {Digital  Rules, 
June  7,  p.  49)  FORBES  notes  the  30  million 
technology-related  American  jobs  that 
could  disappear  in  the  next  ten  years.  But 
do  you  really  believe  that  health  care's 
weakest  link  is  doctors  who  don't  use 
technology?  Who  is  ordering  those  MRI 
scans?  Who  is  managing  the  mechanical 
ventilators?  Health  care's  weakest  link  is 
the  trial  lawyers  who  are  driving  physi- 
cians from  practice  and  sending  a  mes- 
sage to  bright  young  people  not  to  apply 
to  medical  school. 

JOEL  FISHER,  M.D. 
Buffalo  Grove,  III. 

My  Hamster  Thanks  You 

"Ster  Crazy"  (June  7,  p.  66)  considers  the 
prevalence  of  Web  sites  featuring  the  suf- 
fix "ster"  (like  Friendster  or  Napster)  and 
wonders  if  the  folks  running  these  sites 
know  "ster"  used  to  be  a  sexist  suffix. 
Truth  is,  it  was  the  standard  female  agen- 
tive  suffix  in  Old  English,  making  it  sex- 
ist only  if  words  like  "actress"  are  sexist. 
FORBES  should  research  its  linguistic 
claims  as  thoroughly  as  it  does  its  finan- 
cial ones. 

BENJAMIN  LUKOFF 


staying  fit  and  traveling 
aren't  mutually  e  x  c  I  u  s  i  v 


The  WestinWORKOUTSM  Powered  by  Reebok 

Featuring  LifeFitness  Tree  weights  and  strength  con 
Precor  cardio,  and  exclusive  Reebok  workouts  desi 
the  most  of  the  equipment  and  your  time.  From  where  we  se 
modern  luxury  looks  pretty  fit. 

Book  online  at  www.westin.com/reebok  and  enjoy  unlimited  gym 
and  a  full  breakfast  for  two,  compliments  of  Westin. 


MEMBER  OF 
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Oder  valid  at  Westin  Hotels  that  have  the  WestinWORKOUT  Powered  by  Reebok  gym.  S 
Reebok,  Powered  by  Reebok,  and  ( »«r )  are  trademarks  of  Reebok  International  Ltd. 
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SUPPLY  CHAINS.  SYNCHRONIZED 


WHAT  CAN  BROWN  DO  FOR  YOU? 


PS  can  help  you  shorten  your 
supply  chain.  For  a  technical 
explanation,  see  figures  A.  and  B. 


At  UPS  Supply  Chain  Solutions, 
we  have  the  full  range  of  expertise 
to  help  you  turn  your  supply  chain 
into  a  strategic  asset. 

Supply  Chain  Design  and 
Planning 

We'll  help  you  take  a  critical 
look  at  your  current  supply  chain. 
Then  work  with  you  to  design  a 
more  effective  model.  One  that 
makes  better  use  of  your 
resources,  and  ultimately  gets 
your  inventory  to  market  faster. 

Logistics  and  Distribution 
Services 

We  can  help  improve  your 
global  distribution  process  by 
finding  better  ways  to  handle 
materials  sourcing,  order  fulfill- 
ment, and  even  final  delivery 
compliance.  We'll  also  make 
sure  your  reverse  logistics  are 
working  just  as  efficiently. 

Transportation  and  Freight 

Whether  you're  shipping  ocean, 
air,  road  or  rail,  our  network 
can  handle  it  all.  We  combine 
freight  services  with  customs 
brokerage  and  warehousing. 
And  we  have  the  technology  to 
give  you  visibility  of  your  goods 
all  along  the  way. 

International  Trade 
Management 

UPS  has  been  neiping 
customers  trade  internationally 
for  over  70  years,  with  customs 
brokerage  services  that  span 
the  world.  All  of  which  me 
faster  customs  clearance,  f 
cargo  delays,  and  reduced  n 
compliance  fees. 


UPS-SCS.com  1-866-822-533 


FACT  AND  COMMENT 

By  Steve  Forbes,  Editor-in-Chief 
"With  all  thy  getting  get  understanding" 


Magnificent  Man 


FEW  INDIVIDUALS  HAVE  HAD  THE  POSITIVE  IMPACT  ON  THEIR 
times  that  Ronald  Reagan  had  on  his.  With  the  death  of  our  40th 
President,  millions  of  Americans  have  paused  to  reflect  upon 
Reagan's  life  and  have  gained  a  better  or  new  appreciation  of 
what  he  wrought.  Make  no  mistake,  America — indeed,  the 
world — is  a  significantly  better  place  today 
than  it  was  when  he  took  office  in  1981. 

It  is  hard  to  fathom  now  what  a  discour- 
aging, dismal  decade  the  1970s  were,  how 
unpromising  and  cramped  the  outlook  was 
for  liberty  and  democratic  capitalism.  The 
Soviet  Union  seemed  unstoppable.  We  had 
been  routed  in  Vietnam.  Communism  had 
triumphed  in  Angola  and  Nicaragua  and  was 
poised  to  do  the  same  in  El  Salvador.  The 
Soviets  seemed  secure  in  their  brutal  con- 
quest of  Afghanistan,  to  which  our  lame 
response  was  to  boycott  the  Moscow 
Olympic  Games.  Islamic  fanatics  had  taken 
over  Iran,  and  their  brand  of  totalitarianism  seemed  ready  to 
sweep  the  region.  They  held  52  Americans  hostage,  and  we  were 
pathetically  impotent  in  our  efforts  to  do  anything  about  it. 
Remember  the  botched  military  attempt  to  rescue  them? 

The  U.S.  military  was  racked 
by  abysmal  morale,  pitiful  pay 
(thousands  of  enlisted  men's  fam- 
ilies survived  on  food  stamps), 
outdated  equipment  and  utterly 
inadequate  maintenance  of  what 
equipment  it  did  have.  Reenlist- 
ments  of  key  personnel  were 
plummeting. 

The  U.S.  economy  was  stag- 
nant, savaged  by  seemingly  incur- 
able inflation.  The  top  capital 
gains  levy  was  approaching  50%; 
venture  capitalism  was  nonexis- 
tent. The  top  personal  income  tax 
rate  was  70%.  Rampant  inflation — 
tax  brackets  weren't  indexed  in 
those  days — was  slamming  workers  with  massive  unlegislated 
tax  hikes  by  pushing  them  into  higher  tax  brackets.  The  average 
$18,000  income  of  the  late  1970s  left  an  earner  less  well-off  than 
a  $7,000  income  had  a  decade  before.  Short-term  interest  rates 
climbed  above  20%;  home  mortgage  rates  reached  17%. 

What  was  even  more  dangerous  was  the  attitude  of  policy- 


Kip,  Bob,  SF  and  Tim  with  Nancy  Reagan  at  Balleroy 
balloon  meet.  Her  unstinting  love  and  support  were 
crucial  to  her  husband's  success. 


making  elites  here  and  overseas.  The  U.S.  was  in  a  historic  long- 
term  decline;  how  to  manage  this  was  the  sad,  necessary  mis- 
sion of  diplomats  and  political  leaders.  We  were  in  an  era  of 
limits;  we  were  running  out  of  oil.  Yet  more  government,  more 
taxes  and  more  rules  and  regulations  were  the  order  of  the  day. 

Foreign  policy  could  be  summed  up  in  one 
word:  appeasement. 

The  American  people  sensed  we  could  do 
far  better;  but  it  takes  visionary,  effective  lead- 
ership to  turn  yearnings  into  realities.  In 
combining  an  inspiring  sense  of  direction 
with  political  pragmatism,  Ronald  Reagan 
did  just  that. 

He  understood  that  the  essence  of  eco- 
nomics is  freedom  and  incentives.  He  pushed 
the  still-radical  idea  of  massive,  across-the- 
board  cuts  in  personal  income  tax  rates,  as  well 
as  in  the  capital  gains  levy.  He  understood  that 
taxes  are  a  price  and  a  burden.  If  you  lower  the 
price  of  productive  work,  risk  taking  and  success,  you'll  get  more 
of  these  good  things.  This  wasn't  abstract  theory  to  him.  Decades 
earlier,  during  his  Hollywood  career,  Reagan  had  been  told  he 
shouldn't  make  more  than  two  movies  a  year  because  confiscatory 

taxes  would  take  away  virtually  any- 
thing he  earned  beyond  that.  From 
then  on  Reagan  could  never  under- 
stand why  we  tolerated  a  tax  code 
that  punishes  people  who  want  to 
do  more,  create  more.  His  huge 
1981  tax  cuts  largely  survived  and 
helped  set  off  a  boom  of  innova- 
tion, invention  and  job  creation  that 
is  still  with  us  today.  Income  tax 
rates  were  slashed  again  in  1986 — 
the  highest  bracket  was  only  28%. 

Reagan  unflinchingly  sup- 
ported the  Federal  Reserve's  hard 
fight  against  inflation,  and  lo  and 
behold  we  discovered  this  scourge 
was  not  an  inevitable  part  of  mod- 
ern life.  If  he  could  have,  Reagan  would  have  put  us  back  on  the 
gold  standard — something  we  still  badly  need  today.  We  almost 
got  there  in  the  late  1980s,  but  the  Iran-contra  scandal  and  Trea- 
sury Department/Federal  Reserve  errors  derailed  it. 

President  Reagan  deregulated  oil  price  controls  on  Day 
One.  Today  we  complain  about  the  temporarily  high  price  of 
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gasoline,  but  al  least  we  don't  have  the  enervating  shortages 
and  gas  lines  of  the  1970s. 

Reagan  initiated  history's  biggest  peacetime  military 
buildup.  His  obvious  pride  in  the  military  and  the  new  resources 
he  provided  set  us  on  the  path  to  making 
our  armed  forces  the  best  in  our  history 
and  in  the  world  today.  Reagan  went 
ahead  with  putting  new,  advanced  missiles 
in  Western  Europe,  a  riposte  to  the 
U.S.S.R.'s  unrelenting  arms  buildup.  This 
move  deeply  angered  the  Soviets  and  set 
off  continentwide  protests.  But  Moscow 
got  the  message:  Appeasement  is  over.  If 
you  continue  your  massive  armaments 
programs,  we  will  not  only  match  'em — 
we  will  overwhelm  'em. 

Communism  was  stopped  in  El  Sal- 
vador and  elsewhere.  Democracy  advanced 
everywhere.  We  embarked  on  a  missile 
defense  program  dubbed  Star  Wars.  The 
result  of  these  and  other  initiatives  was  the  collapse  of  the  Soviet 
Union  and  victory  in  the  Cold  War,  something  inconceivable 
before  Reagan  took  office. 

Reagan  never  turned  his  back  on  terrorists;  he  didn't  hesi- 
tate to  bomb  Libya's  Muammar  Qaddafi  when  that  thug  com- 
mitted a  terrorist  act  against  us. 

Mistakes,  of  course,  were  made,  including  putting  Marines 
in  Lebanon  and  the  Iran-contra  affair.  But  in  the  larger  scheme 
of  things,  those  mistakes  rank  on  a  scale  with  the  failed  Dieppe 


I  was  honored  to  serve  under  Ronald  Reagan 
as  chairman  of  the  oversight  board  of  Radio 
Free  Europe/Radio  Liberty  and  later  as  a 
member  of  his  presidential  library  board. 


raid  along  the  coast  of  France  during  World  War  II. 

What  was  amazing  about  our  military  spending  was  that  we 
were  able  to  do  it  without  breaking  out  in  an  economic  sweat. 
We  did  it  while  enjoying  rapid  growth.  The  Reagan  years  saw 
the  beginnings  of  a  dramatic  era  of  inno- 
vation. Silicon  Valley  came  into  its  own.  In 
contrast,  the  Soviet  Union  went  into  an 
economic  death  spiral  trying  to  keep  up. 

Critics  carp  about  the  budget  deficits  of 
those  years,  overlooking  the  fact  that  wars — 
even  cold  ones — cost  money.  Reagan  polit- 
ically couldn't  curb  domestic  spending  the 
way  he  would  have  liked,  which  was  the  po- 
litical price  he  paid  for  his  critical  initiatives. 
Even  so,  discretionary  domestic  spending 
went  down  on  his  watch,  a  far  cry  from  the 
increases  of  his  successors.  Moreover,  the 
$1.7  trillion  increase  in  the  national  debt 
under  Reagan  was  exceeded  tenfold — $17 
trillion — by  the  rise  in  the  nation's  wealth. 
A  dollar  of  debt  for  $10  of  equity — a  pretty  good  trade.  Even 
today,  Reagan's  critics  remain  balance-sheet  challenged. 

Reagan's  achievements  are  even  more  impressive  given  that  most 
of  his  programs  faced  serious  opposition  every  step  of  the  way. 

A  noted  Washington  insider  once  quipped  that  Reagan  was 
"an  amiable  dunce."  This  critic — and  others  like  him — were  the 
real  dummkopfs.  Ronald  Reagan  was  a  genius  of  statecraft,  a 
champion  of  liberty,  an  inspirer  of  hope,  a  great  President.  He 
was  an  American  hero. 


Reminiscences 


ONE  OF  THE  WONDERFUL  HIGHLIGHTS  OF  THIS  MAGAZINE'S 
history  came  at  our  75th  Anniversary  celebration  in  1992. 

B.C.  Forbes  launched  FORBES  in  1917,  the  same  year  as  the 
Russian  Revolution.  He  would  have  been  thrilled  that  his  cre- 
ation has  outlasted  Lenin's.  So  to 
celebrate  our  75th,  we  threw  a 
party  at  Radio  City  Music  Hall 
with  two  special  guests:  Ronald 
Reagan — who  had  done  more 
than  any  other  statesman  to  bring 
down  Soviet  communism;  and 
Mikhail  Gorbachev — the  last  boss 
of  the  Soviet  Communist  Party. 

Reagan  was  at  his  best,  lacing 
his  comments  with  insights  and, 
of  course,  humor,  e.g.,  "I  can 
remember  my  excitement  as  a 
6-year-old  when  that  Pony  Express  man  brought  me  a  subscrip- 
tion offer  for  the  first  edition  of  FORBES.  I  think  he  may  have 
been  Ed  McMahon's  grandfather." 


In  1 990,  just  after  the  fall  of  the  Berlin  Wall,  I  had  the  privilege  of 


traveling  in  Europe  with  President  and  Mrs.  Reagan  on  a  plane 
that  we  had  then.  Reagan  used  his  time  to  go  over  drafts  of  his 
memoirs,  as  well  as  to  prepare  speeches.  He  worked  almost  non- 
stop. During  that  trip  I  learned  that,  amazingly,  the  former  Pres- 
ident found  it  nearly  impossible 
to  sleep  aboard  an  aircraft,  which 
never  stopped  him  from  traveling 
extensively  as  President.  When  he 
reached  his  destination  he  spoke 
eloquently  and,  as  was  evidenced 
with  Mikhail  Gorbachev,  negoti- 
ated brilliantly. 


RR,  SF  and  Mikhail  Gorbachev  at  FORBES  magazine's 
75th  Anniversary  festivities.  Reagan  did  keep  his  promise  to 
reduce  the  size  of  government.  It  was  called  the  Soviet  Union 


Ronald  Reagan  understood,  more 
than  most  in  public  life,  the  fun- 
damental importance  of  ideas 
and  of  communicating  those  ideas.  The  onetime  radio  broad- 
caster was  a  steadfast  supporter  of  Radio  Free  Europe  and  Radio 
Liberty  (as  well  as  the  Voice  of  America),  whose  bipartisan  over- 
sight board  I  chaired  from  1985  to  1993.  The  budgets  of  these 
entities  were  small  potatoes  by  Washington  standards.  But  Rea- 
gan took  a  keen  interest  in  them,  supporting  the  Radios'  mod- 
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RR,  U.S.  Information  Agency  Director  Charles  Wick, 
Israeli  Ambassador  Gad  Yaacobi,  SF:  the  U.S.  and 
Israel  signing  an  agreement  in  1987  to  build  a  radio 
transmitter  to  broadcast  RFE/RL  and  VOA. 

will  be  the 


ernization  and  expansion  and  helping 
us  fend  off  periodic  efforts  by  Con- 
gress or  the  State  Department  to  shut 
them  down. 

He  profoundly  appreciated  what 
most  diplomats  still  do  not — that 
the  key  to  undermining  tyrannical 
regimes  is  to  break  their  monopoly  on 
information.  At  a  RFE/RL  dinner  we 
hosted  here  at  Forbes  in  1991,  Reagan 
said,  "I  believe  that  more  than  armies, 
more  than  diplomacy,  more  than  the 
best  intentions  of  democratic  nations, 
the  communications  revolution — an 
event  many  of  you  in  this  room  are  involved  in 
greatest  force  for  the  advancement  of  human  freedom  the  world 
has  ever  seen." 

Despite  intense  Soviet  efforts  to  jam  RFE/RL,  our  programs 
usually  got  through.  Millions  behind  the  Iron  Curtain  listened  to 
those  broadcasts  each  day.  You  hope  you  will  never  have  to  use  mil- 
itary weapons,  but  with  radio  you  can  peacefully  fight  the  battle  of 
ideas  ever)'  day  (something  we're  not  doing  adequately  these  days). 
When  Lech  Walesa — whose  courageous  efforts  undermined  com- 
munism in  Poland  in  the  1980s — was  asked  what  role  Radio  Free 
Europe  had  played  in  those  extraordinary  events,  he  replied,  "What 
is  the  Earth  without  the  Sun?"  Without  Ronald  Reagan  the  rays  of 
that  Sun  would  have  been  dimmed  or  eliminated  altogether. 


Reagan  was  often  portrayed  as  an  easygoing,  9-to-5,  somewhat 
uninformed  chairman  of  the  board.  In  actuality,  he  was  some- 
thing of  a  closet  workaholic.  He  read  voraciously,  though  what 
he  read — ranging  from  Friedrich  Hayek  to  the  Reader's  Digest — 
was  usually  disdained  by  liberals.  He  was  also  a  tireless  letter- 
writer  and  did  most  of  it  in  the  evening. 

As  President,  Reagan  wrote  in  his  own  hand  thousands  of  let- 
ters to  dignitaries,  friends  and  relatives,  but  mostly  he  wrote  to 
just  plain  citizens,  often  explaining  in  detail  why  he  had  done 
something  or  believed  in  something,  or  offering  advice  and 
comfort.  Yours  truly,  my  siblings  and  late  father  were  happy 
recipients  of  a  few  of  those  missives. 


This  manner  of  corresponding  was  Reagan's  variation  on 
Abraham  Lincoln's  "public  opinion  baths."  The  16th  President 
spent  countless  hours  receiving  visitors — office-  and  favor-seek- 
ers, people  asking  for  mercy  or  for  help  for  relatives  in  the  armed 


services.  Although  his  advisers 
thought  he  was  wasting  his  precious 
time  with  all  these  people,  President 
Lincoln  strongly  felt  otherwise.  He 
believed  that  these  exercises  kept  him 
well-grounded. 


I  have  a  personal  appreciation  of  the 
Great  Communicator's  mental  and 
physical  energies.  In  the  late  1990s  I 
did  a  daily  radio  commentary — about 
two  minutes'  worth — for  several  hun- 
dred stations.  Every  three  weeks  I  would 
go  to  a  studio  and  record  15  of  these  spots.  Each  one  took 
time — rarely  would  I  get  it  all  correct  on  the  first  reading.  The 
preparation  and  production,  something  that  on  the  surface 
seemed  easy  was  hard  work. 

Reagan  did  these  kinds  of  commentaries  in  the  years  before 
the  1980  Presidential  race.  His  were  at  least  twice  as  long  as 
mine — four  to  five  minutes.  He  wrote  the  majority  of  them  by 


Ronald  Reagan 


hand,  some  500  words,  opining  on  coundess  issues.  A  few  years 
ago  staffers  at  the  Reagan  Presidential  Library  discovered  hun- 
dreds of  these  scripts.  So  much  for  Reagan's  not  being  immersed 
in  the  details  of  innumerable  subjects.  Many  of  these  commen- 
taries can  be  read  in  Reagan,  In  His  Own  Hand  (Free  Press). 
Needless  to  say,  Reagan  read  his  scripts  just  right  the  first  take. 


At  a  dinner  once,  President  Reagan  dispensed  a  piece  of  advice 
that,  alas,  I  have  let  go  to  "waist":  If  you're  the  after-meal 
speaker,  eat  the  dessert  first.  "They  usually  call  upon  you  to  start 
your  remarks  as  the  guests  start  their  desserts,"  the  sweet- 
toothed  former  Commander-in-Chief  observed. 

Ever  since  I  happily  received  those  words  of  wisdom,  if  a 
cake  or  piece  of  pie  is  on  the  table,  it  immediately  becomes  my 
first  course.  F 
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s  more  predictable  because  it's  more  visible 
Unisys  announces  3D  Visible  Enterprise,  : 


Imagine  any  change,  strategic  or  operational, 
and  knowing  how  it  will  affect  every  layer 
and  process  of  your  organization,  imagine 
knowing  the  impact  of  major  IT  investments 
before  you  make  them. 

That's  what/happens  when  you  become  a 
3D  Visible  Enterprise. 

You  can  see  cause-effect  relationships 
that  were  hidden.  You  see  interactions 
from  multiple  perspectives.  More  than 
ever  before,  the  future  is  predictable. 

At  Unisys,  we  Ye  creating  3D  Blueprints 
to  map  and  reveal  these  cause-effect 
relationships  -  from  business  vision, 
to  business  operations,  to  the  IT 
infrastructure  that  supports  them. 
Our  3D  Blueprints  combine  to  form  a 
comprehensive  virtual  model  -  a  highly 
predictive  tool  that  allows  you  to  see 
effects  of  change  and  make  smarter  choices. 

Everything  we  do  at  Unisys  can  move  you 
toward  becoming  a  3D  Visible  Enterprise  - 
to  help  you  see  more  consequences  and 
trust  what  you  see.  In  other  words... 


\ 


le 

Enterprise 


low  see  the  results 
of  your  decisions  before 
you  make  them , 


ible 
Enterprise 


Go  to  3DVisibleEnterphse.com 
and  see  what  we're  doing  for 
businesses  and  governments, 


UNISYS 

Imagine  it.  Done. 


Consulting     Systems  Integration     Outsourcing     Infrastructure     Server  Technology 


CURRENT  EVENTS 

By  Caspar  W.  Weinberger,  Chairman 


Ronald  Reagan 


WHAT  WAS  IT  ABOUT  PRESIDENT  REAGAN  THAT  ENABLED  HIM 
to  do  all  the  things  he  did?  To  find  the  answers  we  must  start  by 
looking  at  his  beginnings  in  the  small,  neat  and  amazingly  mod- 
est home  in  Dixon,  111.,  where  he  spent  the  formative  years  of  his 
boyhood.  Those  unassuming  beginnings  determined  the  path 
he  would  take  over  the  ensuing  decades,  one  that  would  lead 
him  to  become  one  of  the  most  influential  leaders  of  the  20th 
century — a  man  who  changed  the  v/orld  and  changed  it  vasfiy 
for  the  better — and  that  would 
culminate  in  his  state  funeral  last 
month  in  Washington,  D.  C. 

Ronald  Reagan  was  no  ordi- 
nary politician.  In  fact,  in  many 
ways  he  wasn't  a  politician  at  all. 
He  was  a  deeply  patriotic  man 
who  was  raised  in,  and  reflected 
the  virtues  and  values  of,  an  ear- 
lier America.  The  principles  he 
inherited  from  his  childhood  and 
developed  and  followed  through- 
out his  life  were  the  foundation  of 
all  that  he  did.  His  character  was 
marked  by  courage;  by  a  deep 
personal  faith;  by  an  unquenchable  optimism  that  allowed  him 
to  persevere  along  paths  often  denounced  and  derided  by  oth- 
ers; by  a  belief  that  America  and  the  world  could  become  better 
places;  and  by  the  determination  to  make  that  happen. 

There  was  native  wit,  enormous  charm  and  a  genuine  liking 
for  people,  all  of  which  was  undergirded  by  a  faith  that  sustained 
him  his  entire  life.  It  was  once  said  of  the  President  that  he  could 
and  did  charm  everyone,  but  with  people  who  really  hated  him 
it  sometimes  took  10  to  15  minutes. 

Once,  shortly  after  the  assassination  attempt,  I  was  with  him 
discussing  his  remarkable  recovery.  He  said  that  his  near  brush 
with  death  had  simply  added  to  his  long-held  conviction  that 
"the  Lord  has  put  me  on  Earth  to  help  fulfill  His  wishes  and 
plans."  This  was  said  not  with  self-consciousness,  but  with  utter 
sincerity.  He  added  that  this  second  chance  had  given  him  extra 
responsibilities  and  inducements.  Mr.  Reagan  was  not  one  of 
those  who  thought  that  there  is  something  naive  and  unsophis- 
ticated in  talking  about  God  and  religion. 

It  is  easier  to  see  how  much  Ronald  Reagan  accomplished  if 
you  try  to  imagine  what  would  have  happened  had  he  not  been 
twice  elected  President  of  the  United  States: 
•  The  Cold  War  would  not  have  been  won.  It  was  the  President 
who  correctly  divined  that  the  Soviet  system  and  ours  could  not 
coexist — that  there  were  real  differences  between  us  that  could 


President  Reagan  showing  support  for  the  Strategic  Defense  Initia- 
tive, flanked  by  Vice  President  Bush  and  the  Secretary  of  Defense 


not  be  bridged  by  talk  or  detente  or  by  policies  that  ignored 
what  the  real  Soviet  Union  was. 

Until  President  Reagan  took  charge,  the  U.S.  had  not  deter- 
mined that  we  could  and  would  win  the  Cold  War.  Many  of  the 
most  expert  of  the  experts  were  quite  satisfied  with  more  "con- 
tainment." The  President's  simple  declaration  that  the  U.S.S.R.  was 
an  Evil  Empire  that  had  to  be  destroyed  gave  focus  to  our  struggle. 
From  then  on,  victory  was  our  goal.  We  rebuilt  and  strengthened 

our  military,  never  worrying 
about  the  political  fallout  from 
spending  the  huge  amounts  nec- 
essary to  repair  what  Reagan 
called  "the  decade  of  negligence." 

When  the  President  first  used 
the  phrase  "Evil  Empire,"  he  had 
to  reinsert  it  three  times  in  the 
drafts  of  a  speech.  His  aides  kept 
taking  it  out  because  they  thought 
it  was  too  provocative.  A  former 
diplomat  later  told  him  that  by 
calling  the  Soviet  Union  an  Evil 
Empire  he  had  destroyed  20  years 
of  patient  diplomatic  effort.  The 
President  replied,  "Yes,  but  what  did  your  20  years  of  patient  diplo- 
macy get  us?  A  stronger  Soviet  Union  and  a  weaker  America." 
•  We  would  still  be  mired  in  the  false  doctrine  that  only  ever- 
higher  taxes  and  bigger  government  can  give  us  the  revenue  and 
solutions  we  need  for  various  social  programs.  Reagan  correctly 
saw  that  cutting  taxes  would  stimulate  the  economy,  that  eco- 
nomic growth  would  provide  most  of  the  revenue  needed  and 
that  many  of  our  big,  expensive  programs  were  not  necessary. 
This  was  proven  true  here  and  in  many  other  countries  that 
adopted  privatization  and  other  parts  of  the  Reagan  revolution. 

Critics  of  the  President,  who  could  neither  understand  nor 
accept  his  success,  sneered  that  all  he  had  done  was  to  make 
"Americans  feel  good  about  themselves."  Those  critics  never 
comprehended  that  that  accomplishment  was  what  unleashed 
both  the  energy  and  the  conviction  of  the  American  people, 
which  enabled  us  all  to  be  a  part  of  his  great  legacy 

Those  of  us  who  knew  and  worked  with  Ronald  Reagan — 
and  I  had  that  honor  for  more  than  30  years — will  always  feel 
that  it  was  an  enormous  privilege  and  a  chance  to  see  and  be  a 
part  of  history  in  the  making.  It  also  gave  us  the  opportunity  to 
witness  true  greatness  in  action.  But  most  of  all,  we  had  the  great 
good  luck  to  know  the  daily  fun  of  working  with  Ronald  Reagan 
as  he  went  modestly  and  unhesitatingly  about  his  task  of  making 
America  and  indeed  the  world  vastly  better  places  for  us  all.  F 
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rsNew? 


EVERYTHING. 


Just  as  we've  done  for  many  of  the  world's 
leading  companies,  Acxiom  can  turn  your 
customer  data  into  profitable  customer 
knowledge.  Knowledge  that  improves 
retention  and  acquisition  efforts,  which, 
in  turn,  leads  to  sales  going  up. 


DIGITAL  RULES 

By  Rich  Karlgaard,  publisher 


Cheap  Tech  Saves  Dad  and  Son 


YOU'LL  HAVE  TO  STRETCH  A  BIT  WITH  ME  IN  THIS  ISSUE.  I  WANT 
to  tell  you  about  one  of  the  coolest  Cheap  Revolution  technolo- 
gies I've  come  across  in  the  last  few  months.  I've  used  it  person- 
ally and  can  attest  that  it  goes  a  long  way  toward  solving  a  huge 
problem  confronting  Americans,  mostly  men,  every  spring  and 
summer.  It's  a  problem  so  common  it  will  instantly  be  recog- 
nized by  fathers  in  all  50  states,  Puerto  Rico  and  the  Dominican 
Republic — and,  increasingly,  by  mothers,  too. 

Every  year  this  problem  causes  mass  epidemics  of  teeth 
gnashing,  dirt  kicking  and  muffled  bursts  of  profanity.  Bouts  of 
solitary  boozing  and  quiet  desperation  often  follow.  The  malaise 
starts  in  California  and  Florida  every  year 
in  the  spring.  Surely  but  inexorably,  like 
Black  Death,  it  spreads  west  and  north 
across  the  country  during  the  summer. 

Oh,  the  pain  and  sorrow.  Your  kid, 
your  sweet  child — your  little  snot — can't 
hit  a  baseball! 

You  know  the  problem.  Your  kid's  a 
darn  Sultan  of  Swat  during  practice. 
The  child  bangs  out  frozen  ropes  in  the 
40mph  batting  cage  and  knocks  back- 
yard whiffle  balls  onto  the  neighbor's 
roof  with  ease.  But  come  9  a.m.  on  Saturday  morning,  when  the 
ump  says  "Play  ball!"  this  tiny  tiger  turns  into  Derek  Jeter  in 
April,  the  Boston  Red  Sox  in  October,  Bob  Uecker  year-round. 

My  boy,  an  early-season  slugger,  a  Mr.  Clutch  with  kids  in 
scoring  position,  went  hitless  in  his  last  three  games  this  spring. 
It  was  June  gloom  around  our  house.  Then,  mercifully,  the  sea- 
son ended.  A  couple  of  days  later,  when  Peter  was  out  of  solitary 
confinement  (just  kidding,  parents!),  we  were  fooling  around 
with  a  bat  and  tennis  balls  in  the  cul-de-sac.  I  noticed  that  Peter 
had  developed  a  bad  habit  in  his  swing:  His  eyes  were  following 
the  bat's  head  instead  of  the  ball.  His  swing  was  all  choppy  and 
out  of  balance. 


Yellow  Fishing  Pole  With  Bulbous  End 

During  the  season  I  had  noticed  that  an  opposing  team  was 
engaged  in  the  oddest  ritual.  The  players  stood  in  the  on-deck  cir- 
cle and  took  warmup  swings,  not  at  imaginary  pitches  but  at  die 
bulbous  end  of  a  long  yellow  stick  held  by  their  coach.  The  stick 
was  about  4-to-5-feet  long  and  looked  like  a  fishing  pole  with  a  yel- 
low ball  on  the  end  of  it.  A  kid's  aluminum  bat  made  a  loud 
"doink"  sound  every  time  it  crashed  against  the  stick's  bulbous  end. 

Well,  on  that  Saturday  this  team  pounded  the  crap  out  of 
our  team.  They  doinked  us  back  to  the  Stone  Age.  They  I 
reached  the  five-run  limit  in  every  inning.  More  intrigu- 


ing, each  of  those  little  batters  looked  like  Ted  Williams  at  the 
plate.  They  strode  into  the  ball  and  swung  with  level  fury  Did 
the  yellow  stick  have  something  to  do  with  it? 

A  couple  of  weeks  after  the  baseball  season,  Peter  and  I  drove 
to  the  sports  shop  and  found  the  magic  yellow  stick.  It's  actually 
called  Hit-N-Stik,  and  it  comes  in  three  sizes — 41  inches,  53 
inches  and  63  inches.  (Type  "Hit-N-Stik"  on  Google  or  Yahoo 
and  you'll  find  plenty  of  sources.)  It  resembles  a  fiberglass  fish- 
ing pole,  though  somewhat  thicker,  and  is  bright  yellow.  On  one 
end  is  a  handle  that  fits  an  adult's  hand;  on  the  other  is  a  base- 
ball-size bulb.  Extend  the  Hit-N-Stik  at  arm's  length  and  it  stays 
level.  But  it  bends  like  a  whip  when  your 
kid  smashes  the  bulb  with  his  bat.  The 
Hit-N-Stik  costs  $89.95.  We  bought 
a  demo  model  for  $50,  along  with  a 
bucket  of  two  dozen  whiffle  balls. 

Peter  loves  the  Hit-N-Stik!  After  sup- 
per we  stand  in  the  cul-de-sac  and  desig- 
nate an  oil  stain  as  home  plate.  Peter  steps 
up  to  the  plate  with  his  28-inch  bat,  wear- 

 ing  his  Texas  Rangers  hat.  I  hold  out  the 

— ■ "a— ^     Hit-N-Stik  so  the  bulb  is  right  over  home 
plate,  belly-button  high.  Peter  looks  at  the 
bulb,  cocks  his  bat  and  swings  at  it  with  level  fury  and  a  sweet  Ted 
Williams  follow-through. 

Doink!  Doink!  Doink! 

The  beauty  is  that,  holding  the  stick,  you  the  dad  or  mom  are  in  a 
perfect  position  to  watch  your  kid  swing.  You  can  gendy  say,  "level 
swing"  or  "follow  through."  You  don't  have  to  say  much.  Your  kid 
will  want  to  make  the  loudest  "doink"  he  can.  He'll  figure  it  out. 

After  about  ten  swings — and  three  good  doinks — we  switch 
to  whiffle  balls.  I  get  on  my  knees  and  from  about  1 5  feet  away 
toss  whiffle  balls  briskly  over  home  plate.  Peter  raps  them  into 
the  street  like  Barry  Bonds.  As  soon  as  he  begins  pulling  his  head 
or  chopping  the  ball,  we  switch  back  to  the  Hit-N-Stik  and  cor- 
rect the  flaw.  Wait  a  second — and  this  is  key — he  corrects  the 
flaw.  I  don't  have  to  say  much.  Peter  quickly  sees  that  a  level 
swing  and  good  follow-through  make  the  loudest  doink. 

I  love  heading  out  to  the  cul-de-sac  on  summer  nights  and 
pitching  my  8-year-old  slugger  a  bucket  of  whiffle  balls.  It 
doesn't  hurt  at  all  when  some  of  his  line  shots  tattoo  me  on  the 
forehead  with  whiffle  marks  and  I  get  to  watch  his  little  face 
light  up  like  a  jack-o'-lantern.  Yep,  I  love  it  when  cheap  technol- 
ogy solves  life's  big  problems.  F 

FiOrbCS  I  Visit  Rich  Kar'§aard  s  home  Page  at  www.forbes.com/karlgaard 
^^HHBicom  |  or  e-mail  him  at  publisher@forbes.com. 
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The  265-hp  Acura  MDX  with  electronic  4-wheel  drive.  Take  on  more  than  the  occasional  pothole.  It's  a  breeze  wr 
you've  got  a  city-escaping,  adrenaline-pumping  V-6  VTEC  engine.  As  well  as  the  smooth  response  of  an  electronically  control 


ive-by-Wire  Throttle  System."  Three  rows  of  seating  that  can  accommodate  up  to  seven  city  slickers.  And  side  curtain  airbags 
at  are  prepared  for  almost  anything.  The  adventure  begins  at  acura.com  or  call  1-800-To-Acura.    (A  ACURA 


INFORMER 


Maybe  Her  Favorite  Nephew 


A 


trust  benefiting  an  aunt  of 
Amazon.com  founder  and 
I  Forbes  400  member  Jeffrey  P. 
Bezos  reaped  $45  million  in  gains 
largely  from  selling  off  Amazon 
shares  in  the  two  years  after  the  Inter- 
net bookseller's  1997  initial  public 
offering.  U.S.  Tax  Court  lawsuits  say 
financial  advisers  to  Priscilla  C.  Gise 
of  Tonka  Bay,  Minn,  pushed  for  the 
sales  to  diversify  the  portfolio.  What- 
ever the  reason,  their  timing  was  ex- 
cellent; Amazon's  stock  price,  which  peaked  at  $107  in  late  1999, 
fell  90%  over  the  next  two  years  and  only  recently  has  climbed 
above  $50.  The  two  lawsuits  challenge  the  Internal  Revenue  Ser- 
vice's demand  for  $180,000  in  additional  1998  and  1999  taxes. 
The  fed  had  alleged  that  income  was  omitted  and  improper  de- 
ductions were  taken.  — Janet  Novack  and  William  P.  Barrett 

China  Syndrone 

With  China's  economy  a  hot  media  topic,  an  e-mail  pitch  for 
consultancy  Mercer  Oliver  Wyman,  a  Marsh  &  McLennan  unit 
in  New  York,  offered  Robert  Kopech,  head  of  its  Emerging  Mar- 
kets group,  as  a  "good  resource"  on  "China's  volatile  financial 
sector."  But  his  own  bio  lists  no  specific  China  experience.  Mer- 
cer lacks  offices  in  mainland  China  or  even  Hong  Kong.  So  what 
exactly  is  Kopech's  relevant  background  in  China?  Mercer's  p.r. 
firm  first  told  FORBES  this:  His  role  at  a  Wharton  School- 
associated  institute  confab  included  "a  delegation  of  Chinese 
financial  services  executives."  Then  a  second  note  added,  "the 
firm's  reputation."  No  word  from  Kopech.  — Russell  Flannery 

With  a  Good  Eraser 

Haven't  gotten  around  to  filing  your  2003  tax  return  yet?  Nei- 
ther has  Bill  Archer,  the  former  Republican  congressman  from 
Houston  and  chairman  of  the  tax-writing  House  Ways  &  Means 
Committee.  During  his  tenure  he  famously  did  his  own  taxes. 

Gone,  But  Definitely  Not  Forgotter 


informer@forbes.com 

Even  though  Archer  is  now  a  senior  policy  adviser  for  accoun- 
tancy PricewaterhouseCoopers,  he  still  does.  Late  K-ls  from 
partnerships  and  a  revised  Form  1099  led  him  to  apply  for  an 
extension  to  Aug.  15.  Archer  says  he  once  tried  TurboTax,  but  it 
didn't  meet  his  needs.  Preferred  method:  a  pencil.  — J.N. 

And  Don't  Expect  Much  Repeat  Business 

Real  estate  brokers  in  Chicago  have  been  told  to  file  liens  against 
clients  to  ensure  payment  in  the  event  a  client  goes  bankrupt. 
The  Web  site  costar.com  reports  that  lawyers  on  a  panel  at  an 
Association  of  Industrial  Real  Estate  Brokers  meeting  said  bro- 
kers should  closely  scrutinize  why  the  seller  is  selling — watching 
for  red  flags  like  judgments  or  tax  debts — and,  if  warranted,  file 
their  own  lien  before  the  transaction  closes.  But,  they  add,  make 
sure  the  client  is  told  after  this  is  done.  — J.N.  and  W.P.B. 

Tax  Policy  Should  Be  This  Sweet 

By  a  written  Iowa  Department  of  Revenue  &  Finance  opinion, 
Chocolate  Drizzle  Rice  Krispies  Treats  are  exempt  from  the  sales 
tax:  "The  fact  that  it  is  drizzled  with  chocolate  is  not  sufficient  to 
constitute  a  taxable  candy-coated  item."  Also  exempt:  Double 
Chocolatey  Chunk  Rice  Krispies  Treats  and  Rice  Krispies  Treats 
Rainbow,  both  laced  with  chocolate.  But  the  agency  balked  at 
Fruit  Roll-Ups  Strawberry  Sensation  and  Scooby  Doo  Fruit 
Snacks:  "These  items  all  contain  sugar  as  their  largest  ingredient 
and  are  all  classified  as  taxable  candy."  — J.N.  and  W.P.B. 


Unlike  the  Statues 

Remember  how  buxom  statues  were  covered  up  at  the  U.S.  Depart- 
ment of  Justice  headquarters  in  Washington?  Well,  Justice  is  still 
fixated  on  the  female  anatomy.  A  recent  press  release  said  the 
agency  will  not  raise  antitrust  objections  against  a  proposed  survey 
of  fees  charged  by  "competing  internationally  board-certified  lacta- 
tion consultants."  They  provide  breast-feeding  assistance  to  babies 
and  mothers.  The  survey  will  promote  "healthy  competition"  with 
"little  risk  of  anticompetitive  effects,"  an  antitrust  enforcer  wrote, 
adding  that  the  data  will  be  available  to  all.       —  J.N.  and  W.P.B. 


Ronald  Reagan's  death  on  June  5  inspired  quick 

PRESS  RELEASE  ISSUER/LOCATION  DATE 

Abebooks.com/Chicago  June  6 

Advantage  SCI/El  Segundo,  Calif.  June  9 

AmericanFlags.com/Huntington  Station,  N.Y.  June  7 

Robert  R.  Butterworth/Los  Angeles  June  5 

Jelly  Belly  Candy/Fairfield,  Calif.  June  6 

Leeza  Gibbons  Memory  Foundation/Miami  June  5 

Penguin  Group/New  York  June  8 

Silver  Lake  Publishing/Los  Angeles  June  8 
Sources:  PRNewswire;  Business  Wire;  Web  sites. 


work  by  America's  publicists.        —  Seth  Lubove  and  W.P.B 

FOCUS 

Signed  copies  of  Reagan  autobiography  on  sale  for  $4,000 
CEO  reminisces  about  stint  at  Reagan  White  House 
U.S.  flags  to  honor  Reagan's  life  on  sale  for  $5.90 
Psychologist  will  comment  about  death  of  a  political  icon 
Firm  cited  his  "love  of  Jelly  Belly  beans"  during  presidency 
Speaker  available  on  Alzheimer's  disease  issues 
Memoir  by  ex-Reagan  aide  Jim  Kuhn  to  be  published 
The  Survivor's  Guide,  a  funeral  planning  book,  offers  ideas 
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Dear  Ketel  One  DrinKer 

If  you  meet  our  mw  drinKen  llliKe, 

at  the  ban  Please  say  hello. 


ON  MY  MIND 

By  Cass  R.  Sunstein,  professor  at  the  university  of  Chicago  Law  school;  author  of  The  Second  bill  of  rights: 

FDR's  Unfinished  Revolution  &  Why  We  Need  It  more  Than  Ever  (Basic  Books) 

Safe  and  Sorry 

Monsanto's  decision  not  to  market  bioengineered  wheat  was  another 
victory  for  the  wrongheaded  idea  that  risk  is  bad. 


IN  RECENT  MONTHS  OPPONENTS  OF  GENETICALLY  MODIFIED 
food  have  insisted  on  the  application  of  a  popular,  yet  misguided, 
standard  for  regulating  risk  known  as  the  Precautionary  Princi- 
ple. The  principle  demands  that  all  steps  must  be  taken  to  avoid 
risks  of  harm  even  if  cause-and-effect  relationships  are  not  estab- 
lished scientifically.  And  it  says  an  activity's  proponents  bear  the 
burden  of  proving  the  activity  is 
safe.  The  principle's  influence  is 
growing.  In  March  voters  in  Men- 
docino County,  Calif,  showed  their 
enthusiasm  for  it  by  passing  a  bal- 
lot initiative  to  ban  the  planting  of 
genetically  modified  crops.  Bowing 
to  pressure  from  those  who  invoke 
the  principle,  Monsanto  an- 
nounced in  May  that  it  will  not 
market  the  world's  first  bioengi- 
neered wheat. 

The  sweep  of  the  principle  is 
potentially  limitless.  It  could  be 
applied  to  medicines  and  air  pol- 
lution, global  warming  and  cell 
phones,  human  cloning,  arsenic 
in  drinking  water  or  exposure  to 
sunlight  and  radon.  First  used  as 
a  legal  principle  in  Sweden  in  the 
late  1960s,  it  spread  across 
Europe  in  the  following  decades 
to  the  point  where  it  now 
promises  (or  threatens)  to 
become  a  general  principle  of  international  law. 

The  Precautionary  Principle  has  a  lot  of  intuitive  appeal.  Sen- 
sible regulators  should  not  require  unambiguous  proof  of  harm. 
Inconclusive  evidence  can  be  enough.  But  the  problem  is  that 
while  promising  safety,  it  can  be  both  dangerous  and  incoher- 
ent. Risks  are  on  all  sides  of  social  situations,  and  regulation  itself 
creates  risks.  Because  risks  are  everywhere,  the  Precautionary 
Principle  forbids  action,  inaction  and  everything  in  between.  It  is 
therefore  paralyzing;  it  bans  die  very  steps  that  it  mandates. 

Consider  the  question  of  whether  regulators  should  take  a 
highly  precautionary  approach  before  allowing  new  medicines  to 
be  introduced.  If  a  government  takes  such  an  approach,  it  will 
protect  people  against  harm  from  inadequately  tested  drugs — 
which  is  good.  But  a  precautionary  approach  will  also  prevent 
people  from  receiving  benefits  from  those  very  drugs — which  is 
bad.  If  we're  really  interested  in  human  health,  is  it  "precaution- 
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ary"  to  require  extensive  premarketing  testing,  or  instead  to  do 
the  opposite?  The  Precautionary  Principle  doesn't  say. 

Sometimes  regulation  would  violate  the  Precautionary  Princi- 
ple because  it  would  give  rise  to  substitute  risks  in  the  form  of  haz- 
ards that  materialize,  or  are  increased,  as  a  result  of  regulation.  A 
reluctance  to  use  DDT,  often  justified  by  reference  to  the  Precau- 
tionary Principle,  is  now  having  re- 
ally bad  effects  in  the  Third  World. 
DDT  may  well  be  the  cheapest  and 
most  effective  way  of  combating 
the  mosquitoes  that  cause  malaria. 
So  shouldn't  the  Precautionary 
Principle  call  for  use  of,  rather  than 
restrictions  on,  DDT? 

The  genetic  modification  of 
food  poses  risks  and  thus  might 
be  regulated  in  the  name  of  the 
Precautionary  Principle.  But  an 
argument  can  be  made  that  the 
principle  forbids  restricting  these 
foods.  Modified  crops  could  pro- 
vide food  that  is  both  cheap  and 
healthy,  food  desperately  needed 
in  some  poor  countries. 

In  England  the  Precautionary 
Principle  has  been  invoked  on 
behalf  of  limitations  on  cell 
phones;  some  studies  suggest  the 
use  of  cell  phones  might  be  asso- 
ciated with  an  increase  in  brain 
cancer.  But  cell  phones  are  often  used  to  call  for  police  and  med- 
ical assistance  in  the  event  of  emergencies.  Would  it  truly  be  pre- 
cautionary to  restrict  their  use? 

We  can  go  much  further.  A  great  deal  of  evidence  suggests 
that  expensive  regulations  can  have  harmful  effects  on  life  and 
health  simply  because  they  reduce  income  and  employment.  If 
regulatory  policies  increase  the  cost  of  producing  goods,  they 
will  lower  living  standards.  Poverty  really  isn't  good  for  your 
health.  It  follows  that  a  multibillion-dollar  expenditure  for  "pre- 
caution" has — in  the  worst  case — serious  and  harmful  effects  on 
human  well-being.  Such  expenditures  are  therefore  inconsistent 
with  the  Precautionary  Principle! 

Of  course  sensible  societies  take  precautions,  but  they  do  so  after 
balancing  all  of  the  relevant  risks,  not  simply  a  few.  Ordinary  peo- 
ple are  unlikely  to  do  well  if  they  always  think,  "Better  safe  than 
sorry."  What  is  true  for  ordinary  people  is  true  for  societies,  too.  F 


"The  Precautionary  Principle  demands  that  all 
steps  must  be  taken  to  avoid  risks  even  if 
cause-and-effect  relationships  are  not  established." 
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www.  hewitt.  com  /results 


1.  Sees  stock  devaluation  immediately. 

2.  Updates  clients'  apps  automatically. 

3.  Accesses  updated  trading  app  instantly. 

4.  Reviews  pundit  predictions  easily. 

5.  Buys  stock  in  a  snap. 


MIDDLEWARE  IS  IBM  SOFTWARE.  A  powerful,  collaborative 
environment  like  IBM  Workplace  that  provides  access  to 
people,  processes  and  information  on  one  open,  dynamic 
platform.  It's  how  you  access  everything  from  content  to 
applications  to  global  partners  for  faster,  more  informed 
decision  making.  It's  how  productivity  increases.  And  it's  big 
news  for  your  business.That's  ON  DEMAND  BUSINESS. 


See  middleware  at  work.  See  how  it  helps  businesses  succeed.  See  it  at  ibm.com/middleware/workplace 
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Cleaning  Up  Symbol's  Act 
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,ymbol  Technologies,  the 
world's  leading  maker  of  bar 
'code  scanners,  is  in  the  news 
a  lot  these  days,  much  to  its  cha- 
grin. Its  former  chief  executive, 
Tomo  Razmilovic,  has  been 
declared  a  fugitive,  having  report- 
edly fled  England,  where  he  had 
been  living  since  leaving  the  com- 
pany two  years  ago.  In  early  June 
federal  prosecutors  charged  him 
and  seven  other  former  executives 
with  various  forms  of  book-cook- 
ing at  Symbol.  With  the  exception 
of  Razmilovic,  they  have  pled  not 
guilt)'.  All  of  this  is  distracting  from 
Symbol's  good  news.  In  May  the 
company  posted  $6.8  million  in 
earnings  for  the  first  quarter,  com- 
pared with  a  $31  million  loss  the  year  before.  Chief  William  Nuti  is  cleaning  house, 
paying  SI 39  million  in  fines  and  restitution  and  cooperating  with  prosecutors.  The 
stock  has  risen  to  $1 5,  from  S13  when  our  story  ran.  — Lea  Goldman 

JULY  21,  2003 
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Not  on  his  watch: 
Symbol  Chief  William  Nuti. 


MBIAandthe  Bears 


Our  story  last  year  gave  some  ink  to  the  bears  trying  to  beat  up  the  stock  of  MBIA, 
which  insures  municipal  and  corporate  debt  against  default.  Based  on  analysis  from 
two  Wall  Street  traders,  William  Ackman  of  hedge  fund  Gotham  Partners,  which  had  a 
bet  against  the  company  in  the  credit  derivatives  market,  had  issued  a  report 
speculating  that  MBIA  might  have  at  least  S5.3  billion  in  unbooked  "mark-to- 
market"  losses  on  its  guarantees.  MBIA  called  the  allegation  preposterous. 

So  far  there  is  scant  evidence  that  this  claim  had  any  merit.  But  Ackman 
still  expects  that  MBIA  will  post  sizable  losses  in  the  future.  In  this  year's  first 
quarter,  MBIA  recognized  just  $11  million  in  mark-to-market  losses.  Net 
income  was  $208  million,  down  7%  from  the  year-earlier  quarter.  Since  our 
story  ran,  the  stock  has  climbed  from  $49  to  $55.     — Elizabeth  MacDonald 

JUNE  7,  2004 


FLASHBACKS 


85  YEARS  AGO  IN  FORBES  I  JUNE  28.  1919 

Life  in  the  Fast  Lane  d0 

you  not  sometimes  feel  that  we  live  at  too 
swift  a  pace,  that  in  our  race  to  possess 
the  material  things  of  life  we  trample 
upon  some  of  the  finer  things?  Have  we 
not  degenerated  into  interpreting  life  as 
consisting  wholly  of  getting,  acquiring, 
accumulating?  It  all  sounds,  I  know,  very 
Sunday-Schoolly,  very  platitudinous;  but 
if  we  take  time  to  live  and  reflect  and  look 
to  the  end,  we  realize  that  the  things 
which  count  most  are  the  eternal  verities, 
the  platitudes  which  are  as  old  as  the 
hills,  the  simple  truths  which  even  a  lisp- 
ing child  can  comprehend. 

45  YEARS  A60  IN  FORBES  I  JUNE  I.  I9S9 


Soldiers  Needed  On  only  one 

score,  say  the  experts,  is  the  American 
soldier  under  par:  there  simply  is  not 
enough  of  him  to  go  around.  Now  num- 
bering only  15  divisions,  the  Army  today 
stands  a  bare  40%  larger  than  during  the 
Civil  War. 

The  Army  has  shrunk  since  1959  from 
861.694  active  soldiers  to  493.000  today. 

15  YEARS  AGO  IN  FORBES  I  JULY  24.  1989 


Fiat  Fortune  With  their  wealth 

estimated  at 
around  $3.7  bil- 
lion, the  Agnel- 
lis are  now 
strengthening 
their  diversified 
activities.  It  is  a 
logical  decision: 
Their  Fiat  Auto 
has  about  15%  of  the  Common  Market's 
auto  sales  (and  60%  of  the  Italian 
market),  but  Japanese  carmakers  are 
building  plants  in  Europe  in  preparation 
for  1992.  In  the  face  of  this  new  competi- 
tion, patriarch  Giovanni  Agnelli  reigns 
over  a  company.  Fiat  SpA.  that  makes 
everything  from  pacemakers  to  airplane 
engines. 

Umberto  Agnelli,  who  had  stepped  into 
the  leader's  post  at  Fiat  after  brother 
Giovanni  died  in  January  2003.  himself 
died  in  May  at  age  69. 


i 


Getty  Gets  His 


Our  recent  story  recounted  the  difficulties  faced  by  Western  investors  who  try  to  resolve 
legal  disputes  in  emerging  markets.  Example:  Mark  Getty,  the  grandson  of  J.  Paul,  was 
in  a  battle  over  his  Russian  oil  and  gas  investment  now  worth  $  1 75  million.  Getty  had 
filed  legal  complaints  in  London  and  New  York  after  Gazprom  and  a  subsidiary 
allegedly  interfered  with  his  plan  to  sell  his  stake  in  the  joint  venture.  Getty's  concern: 
Even  if  he  won  the  legal  battle,  he  might  never  see  his  money.  But  in  June  Gazprom 
and  an  unnamed  party  agreed  to  buy  back  Getty's  investment  for  an  undisclosed  figure. 
It's  less  cash  than  Getty  wanted,  but  at  least  he  collected  immediately,  a  rarity  in  emerg- 
ing markets  where  it  can  be  nearly  impossible  to  enforce  legal  judgments. 

— Michael  Freedman 
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Yo  u  never 

actually  own  a  Patek  Philippe 
Yo  u  merely 

take  care  of  it   for  the  next  generation 


T h e  Wo r Id  Time 
with  I  h  e  unique  Patek  Philippe 
2  4  o  1 1  U  automatic  movement. 


For  information:  Patek  Philippe,  Dept.  804,  One  Rockefeller  Plaza,  New  York,  New  York  10020.  Tel:  (212)  218  1240.  www.patek.com 
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Hedge  Hell 


Two  slick  funds  promised  dozens  of  executives  a  way  to  get  off  the  market  roller  coaster. 

Instead  they  lost  hundreds  of  millions  of  dollars  by  Bernard  condon 


ALEX.  BROWN  LIKES  TO  STEEP  ITSELF  IN  ITS  TWO 
centuries  of  history,  proud  to  have  financed  the  nation's 
first  water  utilities  and  railroads.  But  two  new  lawsuits 
paint  a  disturbingly  different  picture  of  America's  old- 
est investment  bank,  alleging  fraud,  mismanagement, 
inept  options  trading  and  conflicts  of  interest.  Even  more  surpris- 
ing is  the  source  of  the  suits:  several  dozen  executives  at  Yahoo, 
Ask  Jeeves  and  other  big-name  firms. 

"Even  the  biggest  fish  in  the  pond  can  get  screwed,"  says  plain- 
tiff Philip  McKee,  the  former  chief  executive  of  TurboChef  Tech- 
nologies. "If  they  can  do  it  to  us,  they  can  do  it  to  anyone."  Among 
the  alleged  screwees:  Yahoo  cofounder  Jerry  Yang  (who  put  in 
$3  million);  Bruce  Toll,  cofounder  of  homebuilder  Toll  Brothers 
($1  million);  former  Ask  Jeeves  boss  Roger  Strauch  ($1  million); 
and  former  Omnipoint  chairman  Douglas  Smith  ($3.7  million). 

In  1997  and  1998  some  170  highly  sophisticated  investors, 
many  of  them  techies  flush  with  soaring  stock  options,  put  $286 
million  in  stock  into  two  so-called  exchange  funds.  The  funds  are 
designed  to  let  execs  diversify  beyond  their  own  company  stock — 
and  dump  insider  shares  without  full  disclosure  or  having  to  pay 
taxes  on  any  gains.  But  the  clients  lost  hundreds  of  millions  of  dol- 
lars, the  suits  claim,  when  the  two  funds  bet  wrong  as  tech  stocks 
rocketed  up  in  1 999,  then  bet  wrong  again  when  the  market  fell. 

In  the  chaos  the  funds  borrowed  massive  sums  to  keep  afloat 
and  abandoned  the  strategies  that  had  backfired  so  badly — yet 


they  are  down  50%  even  after  the  tech  recovery.  The  suits  target 
Alex.  Brown;  its  parent,  Deutsche  Bank;  the  funds'  board;  and  the 
funds'  managers:  D.  Robert  Crants  and  Michael  Devlin,  28  and 
37  respectively,  at  the  time  of  the  funds'  launch,  both  of  them 
alumni  of  Goldman  Sachs.  Among  their  alleged  misdeeds:  that 
the  two  men  put  $7.5  million  into  a  moneylosing  real  estate  firm 
they  controlled  and  that  they  invested  $5  million  in  a  venture  cap- 
ital fund  run  by  a  fund  board  member. 

Crants  and  Devlin  have  been  hit  with  still  other  allegations. 
They  ran  a  side  business  buying  prisons  that  was  named  in  now- 
settled  securities  class  actions.  They  also  managed  two  private 
equity  funds  that  received  $15  million  from  Nashville's  pension 
fund;  an  auditor's  report  said  the  deal  involved  conflicts  of  inter- 
est and  almost  no  due  diligence.  Crants  and  Devlin  were  not 
named  in  any  suit,  but  the  city  sued  UBS  PaineWebber,  whose  bro- 
kers had  advised  it  on  funds.  In  2002  it  paid  $10  million  to  settle. 

In  the  Alex.  Brown  suits,  lawyers  for  the  two  managers  and 
Deutsche  Bank  say  the  charges  are  without  merit  and  will  be  fought 
"vigorously."  The  lawyer  for  the  board  had  no  comment.  In  court 
the  defendants  likely  will  argue  that  the  investors  were  given  ample 
warning  of  the  risks;  offering  documents  caution  that  the  hedging 
strategy  was  "speculative"  and  carried  "significant  risk  of  loss."  A 
similar  suit  in  a  Baltimore  circuit  court  was  dismissed  pending  a 
more  detailed  filing  by  the  plaintiffs. 

The  two  funds  started  in  the  halcyon  days  of  the  late  1990s, 

ewed.  If  they  can  do  it  to  usT  the 


they  issued  opaque,  generally  sanguine  updates  to  their  investors, 
the  suits  allege.  Alex.  Brown  is  accused  of  failing  to  step  in  because 
it  savored  the  rich  fees:  $25  million  shared  with  the  two  managers 
for  one  of  the  funds,  plus  millions  more  for  providing  them  with 
margin  loans  and  stakes  in  mutual  funds  and  private  equity  funds. 

The  two  suits,  filed  in  May  in  Superior  Court  in  Delaware,  list 
a  total  of  70  plaintiffs;  from  their  peak  to  their  trough  in  early 
2003,  the  two  funds  declined  $500  million.  By  some  reckoning, 


when  tech  stocks  soared.  Techies  in  particular  were  looking  for 
ways  to  hedge  their  rising  stocks.  The  Alex.  Brown  exchange  funds 
invited  them  to  transfer  their  own  stock  into  the  fund  in  exchange 
for  shares  in  the  fund  itself.  Then,  to  diversify  and  earn  better 
returns,  the  funds  would  use  the  stock  as  collateral  to  borrow  cash 
and  invest  it  in  mutual  funds  and  private  equity.  They  usually 
hedged  using  risky  options;  much  of  the  hedging  was  based  on  the 
fluctuating  value  of  company  shares  in  the  fund.  But  the  funds 
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promised  to  avoid  selling  any  of  the  contributed  shares 
to  raise  money,  so  as  not  to  trigger  capital  gains  taxes  that 
the  investors  would  have  to  pay.  That  would  hurt  later  on. 

Disclosure  was  sketchy  from  the  start;  the  funds 
listed  contributed  stocks  but  allegedly  didn't  reveal 
details,  such  as  the  amount  held  of  every  stock.  Both 
funds,  tech  heavy  because  of  their  clientele,  got  killed 
selling  call  options  that  gave  holders  the  right  to 
buy  tech  stocks  in  the  funds.  When  tech  soared, 
holders  cashed  in  their  call  options — but  the 
funds  couldn't  hand  over  underlying  stock, 
because  that  would  trigger  taxes  for  the  funds' 
investors.  So  they  borrowed  cash 
to  pay  the  call  holders;  in  July 
1998  one  fund  had  $161  million 
in  debt,  or  46%  of  assets,  up  by 
two-thirds  in  three  months. 

In   1999  the  same  fund 
allegedly  lost  $88  million  in 
options  trading.  Worse,  when  the 
funds  halted  all  options  trading  that 
same  year,  they  lost  the  protection 
they  had  acquired  in  case  of  a  mar- 
ket plunge.  When  the  market  did 
plummet,  soon  afterwards,  the  banks 
stopped  lending  to  the  funds,  which 
were  then  forced  to  turn  to  Alex. 
Brown  and  elsewhere  for  higher- 
cost  margin  loans.  Loan  defaults 
were  not  promptly  reported  to 
investors.  Also,  one  fund  had  to  sell 
$95  million  in  contributed  stock, 
nearly  all  of  it  inflated  Yahoo  stock 
from  Jerry  Yang.  But  the  funds, 
having  gone  for  over  a  year  without 
issuing  any  results  to  their  clients, 
allegedly  spoke  nary  a  word  about  the 
cash  crunch.  The  suit  says  Deutsche  Bank 

i  do  it  to  anyone." 

eventually  fired  four  of  the  funds'  five  board 
members.  Undeterred,  Crants  and  Devlin 
have  started  a  new  fund  for  their  private 
equity  group  Pharos  Capital.  On  their  Web 
site  they  quote  one  client  who  calls  them  the 
"definition  of  smart  money."  F 

What  goes  up:  Jerry  Yang,  Bruce  Toll  and 
Roger  Strauch  are  screaming  fraud. 


Irani 


Get  Out  the  Handkerchiefs 

Microsoft  employees  are  outraged  over  a  stingier  stock 
plan  and  other  reduced  perks.  Get  used  to  it. 

BY  VICTORIA  MURPHY 


MICROSOFT  SHOULD  HAVE 
learned  long  ago  that  you  don't 
trifle  with  employee  perks.  Some 
workers  still  whine  about  the  elimination 
of  free  bottled  water  a  few  years  ago  (how 
draconian!).  Never  mind  the  30  different 
flavors  of  free  drinks  in  kitchens  scattered 
across  the  company's  headquarters  in 
Redmond,  Wash. 

Unrepentant,  Microsoft  now  is  cut- 
ting deeper,  and  the  howls  of  entitle- 
ment are  deafening.  It  nixed  once-sacred 
stock  option  grants  for  rank-and-file 
workers  last  year,  then  altered  its  stock- 
purchase  program  to  reduce  the 
employee  discount  from  15%  to  10%. 
Workers  also  now  make  copayments  on 
some  brand-name  drugs. 

"I  cannot  say  how  betrayed  I  feel  by 


this!"  wrote  one  outraged  worker  in  an 
employee  survey  that  was  leaked.  "Pay 
peanuts,  get  monkeys.  I'm  off  to  sit  up  a 
tree  and  eat  some  bananas,"  wrote 
another.  Other  broadsides  among  almost 
500  complaints:  "I  am  cutting  15%  of  my 
work  hours  to  benefit  my  shareholders — 
that's  my  family."  "Another  step  in  the 
IBMization  of  this  company."  "I  say  cut 
the  crappy  T  shirts  and  other  cheaply 
made  swag." 

The  survey  was  leaked  to  WashTech,  a 
Seattle  labor  group  that  wants  to  unionize 
Microsofties.  The  kvetching  elicited  little 
sympathy  elsewhere,  given  that  many 
employers  are  making  similar  cutbacks. 
"A  lot  of  folks  said  the  people  at 
Microsoft  should  be  glad  they  have  jobs," 
says  David  Beckman,  a  writer  for 
WashTech. 

Microsoft  is  unapologetic,  and  it  cites 
a  passel  of  perks  that  remain,  including 
company-paid  gym  memberships,  pater- 
nity leave  and  reimbursement  for  adop- 
tion fees.  "We  give  our  employees  a  great 
deal  to  come  here.  If  they  want 
an  equity  play,  a  home  run,  this 
isn't  the  place,"  says  Kenneth 
DiPietro,  vice  president  of 
human  resources. 

No  question  there. 
Microsoft  is  no  longer 
the  growth  play  it 
once  was.  A  $100 
investment  in  it  five 
years  ago  would  be 
worth    $69  today; 
$100  invested  in  the 
S&P  500  would  be  worth 
$88    (excluding  divi- 
dends). "My  other  invest- 
ments yield  far  more  than 
Microsoft  stock,  even  if  the 
nrk    x   Microsoft    is  discounted," 
griped  another  employee. 
So  much  for  those  Micro- 
soft millionaires.  F 


56     FORBES*  July  5,  2004 


SEATTLE 
OR  BUST 


PAUL  ALLEN 


Microsoft 
cofounder 
Paul  Allen 
threw  mil- 
lions at 
building  a 
"Wired 
World" 
global  net- 
work of  tech  and  media  compa- 
nies, with  little  to  show  for  it. 
His  latest  gambit  is  closer  to 
home  but  equally  bold:  turning 
a  run-down  Seattle  neighbor- 
hood called  South  Lake  Union 
into  a  center  for  biotech  and  life- 
science  research.  He  has  shelled 
out  $200  million  for  a  patch- 
work of  55  acres.  When  com- 
plete, boast  his  p.r.  people,  it  will 
be  a  biotech  center  "unlike  any 
other  in  the  world." 

That's  the  problem — it  seems 
that  everyone  else  wants  to  build 
unique  biotech  centers,  too.  At  a 
conference  in  San  Francisco  in 
early  June,  30  states,  from  Hawaii 
to  Florida,  and  20  countries, 
from  Norway  to  New  Zealand, 
pitched  the  advantages  of  mov- 
ing biotech  firms  to  their  locales. 
Some  offer  big  tax  incentives; 
others  boast  of  low  labor  costs. 

Allen  has  made  some 
progress.  So  far  his  Vulcan  hold- 
ing company  has  lured  seven  big 
tenants,  four  of  which  are 
biotech  or  health  care  related, 
including  a  unit  of  Merck. 
But  even  with  commitments 
from  three  more  projects,  only 
1.8  million  square  feet  of  the 
potential  10  million  square  feet 
will  be  occupied  by  late  2005. 
Since  he's  worth  an  estimated 
$21  billion,  Allen  can  afford  to 
be  patient.  — Kerry  A.  Dolan 
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Double  Bubble 

Pension  funds  madly  rushing  into  venture 
capital  think  they  are  going  to  get  the  next 
Google.  They  may  get  toil  and  trouble. 

BY  ERIKA  BROWN 


BRACE  YOURSELF.  IT'S  ONLY  A  M  Al- 
ter of  time  before  someone 
pitches  a  concept  for  an  online 
pet  store.  Just  20  months  after  the 
bottoming  of  Nasdaq,  and  with 
only  a  modest  uptick  in  initial  public  offer- 
ings, bubble-era  enthusiasm  is  back  in  the 
venture  capital  business.  Pension  funds  in 
the  U.S.  and  investors  as  far-flung  as  Dubai, 
Finland  and  Singapore  are  all  but  knocking 
one  another  down  to  get  into  the  best  Sili- 
con Valley  funds.  Failing  that,  they  may  end 
up  giving  their  money  to  anyone  who'll  take 
it.  And  the  valuations  of  the  upstarts  that 
get  the  money  are  starting  to  suggest  mania. 

New  Enterprise  Associates  raised 
$1.1  billion  in  February  for  a  venture  pool. 
"We  could  have  raised  $3  billion  if  we 
wanted,"  says  NEA  managing  general  part- 
ner Peter  Barris.  Dixon  Doll,  cofounder  of 
DCM-Doll  Capital  Management,  says  the 
$375  million  fund  he  closed  in  June  was 
way  oversubscribed.  ComVentures'  last  two 
funds,  though  mosdy  invested,  have  failed 
to  deliver  any  substantial  payouts  to  lim- 
ited partners.  Yet  cofounder  Clifford 
Fliggerson  says  his  recent  $300  million  fund 
was  overbooked,  too.  Snipes  Nancy 
Schoendorf,  a  managing  partner  at  Mohr, 
Davidow  Ventures:  "Mickey  Mouse  and 
Donald  Duck  could  raise  a  fund  today." 

Playing  the  role  of  Goofy  are  die  limited 
partners  diat  put  up  the  cash.  If  you  believe 
the  intended  asset  allocations  of  pension 


funds  and  other  investors,  they  would  like 
to  put  $  1  trillion  to  work  over  the  next  five 
years  in  venture  capital,  on  top  of  the 
$50  billion  still  unspent  from  the  first  bub- 
ble. This  looks  like  a  recipe  for  bad  returns, 
given  the  inverse  relation  between  the  sup- 
ply of  investment  capital  and  the  resulting 
gains.  The  FORBES  surveys  of  initial  public 
offerings,  for  example,  show  that  the  worst 
returns  come  on  offerings  made  during  the 

Extreme  Investing  


In  venture  capital,  extremely  high  capital 
inflows  equal  extremely  high  losses. 


$12Hbil 


Committed  capital 


'85  '90 
busiest  years  for  going  public;  in  the  chart 
the  same  pattern  is  evident.  Says  Alfred 
Giuffrida,  a  managing  director  of  Horsley 
Bridge  Partners,  a  respected  fund  that  in- 
vests in  venture  funds:  "We'll  look  back  on 
this  period  like  we  do  at  the  bubble:  'We 
had  all  the  data.  Why  didn't  we  follow  it?' " 
Donald  Massaro  landed  $2.3  million 
from  Outlook  Ventures  in  less  than  48 
hours  for  his  pre-revenue,  pre-product, 


three-month-old  security  hardware 
firm,  Reconnex.  Two  weeks  later  he 
got  another  $3.3  million  from 
Norwest  Venture  Partners.  This, 
despite  the  existence  of  700  security 
firms  on  the  market. 

Ken  Xie,  chief  executive  of 
Fortinet,  a  hardware-based  antivirus 
firewall  company,  raised  $80  million 
I  over  the  past  ten  months,  with  a 
)  March  infusion  valuing  the  com- 
pany at  $350  million.  Fortinet  is  not 
yet  profitable  and  did  maybe  $20 
million  in  revenue  last  year.  "Some 
VCs  offered  a  price  close  to  double 
what  we  put  on  the  table,"  says  Xie. 

The  new  mania  is  inspired  by 
the  excitement  over  Google  and  the 
average  annual  8%  return  that 
existing  venture  funds  claimed  for 
the  last  three  months  of  2003,  the 
first  positive  return  in  three  years.  Public 
pension  funds  are  joining  the  gold  rush. 
Recent  regulatory  changes  now  allow  states 
such  as  Ohio  and  Indiana  to  invest  in  ven- 
ture. Florida  is  increasing  its  venture  and 
private  equity  allocation  from  4%  to  5%. 
Alplnvest  Partners,  the  private  equity 
investment  vehicle  for  the  two  largest  Dutch 
pension  funds,  is  now  putting  $  1 .5  billion 
into  private  equity  funds  annually,  with 
$250  million  slated  for  U.S.  venture 
funds.  "Disappointing  returns  will 
not  cause  us  to  retreat,"  says  Henry 
Robin,  an  Alplnvest  partner. 

Disappointment  is  what  he'll 
likely  get.  There  are  900  venture 
firms  out  there,  run  by  9,200  VCs, 
and  their  talent  pool  is  shallow. 
Some  40%  of  the  industry's  experts 
joined  in  1999  or  later.  The  top 
quartile  of  funds  has  historically  de- 
livered 70%  of  the  industry's 
returns.  If  you  can't  get  into  the  top 
quartile,  you'll  be  lucky  to  even 
match  public  market  returns. 

Public  pension  funds  say  they  have  been 
shut  out  of  blue-chip  firms  such  as  Kleiner 
Perkins  Caufield  &  Byers  and  Sequoia  Cap- 
ital, Google's  backers.  Including  public 
funds  puts  a  VC  firm  at  risk  of  having  to 
reveal  its  performance  data.  Own  up  to  how 
well  past  investors  have  done  on  each  ven- 
ture pool?  The  prospect,  for  some  reason,  is 
scary  to  the  venture  capital  industry.  F 
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smith  Barney  Financial  Consultants  have  an  average  of  15  years  in  the  financial  industry.  When  it  comes  to 
jnanaging  money,  there  is  no  substitute  for  experience.  At  Smith  Barney,  we  take  that  fact  to  heart.  Just  as  our  clients  rely 
In  their  experience  to  succeed,  we  too  know  it  takes  experience  to  successfully  navigate  the  twists  and  turns  of  the  market. 
Vith  an  average  of  15  years  in  the  financial  industry  and  an  average  age  of  more  than  47,  our  Financial  Consultants  are  able 
o  take  real  life  lessons  from  their  past  and  apply  them  to  your  future.  Visit  us  at  smithbarney.com 
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Public 

Relations  Pickle 

The  iRS  says  H.J.  Heinz  used 
a  sham  shelter  to  manufacture  a 

tax  lOSS   BY  JANET  NOVACK 

Hi  HE  PRESIDENTIAL  RACE  COULD  GET  EVEN 

I  messier  for  H.J.  Heinz.  In  March  the  com- 

I  pany  felt  compelled  to  respond  to  "mis- 
leading speculation"  and  assure  consumers  that 
it  is  "nonpartisan"  and  that  "neither  Mrs. 
Teresa  Heinz  Kerry,  Senator  John  Kerry  nor 
any  member  of  their  family  is  involved  in  the  I 
management  or  board.  ..."  The  $8.4  billion 
(fiscal  2004  sales)  Pittsburgh-based  food  mar- 
keter also  defended  the  jobs  it  has  offshore. 
Now  Heinz  is  likely  to  be  dragged  into  the  de- 
bate over  corporate  tax  shelters,  too. 

In  May,  in  a  previously  unreported  court 
case,  the  government  asserted  Heinz  used  a 
"sham"  shelter  that  "lacks  economic  substance 
and  business  purpose"  to  claim  a  $124  million  capital 
loss  from  the  repurchase  and  subsequent  partial  sale  of  its 
own  stock,  even  though  it  made  money  on  the  deal. 

How  does  a  real  gain  become  a  tax  loss?  During  1994  a  Heinz 
subsidiary  bought  3.5  million  Heinz  shares  at  a  cost  of  $131  mil- 
lion. In  1995  the  parent  redeemed  3.325  million  of  those  shares  for 
a  note  the  subsidiary  could  convert  into  3.51  million  shares.  This 
weird  arrangement  meant  the  subsidiary  theoretically  owned  more 
stock  after  the  redemption  than  before  it.  So  under  Treasury  reg- 


Rube  Tube 


All  politics  is  local,  the  saying  goes.  And  so  it  is  that 
the  major  broadcast  networks  may  get  only  a  small 
slice  of  the  $1.4  billion  expected  to  be  spent  this  year 
on  TV  ads  for  state,  congressional  and  presidential 
campaigns,  Morgan  Stanley  analyst  Michael  Russell 
argues.  In  1992  a  full  25%  of  TV  ad  money  went  to  the 
networks,  but  this  time,  he  says,  local  TV  stations  will 
thrive.  Their  airtime  is  less  expensive,  and  campaigns 
can  zero  in  oh  battleground  states  such  as  Ohio  and 


ulations  the  redemption  counted  as  a  nontaxable  intra- 
group  dividend  rather  than  a  sale.  The  subsidiary  (again 
using  Treasury  rules)  then  shifted  the  full  $131  million 
cost  basis  of  the  3.5  million  shares  onto  the  remaining 
1 75,000  shares  and  sold  them  for  $7  million,  generating 
the  $124  million  capital  loss,  which  it  carried  back  to 
claim  a  total  of  $43  million  in  tax  refunds  for  1992, 
1993  and  1994.  After  the  IRS  challenged  the  loss,  Heinz 
repaid  the  refunds.  But  it  still  maintains  the  deal  was 
proper  and  has  sued  for  the  $43  million  (plus  inter- 
est) in  the  U.S.  Court  of  Federal  Claims. 

The  case  could  have  significance  beyond  Heinz. 
The  Senate  voted  to  write  into  the  tax  code  an  "eco- 
nomic substance"  rule:  Even  if  taxpayers  follow  IRS 
regs,  they  can't  claim  a  tax  break  Congress  didn't  in- 
tend on  a  deal  made  primarily  for  tax  purposes.  The 
Bush  Treasury  calls  this  an  overreaction  and  says  eco- 
nomic substance  should  be  left  to  the  courts.  (Kerry  fa- 
vors putting  economic  substance  in  the  code.)  A  Heinz 
win  could  weaken  the  case  for  relying  on  the  courts. 

And  a  Heinz  win  is  likely,  opines  Lehman  Brothers 
tax  analyst  Robert  Willens.  "Technically,  this  one  works. 
Other  than  economic  substance,  it's  a  slam  dunk  for  the 
taxpayer,"  he  says.  The  government,  he  adds,  "is  hoping  a 
judge  will  be  so  offended  by  the  result  that  he  will  rule  in  the  IRS' 
favor.  But  I  wouldn't  bet  on  it."  Why  not?  In  May  the  usually  IRS- 
friendly  U.S.  Tax  Court  ruled  for  Dover  Corp.,  which  had  also 
used  Treasury  rules  to  manufacture  an  unintended  tax  break. 

Heinz  declined  to  comment.  But  Willens  notes  other  corpo- 
rations used  such  aggressive  maneuvers  in  the  1990s,  too.  DuPont's 
1995  $8.8  billion  buyback  of  its  stock  from  Seagram  also  treated  a 
sale  of  stock  as  a  dividend;  the  IRS  is  seeking  $1.5  billion  in  back  tax, 
plus  interest  from  current  Seagram  owner,  Vivendi  Universal.  F 


Florida.  (Dozens  of  cable  networks  will  scrap  over 
20%  of  the  ad  pie.)  TV  station  owners  are  grinning. 
Thanks  to  a  deadlock  last  month,  the  Federal  Election 
Commission  has  effectively  wiped  out  limits  on  ad 
spending  by  political  groups  outside  the  two  parties. 
For  investors,  Morgan  Stanley  likes  seven  small-cap 
station  groups  that  have  the  best  traction  in  ten 
crucial  election  states.  Here  are  the  picks. 

—Matthew  Swibel 
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Likely  campaign  ad  windfall :  % 
to  company  (in  million?)  $ 

;How  much  incremental  growth  -/. . 
would  be  added  to  2004  sales  3. 
Figures  are  projections  for  2004. 
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A  Mighty  Wind 

Sharper  Image  has  kicked  up  a  lot  of  dust  defending 


its  air  purifier  by  david  Armstrong 


YOU  CAN  MAKE  FUN  OF  ITS  RO- 
tary  nose-hair  clippers  and  au- 
tomatic eyeglass  cleaners,  but 
don't  mess  with  the  Sharper 
Image's  $350  Ionic  Breeze 
Quadra  electrostatic  air  purifier.  The  retailer 
is  suing  three  manufacturers  for  patent  in- 
fringement, two  others  for  making  slurs  and 
the  estimable  watchdogs  at  Consumers 
Union  for  publishing  a  pair  of  lousy  reviews. 

The  purifier  product  line  is  the 
Sharper  Image's  top  earner,  prob- 
ably accounting  for  somewhere 
between  a  fifth  and  half  of  the 
company's  receipts.  The  chain  is 
doing  great:  six  straight  quarters 
of  growth,  revenue  up  26%  last 
year  to  $674  million,  earnings  up 
59%  to  $25  million.  "We're  no 
longer  just  a  gift  shop,"  says 
founder  and  Chief  Executive 
Richard  Thalheimer. 

Only  one  problem:  The 
Ionic  Breeze,  a  2-foot- 
tall  slender  electro- 
static room 
air  cleaner, 
doesn't  work 
so  well,  accord- 
ing to  the  not-for-profit  Con- 
sumers Union.  It  tested  the  appli- 
ance and  15  other  purifiers  for 
the  February  2002 
edition  of 


Cot 


Re- 


msumer 

ports  and  placed  the  Breeze  dead 
last,  saying  it  "proved  unimpressive"  and  J 
"removed  very  few  air  particles." 

Instead  of  ignoring  the  review  and 
moving  on,  Sharper  Image  went  on  the 
offensive,  challenging  the  methods  of 
the  Consumers  Union  testing  engineers. 
One  important  criterion  was  how 
quickly  the  machine  cleaned  a  room. 
"It's  like  the  car  salesman  telling  you  the 
Corvette  is  best  because  it's  fast,"  says 
Thalheimer.  The  Ionic  Breeze  works 


slowly,  uses  less  power  than  its  rivals  and 
is  meant  to  be  left  on  all  the  time. 

Consumer  Reports  revisited  the  cate- 
gory in  its  October  2003  issue,  acknowl- 
edging the  Sharper  Image's  complaints  in 
a  sidebar,  and  let  the  machine  run  for  an 
additional  17  hours.  The  Breeze  crept  up 
a  notch.  It  came  in  second  to  last. 

The  Sharper  Image  sued  Consumers 
Union  immediately  in  the 
federal  district  court  in 
San  Francisco,  claiming  it 
maliciously  fudged  the 
results  and  that  it  had 
gone  so  far  as  to  change  a 
graphic  to  make  the  data 
look  worse  for  the  Breeze. 
^,  The  suit  alleges  Con- 
sumers Union 


m 
l8 


\was  motivated  by 
"disappointment 
k  and  shock"  that 
*  the  product  was 
still  selling  well. 

Thalheimer,  a  nat- 
ural-born merchan- 
diser whose  grand- 
father founded 


the  Blass  department  store  chain  in 
Arkansas,  acknowledges  the  suit  is  a  p.r. 
risk.  "Maybe  it's  a  long  shot,  but  I  think  in 
the  past  two  years  we've  seen  a  lot  of  insti- 
tutions exposed  as  less  than  totally  straight- 
forward, from  the  Catholic  Church  to  the 
New  York  Stock  Exchange,"  Thalheimer 
says.  A  hearing  is  scheduled  for  mid-June. 
Steven  Williams,  a  lawyer  for  Consumers 


Union,  says  of  his  opponent,  "It's  a  very 
strange,  very  litigious  company." 

Consumers  Union  has  been  sued  15 
times  in  its  86-year  history.  It  lost  only 
once,  over  a  misstatement  in  a  tepid  1 970 
review  of  a  pair  of  Bose  speakers.  But  that 
verdict  was  reversed  1 4  years  later  on  free- 
speech  grounds  by  the  U.S.  Supreme 
Court.  A  high-profile  case  brought  by 
Suzuki  Motors  is  still  pending. 

While  he's  at  it,  maybe  Thalheimer 
should  take  after  the  short-sellers  who  are 
all  over  his  company.  The  short  position 
of  3  million  shares  comes  to  23%  of  the 
public  float  in  the  stock.  The  bears  take 
the  retailer  to  task  for  last  year's  increase 
in  inventories,  at  47%  much  brisker  than 
the  sales  increase.  (The  company  says  the 
discrepancy  is  due  to  the  need  to  stock 
the  50  stores  added  since  2002.)  Nearly  all 
of  the  company's  $79  million  noncatalog 
marketing  budget  last  year  went  to  sup- 
port the  line  of  purifiers;  half  the  money 
was  used  for  infomercials  hosted  by  Thal- 
heimer himself. 

Electrostatic  room  air  cleaners  charge 
airborne  particles  of  dust,  dander  and 
pollen  with  negative  ions.  As  the 
air  circulates  through  the 
machine,  those  parti- 
cles latch  on  to  pos- 
itively charged  metal  plates.  Unlike  most 
other  air  purifiers,  Sharper  Image's 
moves  air  without  a  fan,  by  using  electro- 
static transduction.  Brookstone  and 
Honeywell  International  have  each 
recently  introduced  their  own  electrosta- 
tic air  purifiers,  both  cheaper  than  the 
Ionic  Breeze.  Sharper  Image  is  suing 
both,  as  well  as  another  manufacturer, 
alleging  patent  infringement. 

Sharper  Image  is  also 
suing  IQAir  of  Switzer- 
and  for  referencing 
the  Consumers 
Union  report  in  a 
pamphlet.  IQAir  has 
retaliated  by  testing  the  amount  of  ozone 
produced  by  electrostatic  cleaners.  (Ozone 
can  be  harmful  to  asthmatics. )  IQAir's  tests 
showed  that  pollution  from  some  models, 
including  the  Ionic  Breeze  Quadra,  exceeds 
safety  standards.  Sharper  Image  says  its 
machines  are  proven  safe. 
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Oil,  natural  gas, 
solar,  hydrogen, 
We  think  it's 
important  to 
diversify,  too. 


New  Energy  As  we  continue  to  invest  in 
renewable  alternative  energy  sources  for 
the  future,  like  hydrogen  and  solar,  the 
immediate  needs  for  oil  and  gas  still 
remain.  So,  over  a  10-year  period,  we're 
investing  $15  billion  in  the  Gulf  of  Mexico 
to  find  and  produce  new  energy  supplies. 


Solar  BP  is  using  solar  energy  to  help 
produce  cleaner,  affordable  energy.  In  one 
California  community,  BP  solar  energy  has 
been  estimated  to  cut  typical  electric  bills 
by  up  to  60%.  In  Santa  Monica,  BP  helped 
develop  the  first  affordable  housing  project 
to  use  solar  to  meet  all  energy  demands. 


Natural  Gas  Natural  gas  is  a  principal 
source  for  new  power  generation  in  North 
America.  Cleaner  burning  than  oil  and 
coal,  it  produces  50%  fewer  emissions. 
Today,  natural  gas  makes  up  55%  of  our 
energy  production,  making  us  the  largest 
producer  of  natural  gas  in  the  U.S. 

©  2004  BP  p.l.c. 


beyond  petroleum 
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No  looking  back: 
John  Fredriksen's 
restructuring  could  make 
him  $1  billion  richer. 


VACATIONERS  AREN'T  THE  ONLY 
ones  happy  with  the  Saudi 
move  to  boost  oil  output.  Nor- 
wegian shipping  billionaire 
John  Fredriksen  is  gushing.  His 
Oslo-based  Frontline  operates  62  crude 
oil  carriers,  the  world's  largest  fleet,  with  a 
total  capacity  of  110  million  bbl.  With 
50%  of  crude  moving  by  sea,  ship  brokers 
have  rushed  to  secure  tankers  on  the  spot 
market.  Since  May  21  the  price  of  char- 
tering a  2-million-bbl.  crude  carrier  has 
jumped  50%  to  $100,000  a  day  as  global 
oil  demand  has  hit  80  million  bbl.  a  day. 


The  Earl  of  Oil 

One  sly  guy  is  getting  very  rich  moving  crude. 

BY  CHRISTOPHER  HELMAN 


And  fattened  Fredriksen's  NYSE-listed 
Frontline,  which  netted  $214  million  on 
$450  million  in  the  first  quarter.  This  year 
it  has  paid  out  $700  million  in  dividends, 
with  another  $300  million  by  year-end.  A 
48%  owner  of  Frondine,  Fredriksen  (who 
gets  dividends  in  tax  haven  Cyprus)  will 
add  $480  million  to  his  $3  billion  fortune. 

It  gets  better.  Most  of  the  dividend 
cash  didn't  come  from  operations  but 
via  a  shrewd  restructuring  that  let 
Fredriksen  cash  out  his  Frontline  fortune 
while  maintaining  control  of  the  com- 
pany he  bought  for  $55  million  in  1996. 
Like  most  asset-heavy  companies,  Front- 
line had  been  measured  by  the  market 
on  the  book  value  of  its  tankers  rather 
than  on  the  cash  it  generates  by  renting 
those  ships,  at  ever  higher  rates,  to  oil 
producers.  To  unlock  greater  value, 
Fredriksen  launched  Ship  Finance  Inter- 
national (SFl),  which  in  December  issued 
$580  million  in  debt  and  bought  47  of 
Frontline's  biggest  tankers,  paying  out 
the  cash  to  shareholders. 

In  mid-June  Frontline  spun  off  25% 
of  SFI  to  shareholders;  it  will  divest  the 
rest  by  year-end.  The  new  Frondine  now 
simply  leases  ships  from  SFI,  then  relets 


them  to  customers  at  higher  rates. 

Frontline  shares  have  tripled  in  the 
last  year,  and  analyst  Magnus  Fyhr  of  Jef- 
fries &  Co.  figures  a  spun-off  SFI  is  worth 
up  to  $1  billion.  To  entice  buyers,  Front- 
line advanced  SFI  $250  million  against 
future  lease  payments  and  will  pay  20% 
of  profits  made  on  releasing  the  tankers. 
Says  Fyhr,  "Nobody  in  shipping  is  making 
more  money  today." 

How  long  can  this  last?  Global  sup- 
plies are  limited,  and  new  ships  take  three 
years  from  order  to  delivery.  In  2010  a 
ban  on  single-hulled  ships  takes  effect, 
yanking  some  40%  of  tankers  off  the  seas. 
Tor  Olav  Troim,  Fredriksen's  vice  chair- 
man, says  the  tanker  business  "looks 
almost  scary-good." 

So  good  it  could  change  anytime,  and 
maybe  take  SFI  with  it.  Having  bought 
Frondine's  ships,  SFI  now  has  to  make  up 
for  $100  million  in  annual  debt  service 
and  amortization  by  charging  higher 
charter  rates.  Break-even  on  a  crude  car- 
rier has  risen  from  $22,000  to  $27,000  a 
day.  No  problem  now.  But  inelastic 
demand  works  in  both  directions  on  the 
price  curve.  In  early  2002  rates  bottomed 
near  $15,000.  F 


DUMBEST  BUSINESS  IDEA  OF  THE  YEAR 

Recycling  entrepreneur  Bernie  C.  Karl  thought  he  had  a 
cool  way  to  lure  tourists  to  remote  Chena  Hot  Springs, 
60  miles  east  of  Fairbanks,  Alaska.  He  would  erect  the 
world's  first  and  only  year-round  hotel  made  of  ice. 
Three  other  ice  hotels,  in  Finland,  Sweden  and  Canada, 
offer  winter-only  ice  capades. 

Karl's  six-room  Aurora  Ice  Hotel  opened  in  December. 
Before  spring  was  over,  it  was  melting,  along  with  his 
•  $20,000  investment.  He  somehow  miscalculated  the 
effect  of  24-hour  summer  sun  and  90-degree  heat  on  the 
structure. 

"I  had  a  frozen  asset.  It's  now  a  liquid  asset,"  con- 
f esses  Karl.  He  plans  to  rebuild,  this  time  with  thicker 
insulation.  —Tatiana  Serafin 
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I  make  fast  black  and  white 
and  affordable  color. 


?M  MARRIED  TO  MY  JOB. 


+  color 


e-STUDI04511 


Affordable 
Multifunction: 

Get  the  economy 
of  black  and  white 
with  the  added 
benefit  of  color. 


User-Friendly  LCD: 
Tilting  wide-touch 
control  panel  that's 
extra  large  and 
easy  to  use. 


New  e-BRIDGE 
Technology: 

Out-of-the-box 
network  connectivity, 
plus  copy,  print, 
scan  capabilities. 


TOSHIBA 


You're  in  the  market  for  a  black  and  white  copier  and  suddenly  you  spot  the 
e-STUDI0451 1 .  You  check  off  all  the  boxes — speed,  cost  per  page  and  reliability 
just  to  name  a  few.  But  here's  the  kicker:  the  451 1  switches  to  color  on  the  fly 
(45  ppm  in  black  and  white,  1 1  in  color).  Whiz-boom-bang,  you're  hooked.  Now 
you  can  copy,  print  and  scan  in  color  while  saving  money  on  the  black  and  whites. 
And  with  new  e-BRIDGE  technology,  you're  Internet-ready,  mobile  and  wireless  right 
out  of  the  box.  Now  you've  got  the  power  to  do  it  all.  And  that  power  is  mighty  sexy. 
Visit  copiers.toshiba.com  or  call  1-800-GO-TOSHIBA  for  more  information. 


©2004  loshibii  Arm 'Mi  a  Business  Solutions  Inc  Electronic  Imaging  Division.  All  rights  reserved. 


Toyota 


Just  in  Tim 


How  Toyota  is  making  its  lean,  predictal 


A CUSTOMER  RECENTLY 
asked  Toyota  of  Orange, 
in  Orange,  Calif.,  for 
three  white  Tacoma  pick- 
ups. Fleet  sales  manager 
Robert  Householder  had 
none  on  his  lot,  a  situa- 
tion that  in  the  past  could  have  meant 
telling  the  customer  he'd  have  to  wait  a 
long  time  and  losing  the  sale.  But  this 
time  Householder  hit  a  few  keys  on  a 
computer  that  links  to  Toyota's 
factory  in  Fremont,  Calif, 
and  changed  the  tan,  silver 
and  red  Tacomas  that 
were  about  to  be  built 
for  him.  Two  weeks  later 
three     white  pickups 
arrived  at  the  dealership. 

Henry  Ford  was  fond  of 
saying  that  the  customer  could  have 
a  Model  T  in  any  color  as  long  as  it  was 
black.  The  dilemma  faced  by  Toyota  and 
all  automakers  is:  How  can  you  be  as 
efficient  as  Ford  yet  give  customers 
exactly  the  vehicle  they  want — how  can 
you,  that  is,  build  to  order  and  still  build 
cheaply?  It's  especially  tough  for 
Toyota,  the  pioneer  and  master  of  just- 
in-time  inventory  and  the  philosophy  of 
heijunka,  or  level  production.  Last- 
minute  changes  can  introduce  chaos 
into  a  system  designed  for  smoothness. 
So  Toyota  has  spent  the  last  six  years 
revamping  its  ordering,  manufacturing 
and  distribution  to  make  it  easier  for 
dealers  and  customers  to  make  changes 
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right  before  production. 

The  goal  is  to  reduce  from  70  days 
to  14  the  average  time  between  dealer 
order  and  delivery  from  Toyota's  North 
American  factories.  That  would  not  only 
make  customers  happier  but  also  cut 
dealer  inventory  costs  and  the  need  for 
Toyota  to  spend  on  rebates  for  slow-sell- 
ing vehicles.  It's  also  a  nice  marketing 
advantage,  now  that  many  other 
automakers  have  caught  up  with  Toy- 
ota's quality  edge. 

"If  we  can  make  it  a  rea- 
sonable wait  for  customers 
to  get  the  exact  car  they 
want,  we  are  going  to  gen- 
erate more  business,"  says 
Gary  Convis,  executive 
vice  president  of  Toyota's 
North  American  manufactur- 
ing operations. 

The  system  went  into  full  operation 
early  this  year,  and  Toyota  dealers  are 
already  customizing  16,000  of  the 
135,000  vehicles  they  sell  every  month. 
Toyota's  U.S.  factories  are  able  to  accept 
nearly  90%  of  the  changes  requested  (see 
chart,  p.  68). 

Dealers  used  to  be  able  to  review 
their  allocation  of  vehicles  once  a  month 
and  request  changes  that  took  a  week  to 
get  approved.  Now  Toyota  dealers  can 
log  on  to  a  computer  daily,  see  what 
vehicles  are  in  their  pipeline  and  change 
a  cloth  interior  to  leather  or  add  a 
spoiler  or  fancy  tires,  depending  on  what 
kinds  of  vehicles  are  moving  off  the  lot. 
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If  a  customer  wants  a  white  Sienna 
minivan  with  a  beige  leather  interior 
and  a  roof  rack,  the  dealer  can  go  in  the 
system  and  configure  one.  The  next  day 
he  finds  out  if  his  order  was  accepted.  A 
few  days  later  the  vehicle  is  built. 

There's  still  plenty  of  room  for  cus- 
tomer frustration.  If  leather  seats  come 
only  with  a  package  that  includes  a  six- 
disc  CD  changer,  the  customer  won't  be 
able  to  unbundle  the  options  and  pick 
only  what  he  wants.  For  now  mass- 
market  automakers  are  unwilling  to  make 
unlimited  combinations  of  choices. 

Auto  factories  in  Europe  and  Japan 
have  long  been  set  up  to  build  cars  to 
order,  because  European  and  Japanese 
customers  order  cars  instead  of  picking 
them  off  the  lot  at  auto  malls.  But  they 
are  conditioned  to  wait  a  month  or  two, 
and  suppliers  in  those  countries  are  typ- 
ically situated  near  the  assembly  plants. 

U.S.  automakers  have  been  working 
to  accommodate  special  orders,  too,  but 
they  still  build  most  cars  on  spec.  Most 


ing  four  years  developing 
its  own  software  that  con- 
nects dealers  to  factories 
and  factories  to  suppliers. 
Toyota  builds  ten  models 
in  North  America,  but  the 
different  engines  and  op- 
tion packages  make  for 
50,000-60,000  combina- 
tions. When  a  request 
from  a  dealer  comes  in, 
the  system  figures  out  the 
availability  of  parts  nearby, 
the  time  to  resequence  the 
assembly  line  and  whether  the  change 
would  unbalance  the  line  by  scheduling, 
for  example,  too  many  models  loaded 
with  time-consuming  options  one  right 
after  the  other. 

Then  Toyota  tackled  distribution. 
Getting  a  car  from  the  factory  to  the 
dealer  is  the  biggest  single  chunk  of  time 
in  the  order-to-delivery  timeline.  Much 
of  that  chunk  can't  be  trimmed — it  will 
always  take  a  few  days  for  a  Camry  to  be 


"If  we  can 
make  it  a 
reasonable 
wait,  we  are 

going  to 
generate  more 
business." 


American  buyers  don't  get  exactly  what 
they  want  but  they  do  get  instant  grati- 
fication— they  drive  a  car  away  imme- 
diately after  deciding  to  buy  it.  General 
Motors  created  a  special-order  project 
in  2000  that  knocked  the  average  time 
for  special  customer  orders  from  70 
to  80  days  in  1999  to  27  days  last  year. 
But  consumers  aren't  clamoring  for 
custom-built  cars,  says  John  (Brad) 
Ross,  who  runs  GM's  order-to-delivery 
program. 

Toyota  took  a  deeper  dive,  first  spend- 


shipped  from  the  factory  in  Georgetown, 
Ky.  to,  say,  Seattle.  But  vehicles  would  sit 
in  rail  yards  waiting  for  that  last  red 
Camry  with  the  sunroof  destined  for 
Seattle  to  be  built.  Now  Toyota  sends  fin- 
ished vehicles  to  sorting  docks  where 
they  can  be  grouped  by  region.  This  new 
process  cuts  delivery  by  two  days.  And  in 
assembling  cars,  Toyota  now  considers 
destination,  so  that  it  may,  for  instance, 
make  vehicles  headed  to  Seattle  at  the 
same  time. 

The  distribution  change  in  turn 


required  overhauling 
certain  manufacturing 
processes.  The  biggest 
involves  painting.  How 
can  you  quickly  and  effi- 
ciently switch  from  one 
color  to  another  to  meet 
customer  demand?  Of 
the  20  or  so  hours  that 
elapse  from  start  to  fin- 
ish when  a  Camry,  Solara 
or  Avalon  is  built  at  Toy- 
ota's Georgetown  fac- 
tory, half  are  spent  in  the 
paint  shop.  It  is  especially  difficult  and 
expensive  to  paint  a  white  car  after  a 
black  one.  Every  last  speck  of  black  paint 
has  to  be  cleaned  from  the  tubes  of  the 
paint-spraying  robots  with  expensive 
solvents.  That's  why  Toyota,  which 
abhors  doing  things  in  batches  because 
it  runs  afoul  of  heijunka,  nonetheless 
used  to  paint  bodies  in  batches. 

So  Toyota  installed  a  new  set  of 
robots  that  use  individual  cartridges  of 
paint.  The  robot  grabs  a  red  cartridge 
for  a  red  car.  If  green  is  next,  it  puts 
down  the  red  and  picks  up  a  green.  No 
cleaning  is  necessary. 

Cartridges  are  expensive,  but  the 
change  made  the  paint  shop  more  effi- 
cient. The  Georgetown  factory  was  able 
to  mothball  one  of  its  three  painting 
booths,  saving  energy  and  upkeep  costs. 
It  took  20  tasks  out  of  the  line  and  2.1 
hours  out  of  the  22  person-hours  it 
takes  to  build  a  vehicle.  Net  savings:  $29 
per  vehicle,  or  $2.5  million  a  year. 

The  speed  of  the  new  system  is  lim- 
ited by  how  fast  suppliers  can  get  parts 
to  the  factory  and  by  some  of  the  early 
projections  Toyota  makes  for  options 
and  colors.  One  customer  of  Toyota  of 
Orange  is  waiting  two  months  to  get  the 
car  she  really,  really  wants:  an  all-wheel- 
drive  Sienna  XLE  Limited  minivan  in 
arctic  frost  pearl  with  a  navigation  sys- 
tem. Problem:  Toyota  didn't  plan 
enough  all-wheel-drive  minivans  for 
sunny  southern  California  and  couldn't 
bump  up  production  fast  enough.  "The 
last  tuba  player  and  the  band  haven't 
necessarily  been  on  the  same  stand,  but 
now  we're  almost  there,"  says  Toyota's 
Convis.  F 
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Poor  Little  Rich  Girl 

Billionaire  Israeli  heiress  Shari  Arison  just  wants  some  respect. 


BY  LEA  GOLDMAN 


SHARI  ARISON  CANT  SEEM 
to  escape  the  madding 
crowds.  Flanked  by  half  a 
dozen  attorneys,  Israel's 
richest  resident  (net 
worth:  $4.6  billion)  recendy  found 
herself  in  a  Miami  federal  court- 
house fighting  off  charges  of  vio- 
lating a  custody  agreement — in 
effect,  of  kidnapping  her  fourth 
child  when  she  abruptly  aban- 
doned her  Tel  Aviv  home  in  late 
2003.  Her  former  (and  second) 
husband,  Michael  Dorsman, 
boasted  a  cosdy  legal  quartet  of  his 
own.  Between  the  feuding  exes 
there  were  six  or  more  experts  in 
Hebrew  and  in  Israeli  marital  law, 
as  well  as  character  witnesses 
flown  in  from  Tel  Aviv,  not  to 
mention  the  gaggle  of  reporters 
chatting  with  them  outside  the 
court  as  they  waited  their  turn  to 
testify.  In  the  end  the  judge 
decided  not  to  decide,  ordering 
Arison  to  return  to  Israel  so  the 
courts  there  could  rule  on  the  dis- 
pute. No  matter,  because  by  that 
time  Shari  had  announced  plans 
to  return  to  Israel,  making  the  U.S.  custody  batde  moot. 

Credibility,  as  much  as  custody,  seemed  to  be  on  trial.  "If  I  go 
back  to  Israel  with  any  of  my  children,  or  any  of  my  children  go 
back  to  Israel  on  their  own,  they  will  be  disinherited  from  their 
grandfather's  trust,"  Arison  testified.  Why  then  did  she  suddenly 
decide  to  decamp  to  Tel  Aviv — where  she  reportedly  faced  an  es- 
timated $30  million  in  tax  liabilities  after  unloading  Carnival  stock, 


at  least  $171  million  worth  this  year? 
On  different  occasions  she  has  of- 
fered different  excuses.  She  claims 
she  had  no  intention  of  settling  per- 
manently in  Miami  and  was  just  try- 
ing to  catch  a  break  from  the  Israeli 
media,  which  were  trying  to  "stir  up 
a  frenzy"  against  her  and  her  fam- 
ily. At  a  June  press  conference  in  Is- 
rael she  cited  both  reasons.  (Arison 
went  back  and  forth  about  cooper- 
ating for  this  story,  deciding  at  the 
last  to  opt  out.) 

Just  another  installment  in  the 
tempestuous  public  saga  of  an 
heiress.  Shari  Arison  is  a  Barbara 
Hutton  figure  who  craves,  if  not 
love — ever  elusive — then  just  some 
respect.  The  merciless  Israeli  press 
makes  sport  of  her  recurring  mis- 
steps: business  failures;  a  needless 
entanglement  with  Israel's  largest 
union;  an  extravagant  wedding  to 
her  third  husband,  who  is  some- 
thing of  a  playboy;  ardent  sponsor- 
ship of  a  New  Age  teaching  group 
called  Essence  of  Life.  "No  one  can 
promise  her  that  the  U.S.  media 
won't  harass  her.  What  will  she  do 
then?  Flee  to  Zimbabwe?"  exclaimed  Israel's  Deputy  Prime  Min- 
ister Ehud  Olmert  to  a  popular  Hebrew  daily. 

That  Israeli  papers  treat  her  as  more  cartoon  than  tycoon  in- 
furiates Arison,  46,  who  has  spent  years  trying  to  build  a  reputa- 
tion as  an  astute  philanthropist  and  business  manager.  The  pop- 
ular image  hardly  squares  with  her  role  as  chairman  of  Arison 
Holdings,  one  of  Israel's  most  powerful  private  companies,  with 
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The  accuser: 
Former  hubby 
Michael 
Dorsman  got 
to  keep  a  $70 
million  dowry. 


ft 


The  chief  barker  for  Carnival: 
brother  and  heir  Micky  Arison. 


a  sizable  portfolio  of  banking,  real  estate  and  telecommunica- 
tions interests.  Most  Israelis  know  her  as  the  cruise-ship  heiress, 
since  she  inherited  an  estimated  94  million  shares,  roughly  15% 
of  the  common  outstanding,  of  Carnival  Corp.,  the  giant  leisure 
company  founded  by  her  father,  Ted  Arison,  who  died  in  1999. 
Few  press  accounts  mentioned  her  role  as  chairman  of  the  Ted 
Arison  Foundation  (assets:  $500  million),  headquartered  in 
Miami,  which  gave  away  $23  million  or  more  a  year  to  Israeli 
universities,  hospitals  and  Matan,  that  nation's  United  Way — at 
least  not  until  she  shuttered  the  Tel  Aviv  office  last  fall  on  her 
way  to  Florida,  an  act  that  prompted  one  critic  to  give  her  the 
moniker  "Shari  Scrooge."  (She  plans  to  reopen  the  branch.) 

It's  been  tough  to  get  out  of  her  father's  towering  shadow.  A 
fourth -generation  Israeli,  Ted  Arison  fought  as  a  lieutenant  colonel 
in  the  1948  war  for  independence,  then  immigrated  to  the  U.S. 
four  years  later  after  Israel  nationalized  the  shipping  industry. 
Spotting  opportunity  in  mass-market  cruises,  he  cofounded  Car- 
nival in  1972.  But  his  loyalties  always  remained  in  the  Middle  East; 
he  shuttled  his  family  between  Tel  Aviv  and  Miami  and  gave  gen- 
erously to  Jewish  charities,  sprinkling  the  Arison  name  among 
museums,  symphony  halls  and  conservatories  in  Israel.  Along  the 
way  he  acquired  the  makings  of  his  holding  company,  buying  a 
controlling  stake  in  Housing  &  Construction,  Israel's  largest  real 
estate  developer,  in  1996;  and  a  year  later  leading  a  consortium  of 
investors  that  paid  $1.4  billion  for  43%  of  Bank  Hapoalim  (the 
Workers'  Bank),  the  country's  biggest,  when  it  was  privatized. 


Born  in  Manhattan,  Shari  served  in  the  Israeli  navy,  doing 
mostly  clerical  work,  then  moved  back  to  the  U.S.  to  study  hotel 
and  restaurant  management  at  Miami-Dade  Community  Col- 
lege. She  took  entry-level  marketing  jobs  at  Carnival;  by  all 
accounts  she  wanted  to  become  an  executive,  even  run  the  show, 
but  received  little  support  from  her  father,  who  picked  Shari's 
older  brother,  Micky,  as  Carnival's  chief  in  1979.  As  a  concilia- 
tory gesture  he  offered  Shari,  then  21,  a  board  seat.  Splitting  her 
time  between  Israel  and  Miami,  Arison  married  and  had  three 
children,  divorced  and,  in  1989,  wed  Israeli  Michael  Dorsman, 
who,  according  to  her  testimony  in  the  recent  custody  suit,  won 
an  apparent  dowry  from  Ted  Arison  of  $50  million  in  cash  plus 
$20  million  in  equity  in  American  Israeli  Paper  Mills. 

Moving  permanently  to  Israel  in  1992,  Shari  threw  herself 
into  charity  work  but  continued  to  harbor  ambitions  of  running 
her  own  business.  In  partnership  with  Egged,  Israel's  largest  bus 
company,  she  bought  3  franchises — roadside  restaurants  and 
shopping  pavilions — from  Movenpick  Dienstleistungs  AG,  a 
Swiss  hotel  chain.  The  Movenpicks  were  an  immediate  success, 
and  she  planned  to  open  an  additional  13.  It  never  happened: 
The  venture  folded  in  2000  as  a  result  of  the  Palestinian  uprising 
and  wave  of  suicide  bombings. 

After  Ted  Arison's  death  Shari  inherited  an  empire.  It 
included  stakes  in  Bank  Hapoalim  (21%),  Housing  &  Construc- 
tion Holdings  (35%),  privately  held  Eurocom  Group  (49%), 
which  operates  a  slew  of  telecom  properties  like  Internet  service 
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Shari  Arison 


provider  Internet  Gold,  GSM  mobile  telephone  network  Partner 
Communications,  radio  stations  and  satellite  services.  Eurocom 
is  also  the  exclusive  dealer  of  Nokia  and  Panasonic  cell  phones  in 
a  nation  where  99%  of  the  adult  population  (compared  with 
56%  in  the  U.S.)  subscribe  to  cell  phone  service,  according  to 
research  firm  IDC  Israel. 

With  sudden  wealth  came  another  business  opportunity. 
Arison  immersed  herself  in  the  $58  billion  balance  sheet  of  Bank 
Hapoalim,  meeting  with 
managers  from  every  depart- 
ment and  boning  up  on  the 
big  accounts.  She  got  only  so 
far,  stymied  by  her  father's 
clunky  arrangement  that  gave 
voting  rights  in  Arison  Hold- 
ings to  both  Shlomo  Necama, 
his  aide-de-camp  and  chair- 
man of  the  bank,  and  Arison 
attorney  Boaz  Nahir.  Their 
advice  irked  her  at  first.  Asked 
about  initial  tensions  between 
them,  Necama  snaps,  "This  is 
between  Shari  and  myself." 

One  upside  to  the  cabal- 
like arrangement:  Arison  re- 
tained her  privacy.  That  is — 
until  the  fall  of  2002,  when 
Bank  Hapoalim  announced 
plans  to  pink-slip  900  em- 
ployees, 9%  of  its  work  force.  Israel's  largest  labor  union,  the 
Histadrut,  threatened  to  strike.  (The  Histadrut  founded  the 
bank  in  1921  and  today  represents  78  trade  groups,  from  in- 
dustrial workers  and  engineers  to  actors  and  midlevel  bank  em- 
ployees.) Though  the  decision  was  reached  by  the  bank's  board 
of  directors,  the  union  singled  out  Arison  for  condemnation 
even  though  she  had  secured  generous  severance  packages,  in- 
cluding full  pensions  for  longtime  employees. 

Surprised  and  hurt,  Shari  held  her  first-ever  press  confer- 
ence soon  after.  "I  don't  think  any  other  company  has  fired 
workers  with  such  good  terms,"  she  said,  with  uncharacteris- 
tic defiance.  "We  did  not  throw  anyone  out  to  the  street."  Union 
protesters  punched  back,  assembling  noisily  outside  her 
Tel  Aviv  home.  Later  they  plastered  1,600  posters  at  bus  stops 
around  the  country,  blaring,  "Shari  Arison  Laughs  While  900 
Families  Cry."  Arison  threatened  to  sue  the  head  of  the  union, 
Amir  Peretz,  for  defaming  the  bank.  The  posters  came  down  a 
day  later — no  doubt  in  part  because  of  her  5%  stake  in  Gaon 
Holdings,  parent  company  of  the  billboardmaker.  But  the  dam- 
age was  done. 

The  Histadrut  crowned  her  the  nation's  queen  of  mean,  an 
easy  target  given  Israel's  widening  gap  between  rich  and  poor. 
(Unemployment  hit  10.9%  at  the  end  of  2003,  levels  not  seen 
since  a  decade  earlier;  and  46%  of  the  population  earned  less 
than  the  minimum  to  file  income  taxes  in  2002.)  "There  are 
maybe  15  families  that  control  most  of  the  Israeli  economy, 


We  Should  All  Be  So  Lucky 

Shari  Arison  isn't  the  world's  richest  woman,  but  she's  got  a 
nice  head  start  on  most  Israeli  businessfolk.  Her  main  assets: 


CARNIVAL  CORP. 

(NYSE:  CCL)1 

$3.7  billion 

BANK  HAPOALIM 

(Tel  Aviv  Stock  Exchange) 

$698  million 

IB399HI 

HOUSING  &  CONSTRUCTION  HOLDINGS 

(Tel  Aviv  Stock  Exchange) 

$90  million 

EUROCOM  GROUP 

Unknown2 

-PLUS  

THE  TED  ARISON  FOUNDATION 

$500  million 
endowment 

1  She  has  sold  some  $171  million  worth  of  shares  this  year. 

2  Privately  held.  Eurocom  holds  the  exclusive  rights  to  Nokia  in  Israel,  as  well  as 
stakes  in  various  telecommunications  interests. 

thanks  to  the  privatization  process,"  says  assistant  professor  of 
sociology  Daniel  Maman  of  Ben-Gurion  University  of  the 
Negev.  Shari  didn't  help  her  case  by  granting  a  televised  inter- 
view from  her  yacht,  Teddy. 

Arison  has  tried  to  handle  her  difficulties  through  Essence 
of  Life,  a  nonprofit  group  she  founded  and  funded  in  2001. 
"Peace  begins  with  me,"  proclaims  the  mantra  of  the  organi- 
zation, whose  aim  is  to  teach  Israelis  tolerance  and 

respectful  dialogue.  The 
approach  apparendy  helped  to 
reconcile  Necama  of  Bank 
Hapoalim  and  Histadrut 
Chairman  Amir  Peretz,  both 
of  whom  she  invited  to  her 
home  for  a  tete-a-tete  during 
the  layoff  crisis. 

But  Shari  has  also  mucked 
up  the  message  of  her 
group.  Despite  billboard  and 
TV  advertising  campaigns, 
Essence  of  Life  still  leaves 
most  people  scratching  their 
heads.  It  proclaims  to  draw  in 
practitioners  of  Shiatsu,  tran- 
scendental meditation,  re- 
gression therapy,  Reiki  (a 
form  of  energy  healing), 
Kabbalah  (Jewish  mysticism) 
and  Buddhism,  but  it  doesn't 
necessarily  subscribe  to  any  one  of  them.  Perhaps  the  confusion 
stems  from  the  group's  unlikely  launch  in  Ariel — the  second- 
largest  settlement  in  the  West  Bank  and  the  site  of  frequent  vio- 
lence between  Israelis  and  Palestinians.  Instructors  came  in 
cover  of  dark  to  avoid  drawing  fire  from  Palestinian  snipers, 
according  to  Ariel  Mayor  Ran  Nachman.  No  matter.  Arison  aims 
to  reach  out  to  all  6  million  Israelis. 

First,  she  must  resettle  into  her  adopted  home — again.  (Ari- 
son arrived  in  Tel  Aviv  June  10.)  Israelis  still  haven't  gotten 
over  her  third  marriage,  in  May  2003,  to  Ofer  Glazer,  a  double- 
divorce  with  three  children.  Though  she  griped  about  her  lack 
of  privacy,  Arison  hosted  a  wedding  presided  over  by  Israel's 
chief  Ashkenazi  rabbi  and  attended  by  400  guests,  with 
reporters  clamoring  outside  the  gates  of  her  Bnei  Tzion  com- 
pound north  of  Tel  Aviv.  Shortly  afterward  four  women  came 
forward  alleging  that  Glazer  had  sexually  harassed  them;  one  of 
the  accusers  was  a  therapist  tending  to  Shari  after  her  cosmetic 
surgery  last  year.  (The  claims  were  investigated  by  Israeli  police, 
but  no  charges  have  yet  been  filed.)  And  last  August  an  Israeli 
network  reported  that  Glazer  had  rented  his  yacht  for  use  in  a 
porn  video  four  years  earlier,  even  attending  the  final  day  of 
shooting. 

"Israelis  love  her,"  says  Arison's  spokesman  of  his  beleaguered 
boss.  Maybe.  But  will  they  respect  her  in  the  morning?  F 

Additional  reporting  by  Nevo  Cohen  in  Israel. 
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You  can  have  a  family,  a  demanding  job  and  a  short  commute— 
if  you  figure  out  the  geography.  Just  ask  Rick  Randall  r by  rich  karlgaard 


RICHARD  RANDALL  POCKETED  ENOUGH  MONEY  TO 
retire  before  the  age  of  40  by  taking  public  a  little 
company  called  Target  Therapeutics,  a  developer  of 
less-invasive  devices  for  treatment  of  aneurysms  and 
stroke.  But  success  came  at  a  high  price.  His  marriage 
failed.  The  person  he  cared  most  about — his  daughter  Tess — 
wound  up  3,000  miles  away. 


For  Rick  Randall  the  journey  from  modest  blue-collar 
beginnings  in  a  Buffalo  suburb  to  riches  didn't  add  up  to  much, 
given  that  he  lost  his  family  in  the  process.  Luckily,  he  got  a  sec- 
ond chance.  Now,  at  age  52,  he  has  a  new  wife,  Lori;  two  more 
children,  Alec,  10,  and  Hailey,  5;  and  a  promising  new  medical- 
device  startup.  Not  only  that,  thanks  to  the  technology  of  the 
Internet  he  and  his  family  live  and  work  in  captivating  places 


74     FORBES"  July  5,  2004 


cos 

CEO  +  I5PO  +  ADP=  1 


(great  ROI) 


ADP  introduces  one  really  smart  investment 
Comprehensive  Outsourcing  Services  (COS) 

COS  is  ADP's  total  back-office-to-front-office  BPO  solution;  designed  to  give 
large  businesses  such  as  yours  a  competitive  edge.  With  ADP's  domain  expertise  and 
a  proven  track  record  spanning  50  years,  you  can  count  on  us  to  be  there  for  your 
business  today,  tomorrow  and  well  into  the  future.  Plus,  no  one  else  offers  as  wide  a 
range  of  services  as  ADP  -  payroll,  benefits,  human  resource  management,  time  & 
labor  management,  tax  filing  and  much  more.  That's  why  businesses  across  26 
countries  choose  ADP  for  their  HR  outsourcing  needs.  When  it  comes  to  cost 
savings,  financial  stability  and  a  company  you  can  rely  on,  it  all  adds  up  to  ADP. 


1-800-  CALL-  ADP  www.adp.com 


HR  Information  Management  •  Benefit  Administration  •  Small  Business  Services  •  Payroll  Services 
Tax  &  Compliance  Management  •  Tihne  &  Labor  Management  •  Professional  Employer  Organization 

The  ADP  Logo  is  a  registered  trademark  of  ADP  of  North  America,  Inc. 


AiJAtork 


and  own  two  splendid  homes — one  in  Lake  Placid,  N.Y.  and 
another  in  Wilmington,  N.C. — for  the  price  of  one  executive- 
style  house  in  Boston  or  southern  California.  Randall  now  com- 
bines work  and  family  in  a  way  that  many  people  would  envy. 
How  did  he  do  it? 

A  biology  major  who  once  wanted  to  be  a  veterinarian,  Ran- 
dall paid  his  way  through  the  State  University  of  New  York  col- 
lege at  Buffalo  by  working  summers  at  the  same  General  Motors 
plant  where  his  father  had  been  a  tinsmith.  Tinsmith!  Must  have 
been  the  last  one  in  America.  "The  best  business  education  I  had 
was  working  on  the  GM  factory  floor,"  he  says.  "It  was  very 
alienating.  You'd  ask  yourself:  'What  does  this  part  mean?  Where 
does  it  go?  What  happens  if  it  breaks?'  But  you'd  never  get 
answers  from  the  foreman.  It  was  a  stupid  way  to  run  things.  I 
could  see  the  Japanese  invasion  a  mile  off." 

After  college  he  got  a  job  teaching  high  school  biology  in 
Syracuse.  During  summers  he  drove  an  ice  cream  truck,  a  pure 
commission  job.  Taking  a  route  nobody  else  wanted — through 


black  neighborhoods — Randall  did  poorly  at  first.  But  when  he 
rigged  the  truck's  bell  to  sound  more  like  a  jazz  cymbal,  he 
wound  up  making  more  money  that  summer  than  he'd  made 
teaching  for  nine  months. 

Randall  later  signed  on  at  a  small  medical  products  com- 
pany. The  interviewer  hired  him  on  the  spot  after  he  told  the 
story  of  changing  the  bell  on  his  ice  cream  truck.  He  rapidly 
climbed  the  rungs  in  medical  sales,  but  soon  topped  out  on 
commission.  One  night  over  drinks  he  pressed  a  colleague  for 
career  tips.  The  fellow  advised  getting  in  at  the  beginning  of  a 
new  technology.  Randall  began  poring  over  magazines  and  jour- 
nals, looking  for  that  revolutionary  product. 

One  day  in  1979  he  found  it  in  angioplasty  balloons,  just 
then  getting  approval  from  the  Food  &  Drug  Administration. 
Randall  switched  employers,  joining  U.S.  Catheter  &  Instru- 
ment, which  brought  the  device  to  market  in  1980  as  a  way  of 
opening  up  clogged  arteries.  Within  four  years  the  procedure 
took  off,  and  Randall  got  a  sales  trainer  position  with  the  firm  in 
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At  Work 


Boston.  "My  job  was  getting  salespeople  to  go  toe-to-toe  with 
cardiologists.  It  all  came  together  for  me:  my  teaching,  the  fac- 
tory job,  the  ice  cream  truck.  I  excelled." 

But  his  ambition-fueled  long  hours  at  work  and  the  traffic- 
snarled  commutes  of  Boston  doomed  his  marriage.  He  found 
himself  putting  Tess  to  bed  before  he  had  time  to  completely 
unwind  from  work.  He  found  no  time  to  connect  with  his  wife. 

In  1985  a  headhunter  landed  him  a  job  at  American  Hospi- 
tal Supply  in  Santa  Ana,  Calif.  "I  loved  California,  the  lack  of 
hierarchy.  In  Boston  I  was  hampered  by  a  lack  of  a  Harvard  or 
MIT  pedigree.  In  California  nobody  asked  where  I  had  gone  to 
college.  All  that  mattered  was  that  doctors  liked  me."  Still,  Ran- 
dall says  that  moving  a  continent  away  from  Tess  was  the  tough- 
est decision  he's  ever  made.  Tess  was  4  years  old  when  Janice  and 
Randall  divorced.  He  would  not  see  much  of  his  daughter  for 
the  next  eight  years. 

Single  and  focused,  Randall  thrived  at 
American  Hospital  Supply  and  quickly  got 
himself  noticed  in  the  medical-device  indus- 
try. In  1989  he  was  recruited  for  his  first  chief 
executive  job,  at  Target  Therapeutics,  which 
then  made  catheters  for  minimally  invasive 
liver  surgery  and  later  for  brain  surgery.  After 
the  initial  public  offering  in  1992  Randall  was 
prosperous,  but  he  realized  he'd  missed  too 
much  of  Tess'  childhood  and  that  no  amount 
of  success  or  money  could  ever  get  that  back. 

Determined  to  spend  more  time  with 
Tess,  Randall  moved  back  to  Boston  and  took 
the  helm  of  another  startup,  in  sports  medi- 
cine, called  Innovasive  Devices.  Taking  it 
public  in  1996,  Randall  later  sold  it  to  John- 
son &  Johnson.  Now  rich  enough  to  retire, 
the  working-class  kid  from  Buffalo  just 
couldn't  do  it.  So  he  joined  the  Vertical  Group,  a  New  Jersey  ven- 
ture capital  firm  that  invested  in  medical-device  companies. 

There  Randall  saw  a  large  gap  in  the  device  market.  "There 
is  plenty  of  room  for  products  that  do  only  $20  million  a  year 
in  sales — single  products  that  meet  a  surgical  need."  As  he 
describes  it,  big  companies  just  don't  know  how  to  get  at 
this  market.  Venture  capitalists  are  uninterested  because  start- 
ups can't  afford  the  long  FDA  approval  process,  distribution 
costs  or  establishing  reimbursement  from  insurance 
companies. 

To  get  at  this  market  Randall  started  Incumed  in  2000.  Its 
purpose  is  to  incubate  single- product  firms  and  sell  them  to  a 
larger  medical-device  company  to  get  the  product  through  FDA 
approval.  Randall's  latest  venture  is  called  TranSl.  It  makes 
catheters  that  permit  high-tech  spinal  surgery,  done  through 
tiny  holes,  to  relieve  pressure  on  a  nerve  from  a  degenerated 
disc.  The  company  hopes  to  get  a  share  of  the  $2  billion  product 
market  from  the  200,000  lumbar-fusion  procedures  done  in  the 
U.S.  each  year.  Pending  FDA  approval  for  marketing,  Randall 
expects  to  begin  clinical  studies  later  this  summer.  This  follows 
limited  but  successful  testing  in  Brazil,  where  patients  who 


underwent  surgery  with  TranSl  catheters  had  no  postoperative 
back  pain  and  now  lead  active  lives. 

"What  I  want  is  high-revenue-to-headcount  business,"  says 
Randall.  "But  I  also  want  my  family  by  my  side."  Randall  does 
this  by  spending  the  school  year  in  a  five-bedroom  house  in  a 
golf  course  development  in  Wilmington,  N.C.  His  commute  to 
the  office  is  seven  minutes.  That  means  he  has  at  least  an  hour 
more  per  day  of  family  time  than  he  had  living  in  Boston  or  the 
Bay  Area.  When  not  traveling,  he  puts  his  two  kids  to  bed  every 
night,  sees  them  off  to  school  and  sometimes  drives  them  in  a 
carpool  in  the  morning. 

He  still  travels  a  lot,  about  40%  of  the  time,  but  regional 
jet  service  connecting  through  Charlotte  or  Atlanta  makes  the 
world  accessible.  From  late  June  through  mid-August  the  fam- 
ily lives  in  Lake  Placid,  in  a  3,600-square-foot  Adirondack-style 
home  with  bright  yellowish-brown  log  walls 
and  vaulted  ceilings.  During  the  summer 
Randall  works  from  there  on  Mondays  and 
Fridays  and  spends  Tuesday  through 
Thursday  in  Wilmington.  "When  you  work 
in  odd  places,  as  I  do,  you  have  more  time  to 
think.  You  can  think  independently.  You  can 
listen  to  your  instincts."  He  feels  more 
focused  and  tuned  in  to  family  members 
when  they  are  together. 

Yes,  there  have  been  sacrifices.  When 
employees  and  shareholders  are  betting  their 
livelihoods  and  personal  wealth  on  you,  you 
must  be  there — and  be  accountable. 

"I  am  usually  wishing  my  wife  and  kids 
happy  birthday  by  phone,"  Randall  says. 
"We  celebrate  on  the  contiguous  weekend." 
But  being  miles  away  from  the  urban  rat 
race  makes  it  easier  for  Randall  to  shift  gears 
from  work  mode  to  family  mode.  When  he's  in  Lake  Placid, 
he  typically  knocks  off  work  at  5:30  and  dives  into  the  lake  with 
his  kids. 

The  Internet  allows  Randall  and  his  Wilmington  colleagues, 
he  says,  to  "open  up  the  world  as  one  resource,  tapping  talent 
from  Boston  or  Tokyo."  No  need  to  be  in  Manhattan,  Boston 
or  San  Francisco  to  do  that. 

"We've  acquired  specialized  laboratory  equipment  at 
tremendous  savings  on  Ebay.  Monster.com  has  been  a  source  of 
finding  and  networking  with  quality  people,"  he  says.  Tech- 
nology has  liberated  him.  "We  do  not  need  to  be  geographic 
captives  to  the  industry  in  which  we  work." 

He  goes  on:  "It's  okay  to  have  a  personal  life  and  devote 
some  time  to  it.  My  wife  would  assert  that  I  am  not  completely 
reformed.  But  even  she  would  admit  that  time,  experience  and 
location  have  made  me  a  better  dad  and  partner."  F 


Adapted  from  Life  2.0:  How  People  Across  America  Are 
Transforming  Their  Lives  by  Finding  the  Where  of  Their 
Happiness,  by  Rich  Karlgaard  (Crown  Business,  July  2004).  Go  to 
www.life2where.com  for  more  details. 
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jLa.akseat' Driver  I  By  Jerry  Flint 


Stop  the  Nerds 


I REMEMBER  WHEN  I  BEGAN  TO  HATE  THE  NEW  ELEC- 
tronic  controls  in  cars.  A  few  years  ago  I  was  driving  an 
expensive  new  Mercedes  down  a  parkway  to  New  York  City 
and  couldn't  figure  out  how  to  tune  the  radio.  So  I  couldn't 
hear  the  Jets  game. 

Okay,  I'm  not  one  of  these  nerds  who  likes  to  change  the 
disk  drive  inside  a  PC.  But  I  do  know  how  to  work  a  radio.  I 
spent  two  years  in  Germany  as  an  intercept  operator  for  the 
Army,  pulling  signals  out  of  the  air  from  Russian  army  units 
hundreds  or  thousands  of  miles  away.  And  now  I  couldn't  get  a 
station  carrying  the  football  game. 

When  the  latest  Mer- 
cedes S  Class  car  came 
out,  I  got  an  hour  of 
instruction  on  the  elec- 
tronics, and  even  then  I 
couldn't  work  them. 
When  the  BMW  7  showed 
up  with  the  famous 
iDrive,  I  revolted.  I  have 
never  driven  this  BMW  7. 
That  iDrive,  a  sort  of 
mouse  on  your  console, 
controls  700  functions. 
You  have  to  go  through 
six  electronic  steps  to 
change  a  radio  station.  I 
am  not  going  to  go 
through  six  electronic  steps  to  get  the  Jets.  Working  a  mouse 
and  screen  while  speeding  down  the  highway  in  a  BMW  isn't  an 
activity  encouraged  by  highway  safety  engineers. 

But  I  did  drive  the  new  BMW  5  with  a  simplified  iDrive.  As 
far  as  I  could  tell,  all  the  functions  also  were  available  mechan- 
ically. 1  drove  the  car  without  using  iDrive.  If  so  much  is  redun- 
dant, why  do  we  need  this  expensive  electronic  system? 

The  Americans  and  Japanese  have  never  gone  so  overboard 
on  electronic  controls.  It's  been  the  Germans.  But  there's  great 
news  from  Germany.  Mercedes  has  had  enough.  This  may  be 
the  big  auto  development  this  year. 

An  executive  at  the  Mercedes  end  of  DaimlerChrysler, 
Stephan  Wolfsried,  told  a  symposium  in  Germany  that  during 
the  last  year  he  pulled  more  than  600  functions  from  the  Mer- 
cedes vehicles,  "functions  nobody  needed  and  nobody  knew 
how  to  use." 

We're  in  the  electronics  age,  which  means  that  immense 
complexity,  driven  by  tens  of  millions  of  transistors,  can  be 
added  to  electrical  objects  at  a  cost  of  a  few  dollars.  But  the 
mere  fact  that  something  can  be  done  cheaply 
doesn't  mean  it  should  be  done.  We  should  listen  to 


niuses  only:  BMW's  iDrive. 


the  Daimler  man,  who  says  that 
from  now  on  an  innovation  has 
got  to  be  really  useful  if  it's 
going  to  take  up  space  in  the 
user's  manual.  No  more  adding 
a  feature  simply  because  we 
can.  "Drivers  will  not  be  given 
the  option  of  adjusting  every- 
thing that  is  adjustable,"  Wolfs- 
ried says. 

The  glitches  in  these  systems 
have  been  more  than  trouble- 
some. They've  hurt  Mercedes'  reputation  for  quality.  Last 
month  Daimler  recalled  680,000  Mercedes  (worldwide)  for 
repair  of  potential  problems  in  the  brake-by-wire  system.  And 
testing  isn't  always  perfect.  Systems  that  work  when  tested  alone 
may  cause  problems  when  integrated  with  other  systems. 

What  kinds  of  systems  are  being  dropped?  Personalized  seat 
controls  for  each  user's  key  fob,  for  example.  This  "may  be  well- 
intentioned,"  Wolfsried  said,  but  "if  the  driver  takes  his  wife's 
key  and  cannot  find  his  preferred  seating  position,  this  is  more 
annoying  than  convenient." 

The  tunnel  air  circulation  enhancement  is  another  feature 
we  may  have  to  learn  to  live  without.  That  one  closes  windows 
and  sunroofs  when  the  car  enters  a  tunnel  or  parking  garage, 
keeping  stale  air  out. 

Did  we  really  need  the  computer  that  recalculated  according 
to  the  speed  of  the  car  the  ideal  angle  for  the  wind  deflector  bar 
in  front  of  an  open  moon  roof? 

Mercedes  also  has  stopped  work  on  the  42-volt  electrical 
system.  The  industry  has  been  talking  this  up  as  a  replace- 
ment for  the  14-volt  system  used  in  cars  now.  (Yes,  your  bat- 
tery puts  out  12  volts,  but  it's  charged  by  a  14-volt  alternator.) 
The  idea  is  that  as  cars  become  more  electrical,  they  will  need 
more  juice,  and  so  it's  time  to  raise  the  voltage.  But  tripling 
the  voltage  is  a  complication  that  would  add  to  costs  without 
adding  much  to  the  consumer's  pleasure.  Mechanics  often 
get  small  shocks  working  on  an  engine;  42-volt  shocks  could 
be  lethal. 

Wolfsried  also  said  that  the  auto  industry  has  had  enough 
of  crappy  programming:  "For  years  the  doors  were  left  open  to 
custom  and  practice,  simply  accepting  that  errors  are  endemic 
to  software.  An  outstanding  p.r.  success  by  the  programmers!  As 
if  shoddy  workmanship  were  preordained." 

Three  cheers  for  Wolfsried.  When  Mercedes  talks,  the 
auto  world  listens.  I  know  he  wants  me  to  be  able  to  hear 
my  Jets.  F 


f(JJ"j)(}J)    I  Jerry  Flint,  a  former  Forbes  Senior  Editor,  has  covered  the  automobile 
I  industry  since  1958.  Visit  his  home  page  at  www.forbes.com/flint. 
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EVEN  OUR  PRODUCTION  FACILITY  HAS  AN  EDGE 

J.D.  Power  and  Associates  gave  its  highest  honor,  the  Gold  Plant  Quality  Award, 
to  the  Cadillac-exclusive  Lansing  Grand  River  assembly  center.  This  should  come 
as  no  surprise,  considering  this  two-year-old,  state-of-the-art  facility  was  specifically 
designed  and  equipped  to  produce  world-class  performing  cars,  like  the  CTS  and 
the  all-new  2005  STS,  arriving  this  fall.  What  might  come  as  a  surprise,  however, 
is  that  its  excellence  surpassed  every  automotive  assembly  facility  in  North  and 
South  America,  including  the  leading  import  luxury  manufacturers.  Cadillac, 
edging  ahead  of  the  competition  in  yet  another  way. 
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cadillac.com    General  Motors  Corp.  —  Lansing  Grand  River,  Michigan  (Car)  plant  was  the  highest  ranked  in  North/South  America  among  plants  producing  vehicles  for  the  U.S. 
market  in  J.D.  Power  and  Associates  2004  Initial  Quality  Study?"  Study  based  on  a  total  of  51.208  U.S.  consumer  responses  indicating  owner-reported  problems  during  the  first 
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Forbes 


s  is  the  age  of  the 
Insta-Celebrity.  Fame  has 
never  come  so  quickly  and 
been  prized  so  highly — 
yet  rarely  has  it  been  so 
expendable  and  evanescent 
Last  year  Jennifer  Lopez 
and  Ben  Affleck  were  the 
Hollywood  power  couple, 
gracing  most  major 
media  outlets  and 
placing  fifth  and  seventh, 
respectively,  on  the 
Forbes  Celebrity  100  list. 
Since  then  the  two  have 
costarred  in  two  failed 
films,  called  off  their 


dited  by  Peter  Kafka.  Reporting  by  Kurt  Badenhausen, 
'tronwyn  Barnes,  Kiri  Blakeley,  Allison  Fass,  Tomas 
iellner,  Alexandra  Kirkman,  Peter  Newcomb,  Brett  Pulley 
nd  David  Whelan.  Photo  research  by  Stephen  Aviano. 
Ither  research  by  Natalie  Cannestra  and  Sue  Hoppough. 


Top  Director 

Mel  Gibson 
$210  million 


2004  83 


Celebrity  lOO 


Top  Model 

Gisele  Bundchen 
$10  million 


Top  Athlete 

Tiger  Woods 
$80.3  millior 


Top  Speaker 


Bill  Clinton 
$6.3  millioi 


planned  wedding  and  dropped  off  our  list  altogether. 

Almost  40%  of  the  stars  on  last  year's  Celebrity  100, 
which  evaluates  the  relative  pay  and  profiles  of  perform- 
ers in  vastly  different  fields,  didn't  make  the  cut  this 
go-round.  Stars  like  Tiger  Woods,  Oprah  Winfrey  and 
Steven  Spielberg  consistently  place  at  the  top  of  the  pile. 
But  Tom  Cruise,  ranked  number  1  in  2001,  dropped  off 
the  list  entirely  the  next  year,  only  to  return  this  year  at 
number  4;  his  ex,  Nicole  Kidman,  was  ranked  16th  in 
2003  but  has  since  vanished.  Britney  Spears,  tops  in 
2002,  hasn't  made  the  list  since. 

Mel  Gibson,  propelled  to  the  number  1  spot  this  year  by 
The  Passion  of  the  Christ,  is  likely  to  fall  a  bit  next  year, 
though  he  could  still  rank  high:  He  stands  to  reap  a  whole 
new  round  of  prophet  profits  from  the  DVD. 


Top  Personality 


Top  Actor 

Jim  Carrey 
$66  million 


Top  Earners 

ByCategory 


Top  Actress 

Cameron  Diaz 
$32.5  million 


iC, 


Turn  the  page  for  a 
Special  Foldout 

The  Celebrity  100  ► 


POWER 
RANK 

NAME 

MONEY 
RANK 

PAY 

(SMIL) 

1 

MEL  GIBSON  I  Director/Producer 

1 

$210 

Hollywood  avoided  hi 

2 

TIGER  WOODS  1  Athlete 

4 

$80 

Golfer  struggling  on  c 

3 

OPRAH  WINFREY  I  Talk  show  host 

1 

$210 

Daytime-TV  queen  tu 

4 

TOM  CRUISE  |  Actor 

12 

$45 

Box  office  hero  plays 

5 

ROLLING  STONES  1  Musicians 

11 

$51 

Tireless  troubadours 

6 

J.K.  ROWLING  1  Author 

3 

$147 

Her  5  Harry  Potter  be 

7 

MICHAEL  JORDAN  I  Athlete 

20 

$35 

His  Nike  deal  is  sport 

8 

BRUCE  SPRINGSTEEN  1  Musician 

8 

$64 

The  Boss  played  10  s 

9 

STEVEN  SPIELBERG  1  Director/Producer 

6 

$75 

Mulling  DreamWorks 

10 

JOHNNY  DEPP  1  Actor 

35 

$28 

Pirates  pushed  his  as 

POWER 
RANK 

NAME 

MfllIFY  PAY 

RANK    ($  MIL) 

1  J 

DAVID  LETTERMAN  |  Talk  show  host 

17  $40 

Trails  rival  Jay  Leno  in  the  ratings— but  earns  more. 

-2  n 



PETER  JACKSON  1  Director/Producer 

20 

$35 

Rings  earned  him  Oscars,  $20  million  King  Kong  deal. 

ANGELINA  JOLIE  1  Actress 

44 

$27 

Lara  Croft  star  has  4  films  in  the  works. 

1 

I 

CAMERON  DIAZ  I  Actress 

26 

$32 

Charlie's  Angels  costar  gets  her  own  MTV  show. 

■ 

JIM  CARREY  |  Actor 

7 

$66 

Earned  millions  for  Bruce  Almighty,  praise  for  Eternal  Sunshine. 

LI 

MICHAEL  SCHUMACHER  I  Athlete 

4 

$80 

Six-time  Formula  One  champ  is  unknown  in  the  U.S. 

JENNIFER  ANISTON  1  Actress 

50 

$25 

The  Friend  that  fares  best  on  the  big  screen. 

18 

KOBE  BRYANT  1  Athlete  47 

$26 

Rape  trial  threatens  $14  million  a  year  in  endorsements. 

.  - 

BEYONCE  KNOWLES  1  Musician             57  $23 

Multitasking  diva:  music,  movies,  modeling. 

- 

20 

RUSH  LIMBAUGH  I  Talk  show  host 

29 

$30 

Drug  rehab,  legal  woes  haven't  cost  him  listeners. 

21 

THE  EAGLES  1  Musicians 

15 

$43 

Purported  "last"  concert  tour  rang  up  $69  million  in  U.S.  last  year. 

DAVID  BECKHAM  1  Athlete 

35 

$28 

Soccer's  top  endorser  adds  Gillette  to  his  portfolio. 

- 

23 

HOWARD  STERN  I  Talk  show  host 

28 

$31 

Obscenity  fights  rack  up  fines  but  draw  listeners. 

- 

24 

JULIA  ROBERTS  1  Actress 

51 

$25 

Took  small  fee  for  Ocean's  11,  more  for  sequel. 

25 

PEYTON  MANNING  1  Athlete 

16 

$42 

Quarterback  scored  $34.5  million  signing  bonus. 

• 

26 

CELINE  DION  I  Musician 

35 

$28 

Played  145  shows  in  one  city-Las  Vegas. 

- 

:  , 

METALLICA 1  Musicians 

20 

$35 

Rock's  road  warriors  making  movie  debut  this  year. 

28 

FLEETWOOD  MAC  1  Musicians 

12 

$45 

Storied  band  guaranteed  $650,000  a  night  to  show  up  for  reunion  tour 

29 

SHAQUILLE  O'NEAL  1  Athlete 

27 

$32 

Earned  $400,000  per  game  this  season. 

30 

DAVE  MATTHEWS  BAND  I  Musicians 

35 

$28 

Band  leader  went  solo  for  album,  makes  his  real  money  touring  with  mates. 

31 

ROBERT  DE  NIRO  1  Actor 

20 

$35 

Known  for  gritty  roles,  big  pay  for  comedy.  Next:  Meef  the  Parents  sequel. 

>  n 

ALEX  RODRIGUEZ  I  Athlete 

47 

$26 

Newest  New  York  Yankee  eyes  more  marketing  dollars. 

r 

ANDRE  AGASSI  1  Athlete 

35 

$28 

Fading  tennis  star  will  net  $40  million  in  Nike  stock  next  year. 

n  ji 

BARRY  BONDS  1  Athlete 

57 

$23 

Much-maligned  home  run  king  signed  21  licensing  deals. 

DAVID  COPPERFIELD  I  Magician 

10 

$57 

Magician  pulls  rabbit  out  of  hat,  $62  million  from  world  tour. 

Of* 

36 

BRAD  PITT  |  Actor 

51 

$25 

Troy  star  will  wear  long  pants  again  in  Mr.  and  Mrs.  Smith. 

37 

TOM  HANKS  1  Actor 

44 

$27 

After  Saving  Private  Ryan,  teams  with  Spielberg  again  in  Terminal. 

KEVIN  GARNETT 1  Athlete 

29 

$30 

NBA's  MVP  will  take  a  43%  pay  cut  next  year. 

39 

RAY  ROMANO  1  Actor 

14 

$44 

TV's  best-paid  actor  returns  to  sitcom  for  at  least  one  more  year. 

40 

CHER  1  Musician 

42 

$27 

Her  "Farewell"  tour  featured  a  mechanical  elephant:  $68  million  in  sales. 

A  •* 

41 

KELSEY  GRAMMER  1  Actor 

19 

$39 

Ended  lucrative  11-year  run  on  Frasier  in  May. 

A  O 

42 

JERRY  BRUCKHEIMER  1  Dir./Producer 

17 

$40 

TV  shows  CSI,  Cold  Case  buoy  CBS;  his  movies  boost  Disney. 

43 

NORA  ROBERTS  1  Author 

9 

$60 

Sold  50  million  bodice-rippers  last  year. 

44 

DAN  BROWN  I  Author 

29 

$30 

Da  Vinci  Code  author  came  out  of  nowhere,  sold  7.5  million  copies. 

44 

SANDRA  BULLOCK  I  Actress 

29 

$30 

Reprising  her  Miss  Congeniality  role  for  big  bucks. 

POWER 
RANK 


NAME 


MONEY 
RANK 


PAY 
($MIL) 


46 


47 


48 


49 


50 


SIMON  AND  GARFUNKEL  |  Musicians 


25 


JAMES  PATTERSON  I  Author 


20 


THEOLSEN  TWINS  I  Kid  stars 


LEBRON  JAMES  I  Athlete 


RENEE  ZELLWEGER  I  Actress 


35 


62 


62 


$33 
$35 


Put  feud  on  hold  for  reunion  tour  and  more  than  $2  million  per  night. 


Hypemaster  sells  film  rights  to  his  books-before  writing  them. 


$28 


Growing  pains?  Enrolled  at  NYU,  but  big-screen  movie  flopped. 


$21 


Rookie's  jersey  is  the  bestselling  in  the  NBA— 1.8  million  in  past  year. 


$21 


Bridget  Jones  star  was  paid  $15  million  for  sequel. 


51 


52 


53 


BILL  CLINTON  I  Speaker 


86 


$6.3 


Work  on  forthcoming  memoir,  My  Life,  cut  into  speaking  engagements. 


JAY  LENO  I  Talk  show  host 


64 


$20 


Late-night  leader  rewarded  with  raise,  contract  extension. 


DEREK  JETER  I  Athlete 


57 


$23 


Baseball's  highest-paid  pitchman  now  shares  the  spotlight  with  A-Rod. 


54 


JOHN  TRAVOLTA  I  Actor 


51 


$25 


Hardworking  actor  got  $12  million  for  Get  Shorty  sequel 


55 


HALLE  BERRY  I  Actress 


70 


$19 


Earned  millions  to  squeeze  into  Catwoman  suit. 


56 


CATHERINE  ZETA-JONES  I  Actress 


71 


$18 


Zorro  made  her  famous;  sequel  will  make  her  wealthier. 


57 


STEVE  MARTIN  I  Actor 


42 


$27 


Comedian  trying  out  Peter  Sellers'  shoes  in  Pink  Panther  remake. 


58 


SIEGFRIED  &  ROY  I  Magicians 


44 


$27 


Roy  almost  died  last  year;  NBC  proceeds  with  animated  sitcom  for  fall. 


59 


DALE  EARNHARDT  JR.  I  Athlete 


64 


$20 


Deceased  legend's  son  now  Nascar's  most  popular  driver. 


60 


PAUL  HARVEY  I  Talk  show  host 


29 


$30 


85-year-old  "Voice  of  the  New  Millennium"  heard  on  1,200  stations. 


61 


JESSICA  SIMPSON  I  Personality 


93 


$4 


ABC  signed  up  Newlyweds  star  for  variety  shows,  passed  on  her  sitcom. 


62 


PHIL  MICKELSON  I  Athlete 


64 


$20 


Genial  golfer,  perennial  runner-up,  finally  won  the  Masters. 


63 


SERENA  WILLIAMS  I  Athlete 


78 


$9.5 


Traded  Puma  for  Nike's  flashy  on-court  attire. 


64 


DONALD  TRUMP  I  Personality 


85 


$6.9 


Real  estate  made  him  rich;  Apprentice  made  him  a  star. 


65 


COURTENEY  COX  I  Actress 


55 


$23 


Sitcom  ended,  home  improvement  show  continuing. 


66 


VINCE  CARTER  I  Athlete 


64 


$20 


Toronto  Raptor  wears  Nikes  for  $6  million  a  year. 


67 


MANNY  RAMIREZ  I  Athlete 


60 


$22 


Red  Sox  failed  to  trade  him  and  his  $20  million  salary. 


68 


JOEL  SILVER  |  Director/Producer 


29 


$30 


Matrix  producer  now  filming  House  of  Wax  with  Paris  Hilton. 


69 


ARNOLD  PALMER  I  Athlete 


64 


$20 


Beloved  pitchman  earned  only  $200,000  in  50  Masters  tourneys. 


70 


PARIS  HILTON  I  Personality 


97 


$2 


Heiress  starred  in  Fox  reality  show,  home  porn. 


71 


GRANT  HILL  I  Athlete 


47 


$26 


Oft-injured  star  loses  $10  million  Fila  deal  this  fall. 


72 


HILARY  DUFF  I  Kid  star 


80 


$8.5 


Wrapped  Lizzie  McGuire  role,  now  has  bestselling  album. 


73 


JOHN  GRISHAM  |  Author 


71 


$18 


His  backlist  still  moves— 4.7  million  books  last  year. 


74 


LISA  KUDROW  I  Actress 


55 


$23 


Fresh  from  Friends,  tried  unsuccessfully  to  produce  own  sitcom. 


75 


MICHAEL  FLATLEY  I  Dancer 


35 


$28 


No  longer  stomps,  but  Lord  of  the  Dance  still  grossed  $81  million  last  year. 


76 


KATIE  COURIC  I  Talk  show  host 


74 


$13 


Anchor  of  NBC's  top-ranked  morning  show  for  past  13  years. 


77 


VENUS  WILLIAMS  I  Athlete 


80 


$8.5 


Reebok  wants  to  trim  her  $7  million-a-year  endorsement  deal. 


78 


QUEER  EYE  GUYS  I  Personalities 


96 


$3.5 


Makeover  show  explained  "metrosexual"  to  the  masses. 


79 


OSCAR  DE  LA  HOYA  I  Athlete 


60 


$22 


Clean-cut  boxing  champ  to  star  in  Fox  reality  series. 


80 


JUDGE  JUDY  SHEINDLtr  |  Talk  show  host  51 


$25 


"Ultimate  Truth  Machine"  a  big  syndicated  hit  for  Paramount. 


MONEY 
RANK 

PAY 

($MSL) 

TMfcir  1  AthlptP 

82 

$8 

Rplcfian  tpnnic  Qtar  finichpri  9fim  ranLnH  J£\ 

Dclgldl  1  Iclllllo  oldl  III llollCU  LUUU  1  dllKCU  tti. 

thlpfp 

87 

$6 

Pimm  hadn't  nlavpri  tpnnk  fnr  mnrp  than  a  vpar 

i  II1UU  lldoll  1  JJlayuU  ICIEIIIo  IUI  IIIUIC  llldll  a  yua'. 

in  hn<;t 

IU  HUol 

73 

$17 

Hi's  fnnthall  viripnpamp*!  <itill  hp^tspllpr^  aftpr  1 R  vpars 

1  DO  lUUIUall  V  1  UCUgal  1  rOo  ollll  UGOloGMGI  o  OIIOI  I  J  yOal  J. 

84 

w^ 

$7 

Fir^t  fpmalp  tn  parn  ^4  millinn  nn  tpnnk  rnurt  in  a  <;pa^nn 

i  iioi  icnidic  iu  cdi  ii  v "  iiuiiiui  i  uu  iciiiiio  uuui  i  ii  i  d  ocdoui  i> 

f 

75 

#  w 

$11 

fl\A/n<;  33  Fynrp*;^  rp^tanrante  want<;  tn  arirl  1  fifl  in  R  upar^ 

UWIIo  JJ  LAUI  Coo  1  ColdUl  dr  1 1  o,  WdlllO  IU  uUU  1UU  III  J  jCdlo. 

n  hn<;t 

U  IIUol 

64 

W^ 

$20 

RpviupH  Millinntiirp  fnr  ailinp  ARfl 

1 1CVIVOU  Twill II III lOII  CIUI  dllll  Ig  rlUU- 

83 

$7.8 

Prppnanrv  riirin't  hnlri  j in  npw  pnrlnr^pmpnt  ripak 

p 

89 

%J  w 

$5 

Hnn^nltinP  hii^inp*;^  nnlitiral  wnrk  <;lnw  rinu/n  ^npprhp^ 

uuiioui i ii ig  uuoii icoo,  uuui ivdi  wuin  oiuvv  uuwm  o^jccui  igo. 

87 

$6 

Ynn  rail  thk  mapir"?  ^kinnv  illiKinnkt  ^tarvp^  cplf  in  pla<i<:  hnv 

1  UU  ball  1 1  No  llldglb .  OrVllllly  IIIUolUIIIOl  oldl  VCo  OCII  III  gldoo  UUA. 

F 

79 

$9  2 

Ram'  TV  rhpf  rnnk<;  i in  R-upar  Hpal  with  Fnnrl  KJptu/nrL 

Dal II.  1  V  UllCI  LUUIVo  UU  <J  yCdl  UCdl  Willi  1  UUU  MCIWUIIV. 

el 

CI 

77 

$9.8 

Farp  nf  ITlrpal  akn  hiKv  nn  film  lln  npyt*  UhrsvinlM 

■  due  ui  lui  cai  aiou  uuoy  uu  mm.  up  1  igai .  um qviuiui. 

92 

$4  5 

Fnrmpr  RF  hn^<;  ran  ikp  ^npakinP  fpp<;  tn  nau  fnr  w/prlriinp 

1  UI  II ICI  UL  IJUoo  Udl  1  UoC  oUGdIMHg  IGCo  IU  [Jay  IUI  Wo  UUU  lg. 

93 

WW 

$4 

1  ittlp  mnnpu  hut  Int9  nf  pynn^urp  nn  rpalitv  <ihnw 
lhiic  inuiicy,  uui  iuio  ui  ca^juouic  uu  icdiiiy  oiiuw. 

nrlpl 

76 

$10 

Tnnk  nff  R  mnnth<i  <Jtill  w/nrlrl'^  hp<;t-nairi  mnrlpl 

IUUIV  UI  1  U  11  IUI  III  lo,  ollll  WUIIUo  UCol  UdlU  IIIUUCI. 

ii 

93 

$4 

^itpnm  <;tar  finally  (Jpt^  rai^p  fnr  Ma!rnlm  rnlp 
oi icui ii  oiai  in idiiy  gcio  i  dioc  iui  iviaii/Uiiii  i uic. 

duty 

100 

$— 

V 

Amprimn  liinl  rpiprt  tnrn^  hripf  famp  intn  STfl  flflfl  mi  Kir  rlpal 

n/ilC(  ILul  f  IUUI  ICJCLI  lUIIIO  UI  ICI  IdlllC  II 1  IU  vOU(UUU  1 1  lUolL  UCul . 

if 

97 

w  f 

$2 

Rnt  nntirpH  in  Prpa/ci/  FriV/ai/  famniK  in  Mpan  Hirls 

UUI  IIUIILrCU  III  riCany  1  llUay,  IdlllUUo  III  IVICall  u/l/o. 

if 

99 

WW 

$1  5 

9till  <:tarrincf  nn  WR  ^hnu/  hut  nthpr  cirk  arp  ppttinc  thp  hip  rnlp<; 

Ollll  oldl  1  II  lg  UI  1  iVUollUW,  UUI  UI  1  ICI  glllodlC  gCI  llllg  II IC  Ulg  I  UlCo. 

89 

w  w 

$5 

Pairl  a<;  farp  nf  F^tPP  1  anrlpr  Harru  Win^tnn 
r diu  do  iduc  ui  Loicc  Lduuci .  ndiiy  vviiioiun. 

ERICHTEN  |  Chef 

91 

$4.7 

Added  Houston,  Shanghai  to  restBurant  empire. 

61 


Earnings  estimates  are  for  June  2003  to  June  2004,  in  millions  of 
dollars:  totals  include  dollars  earned  solely  from  entertainment  income. 
Fees  paid  to  managers,  agents  and  attorneys  have  not  been  deducted. 
Estimates  compiled  by  Forbes:  published  sources  include  Billboard, 
Pollstar,  Adams  Media  Research.  Nielsen  SoundScan  and  Nielsen 
BookScan  Celebrity  rankings  generated  by  combining  earnings  with  other 
media  metrics:  Web  mentions  on  Google:  press  clips  compiled  by  Lexis- 
Nexis:  TV/radio  mentions  compiled  by  Factiva:  and  number  of  times  a 
celebrity's  face  appeared  on  the  cover  of  17  major  consumer  magazines. 


It  starts  with  a  chip.  A  chip  that  contains  world  leading  technology.  Together  with  engineering  excellence 
and  design  purity,  it  does  so  much  more.  It  enhances.  It  transforms.  It  enriches.  It  delivers  higher  resolution,  more 
brilliant  color,  clearer  sound,  and  sleeker,  more  sophisticated  design.  It's  the  soul  of  Samsung.  And  it's  within 
everything  we  create.  Experience  the  power  within.  Samsung,  www.samsung.com. 


\NDRH  AGASSI  BURST  ONTO  THE 
professional  tennis  scene  at  age  16 
n  1986,  sporting  long  spiky  hair 
ind  Nike  denim  shorts.  He  quickly 
?ecame  known  for  his  passion  and 
ferocity,  fearlessly  charging  the  net 
md  smacking  down  serves  speed- 
ng  toward  him  at  130mph. 

Eighteen  years  later  Agassi  is  bald 
md  34,  and  his  charges  to  the  net 
iren't  quite  as  ferocious  as  they  used 
:o  be.  The  world's  top  players  are  a 
decade  younger  than  he  is.  Since 
niraculously  rising  to  the  number 
me  ranking  in  the  world  a  year  ago, 
le  hasn't  won  a  single  tournament; 
ifter  losing  in  the  opening  round  of 
:hree  consecutive  events,  he  has 
dropped  to  number  nine. 

Yet  off  the  court,  as  a  celebrity 
>itchman,  Andre  Agassi — ranked 
eventh  on  FORBES'  list  of  the  50 
lighest-paid  athletes — has  never 
>een  hotter.  In  two  decades  he  has 
eaped  $200  million  in  endorsement 
leals.  This  year  sponsors  will  pay 

dm  $28  million,  the  richest  year  of 

lis  career;  only  Tiger  Woods  and 

/lichael  Jordan  will  outearn  him. 
And  though  he  is  nearing  the 

nd  of  his  career,  in  the  past  two 

ears  he  has  landed  American  Ex- 
press, Aramis,  Genworth  and  Kia 

dotors.  In  November  his  longtime 

acquet  sponsor,  Head,  signed  him 

)  a  lifetime  deal.  In  March  he 

gned  a  ten-year  pact  with  24-Hour 

itness,  which  will  open  five  Andre 
Igassi  fitness  centers  by  year-end; 
ilie  pay  starts  at  $1.5  million  a  year. 

Agassi  is  a  notable  exception  to 
lie  overall  decline  of  sports-star  endorsement  deals.  A  decade 
|i;o  sneakermakers  handed  out  deals  like  lollipops,  but  today  the 

jlk  of  the  money  goes  to  only  a  few  ubiquitous  superstars: 

i  foods,  Jordan,  LeBron  James.  Ten  years  ago  the  best-paid  ath- 

Ites  earned  half  of  their  income  from  endorsements;  since  then 

i  e  50  top  earners  have  tripled  their  pay — with  combined  earn- 

1  gs  of  $  1 . 1  billion — but  only  40%  comes  from  marketing  deals. 
Yet  the  largesse  of  Agassi's  sponsors  has  little  to  do  with  his 

inacity  at  the  net.  He  had  a  lucrative  deal  with  a  nontennis 

i>onsor  (Canon)  before  winning  his  first  Grand  Slam  event 
I  Vimbledon  in  1992).  Today's  top  American  tennis  star,  Andy 


Andre  Agassi  is  nearing  the  end  of  his  playing  days, 
but  marketers  remain  eager  to  pay  him  top  dollar. 

By  Kurt  Badenhausen 


Roddick,  earns  only  $5  million  a  year  off  the  court.  Pete  Sampras 
won  14  Grand  Slam  titles  to  Agassi's  8  and  beat  Agassi  four  of 
the  five  times  they  played  a  Grand  Slam  final.  Yet  Sampras' 
endorsement  income  peaked  at  $8  million,  less  than  a  third  of 
what  Agassi  will  reap  this  year. 

"Agassi  has  tremendous  personality  and  charisma — in  a 
sport  that  wasn't  known  for  those  things,"  says  David  Carter, 
founder  of  Sports  Business  Group,  a  marketing  firm  in  Redondo 
Beach,  Calif.  "He  can  speak  to  a  couple  of  generations  of  con- 
sumers, which  gives  him  a  great  platform  for  deals  as  his  career 
winds  down." 
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Next  year  Agassi  will  likely  turn  in  the  highest-earning  year  of  nis-markcting  chief,  says  the  flashy  star  helped  make  the  Nik 

his  career,  boosted  by  an  estimated  $40  million  he  is  set  to  receive  "Swoosh"  logo  an  icon.  "He  embodies  the  Nike  philosophy  d 

in  Nike  stock,  a  final  balloon  payment  on  a  ten-year,  $  1 20  million  being  both  irreverent  and  innovative.  He  changed  the  game  of  ten 

deal.  Nike  was  Agassi's  first  corporate  sponsor,  handing  him  nis  and  certainly  its  dress  code."  But  will  Nike  sign  him  again  whe 

$25,000  in  his  first  year  as  a  pro.  Riccardo  Colombini,  Nike's  ten-  the  deal  ends  next  year?  The  company  declines  to  comment. 

The  World's  50  Highest-Paid  Athletes 


RANK 

NAME  |  SPORT 

PAY 
(SMIL) 

RANK 

NAME  |  SPORT 

PAY 
($MIL) 

1 

TIGER  WOODS  I  golf 

$80.3 

26 

R0NALD0I  soccer 

$18.5 

2 

MICHAEL  SCHUMACHER  |  auto  racing 

$80.0 

27 

CARLOS  DELGADO I  baseball 

$18.0 

3 

PEYTON  MANNING  Ifootball 

$42.0 

28 

ICHIRO  SUZUKI  |  baseball 

$17.8 

4 

MICHAEL  JORDAN  |  basketball 

$35.0 

29 

RANDY  JOHNSON  I  baseball 

$17.5 

5 

SHAQUILLE  O'NEAL  I  basketball 

$31.9 

30 

MIKE  PIAZZA  I  baseball 

$17.3 

6 

KEVIN  GARNETTI  basketball 

$29.7 

31 

JEVON  KEARSE  Ifootball 

$17.2 

7 

ANDRE  AGASSI  1  tennis 

$28.2 

32 

SAMMY  SOSA  | baseball 

$17.0 

8 

DAVID  BECKHAM  I  soccer 

$28.0 

33 

PEDRO  MARTINEZ  I  baseball 

$16.8 

9 

ALEX  RODRIGUEZ  1  baseball 

$26.2 

34 

JASON  GIAMBI  I  baseball 

$16.6 

10i  KOBE  BRYANT  1  basketball 

$26.1 

35 

LAVAR  ARRINGTON  Ifootball 

$16.5 

11 

GRANT  HILL  I  basketball 

$25.9 

36 

BRIAN  URLACHER  Ifootball 

$16.4 

12 

DEREK  JETER  1  baseball 

$23.2 

37 

CARSON  PALMER  Ifootball 

$16.3 

13 

BARRY  BONDS  1  baseball 

$22.7 

38 

GREG  NORMAN  I  golf 

$16.2 

14 

MANNY  RAMIREZ  I  baseball 

$22.1 

39 

ERNIE  ELS  I  golf 

$16.1 

15 

OSCAR  DE  LA  HOYAI  boxing 

$22.0 

40 

RALF  SCHUMACHER  I  auto  racing 

$16.0 

16 

LEBRON  JAMES  I  basketball 

$21.1 

41 

JASON  KIDDI  basketball 

$15.9 

17 

VINCE  CARTER  I  basketball 

$20.2 

42 

ZINEDINE  ZIDANE I  soccer 

$15.8 

18 

DALE  EARNHARDT  JR.  |  auto  racing 

$20.1 

43 

YAO  MING  I  basketball 

$15.7 

19 

ARNOLD  PALMER  I  golf 

$20.0 

44 

GRANT  WISTROM  Ifootball 

$15.6 

20 

PHIL  MICKELSONI  golf 

$19.8 

145 

SHAWN  GREEN  I  baseball 

$15.5 

21 

ALLEN  IVERSONI  basketball 

$19.7 

46 

CHARLES  ROGERS  Ifootball  . 

$15.4 

22 

CHAMP  BAILEY  Ifootball 

$19.6 

47 

RASHEED  WALLACE  I  basketball 

$15.3 

23 

JEFF  GORDON  I  auto  racing 

$19.3 

48 

KEVIN  BROWN  I  baseball 

$15.2 

24 

LANCE  ARMSTRONG  1  cycling 

$19.2 

49 

ANFERNEE  HARDAWAY I  basketball 

$15.1 

25 

TRACY  MCGRADYl  basketball 

$19.0 

50 

ANDRE  MILLER  1  basketball 

$15.0 

The  50  top  earners  pulled 
in  a  combined  $11  billion. 
40%  of  it  from  hefty 
endorsement  deals. 


Tiger  Woodi 
On  the  golf  course  his  cares 
earnings  have  hit  $43  millioi 
Off  course:  $400  millioi 


II  If /A 

Alex  Rodrigue? 
Sweetened  his  $23  millio 
salary  in  2003  withr 
$500,000  bonus  for  winnii 
baseball's  MVP  awar 


Oscar  De  La  Hoy 
The  middleweight's  next  figfj 
with  Bernard  Hopkins,  coui 
earn  him  $25  millioi 


f  M « 

Lance  Armstron 
Winning  his  fifth  straight  Toi 
de  France  last  year  earn« 
him  $3  million  inbonusi 
from  his  sponson 


Earnings  estimates  are  lor  June  2003  to  June  2004.  Totals  include  salaries,  bonuses,  prize  money,  endorsements  and  appearance  fees. 
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Harold  manages  growth  portfolios.  Phil  manages  value  portfolios. 
They  only  meet  at  the  watercooler. 


Name  of  Fund 

Fund  Category 

1  Yr. 

5Yrs. 

10  Yrs./Lifeof  Fund 

Inception  Date 

New  Opportunities  IP*  (ANODQ 

Small  Growth 

59.80% 

—  /9.35% 

6/1/01 

Vista5"  (TWCVX) 

Mid-Cap  Growth 

54.95% 

13.33% 

10.34%/ 10.89% 

11/25/83 

Value+  (TWVLX) 

Mid-Cap  Value 

40.66% 

9.96% 

13.57%/12.87% 

9/1/93 

Equity  Income  (TWEDQ 

Mid-Cap  Value 

31.30% 

11.20% 

—  / 14.73% 

8/1/94 

Average  annual  total  returns  as  of  3/31/04 

Data  presented  reflect  past  performance.  Past  performance  is  no  guarantee  of  future  results.  The  advertised  performance  is  attributable  in  part  to 
unusually  favorable  market  conditions  and  may  not  be  repeated  or  consistently  achieved  in  the  future.  Current  performance  may  be  higher  or 
lower  than  the  performance  shown.  Investment  return  and  principal  value  will  fluctuate,  and  redemption  value  may  be  more  or  less  than  original 
cost.  To  obtain  performance  data  current  to  the  most  recent  month  end,  please  call  1-877-442-6236  or  visit  americancentury.com.  Performance 
reflects  Investor  Class  shares.  For  information  about  other  share  classes  available,  please  consult  the  prospectus.  Data  assume  reinvestment  of 
dividends  and  capital  gains.  American  Century  Investment  Services,  Inc.,  distributor. 

f  Available  exclusively  through  investment  professionals. 

♦Historically,  small-cap  stocks  have  been  more  volatile  than  the  stock  of  larger,  more  established  companies. 

As  a  company  our  sole  focus  is  managing  money.  In  turn,  each  of  our  portfolio 
management  teams  concentrates  on  only  one  discipline.  As  specialists,  they  each 
live,  eat  and  breathe  their  distinct  investment  process.  And  their  expertise  helps 
lis  deliver  long-term  performance  that  seeks  to  exceed  industry  benchmarks.  Our 
nvestments  stay  true.  Because  our  people  do  the  same. 


Call  1-877-442-6236     Contact  your  investment  professional     Visit  americancentury.com 


fou  should  consider  a  fund's  investment  objectives,  risks,  and  charges  and  expenses  carefully  before  you  invest.  The 
und's  prospectus,  which  can  be  obtained  by  calling  1-877-442-6236,  contains  this  and  other  information  about  the 
und,  and  should  be  read  carefully  before  investing. 


American  Century 
Investments" 

Genuine.  Results. 


14  American  Century  Services  Corporation 


"Wireless  connectivity  and  some  features  may  require  you  to  purchase  additional  software,  services  or  external  hardware.  System  performa 
will  vary  depending  on  your  specific  hardware  and  software  configurations.  See  http://www.intel.com/products/centrino/more_info  for  rr 
Processor  with  HT  Technology  logo  which  your  system  vendor  has  verified  utilize  Hyper-Threading  Technology.  Performance  will  vary  depen 
http://www.intel.com/info/hyperthreading  for  information.  ©2004  Intel  Corporation.  Intel,  Intel  Inside,  Centrino,  Pentium,  Xeon  and  Itaniurr 
or  its  subsidiaries  in  the  United  States  and  other  countries.  All  rights  reserved. 


Business  grows  on  smart 
IT  solutions.  And  powerful 

solutions  are  built 
on  Intel"  technology.  From 
desktop  PCs  to  laptops  and 

servers,  Intel  enterprise 
technologies  are  designed  for 
performance  and  reliability. 
So  your  company  can 
maximize  its  competitive 
advantage,  improve  customer 

responsiveness  and  keep 
growing.  For  more  details,  visit 
intel.com/business. 

Intel. 

ory  life,  wireless  performance  and  functionality 
mation.  "Look  for  systems  with  the  Intel*  Pentium*  4 
ie  specific  hardware  and  software  you  use.  See 
;marks  or  registered  trademarks  of  Intel  Corporation 


Mobility  is  everything.  Intel 
mobile  technology  enables  a  new 
generation  of  wireless  laptops*— 
thin,  light  and  engineered  to 
enable  extended  battery  life. 


Productivity  first.  The  Intel*  Pentium®  4 
Processor  with  HT  Technology  can 

help  your  company's  PCs  achieve 
up  to  25%  performance  gains**  when 

running  two  applications  at  once. 


XEON 


Powerfully  versatile,  intel®  Xe< 
processor— based  servers  offer 
excellent  price/performance, 
a  wide  choice  of  applications  and 
plenty  of  headroom  to  grow. 


ITANIUM 


Enterprise  performance,  "he  Intel® 

Itanium*  2  processor  offers 
industry-leading  performance  and 

mission-critical  reliability  to 
handle  your  most  data-intensive, 
business-critical  applications. 


Tony  Hawk  made  a  fortune  by 
making  skateboarding  cool.  How  will 
he  keep  the  revenue  coming  in  when 
he  gives  up  his  wheels? 

By  Lea  Goldman 


TONY  HAWK  HAS  BEEN  FALLING  OFF  SKATEBOARDS  FOR  THREE  DECADES,  BUT  IN 
November  he  took  the  scariest  tumble  of  his  high-flying  career.  Inverted  1 1.5  feet  in 
the  air  on  a  full  loop,  Hawk,  36,  stalled  and  crashed,  plummeting  headfirst.  The  | 
botched  stunt  left  him  with  a  concussion,  a  fractured  pelvis,  15  stitches  above  his  left 
eye,  the  bull's-eye  for  one  beauty  of  a  shiner.  It  was  so  violent  that  even  MTV,  which  ; 
was  filming,  kept  it  off  the  air. 

Broken  bones  are  a  cost  of  doing  business  for  the  world's  most  famous  skate- 
boarder. "The  Birdman,"  a  beanpole  at  6  foot  3,  has  endured  a  dozen  concussions,  bro-  | 
ken  his  elbow,  and  cracked  his  skull  and  several  ribs.  He  has  two  screws  in  one  elbow, 
has  knocked  out  his  two  front  teeth  three  times  and  has  ripped  up  his  legs  so  often  that 
his  shins  bear  more  scars  than  skin.  He  jokes  that  his  ankles  sound  like  a  tin  drum  roll  : 
when  he  climbs  the  stairs. 

But  look  at  the  feats  for  fans  to  savor — the  80  air-bending  tricks  he  created,  the  73 
first-place  titles.  Hawk  earns  upwards  of  $9  million  a  year,  all  for  defying  gravity  on  a  j 
toy  that  once  was  the  domain  of  12-year-old  boys.  Last  year  Tony  Hawk's  brand  gen-  j 
erated  $300  million  in  retail  sales:  clothes,  skateboards,  arena  tours  and,  above  all, 
videogames.  Now  he  must  pull  off  a  daunting  new  stunt:  phasing  out  his  bone-crunch-  j 
ing  performances  while  keeping  the  money  rolling  in  for  years  to  come. 

In  a  decade  skateboarding  has  swerved  from  the  fringe  into  the  mainstream,  I 
rolling  up  $5.7  billion  a  year  in  equipment  and  apparel  sales.  Eleven  million  kids  use 
skateboards  in  the  U.S.,  more  than  the  number  in  organized  baseball.  Tony  Hawk  j 
drives  the  sport  harder  than  anyone  else,  having  transformed  himself  from  cult  hero 
into  a  richly  compensated  pitchman  for  McDonald's  and  other  brands  looking  to  buy  § 
attention  from  youngsters.  "Used  to  be  a  successful  skateboarder  had  his  picture  in 
a  magazine  and  then  got  some  free  stuff,"  he  says. 

Skateboarding's  big  rise  began  in  1995,  when  ESPN  aired  its  first  X  Games,  a  faux  j 
Olympics  for  "alternative"  sports.  Hawk,  who  started  skateboarding  at  age  8  in  San  J 
Diego,  Calif.,  was  already  a  legend  among  skateboarders.  He  signed  on  and  enlisted 
cool  skateboarders  who  might  otherwise  have  rejected  the  event  as  crass  commercial- 
ism. Hawk  took  first  place  in  the  "vert"  category  for  aerial  tricks  and  gained  a  national 
following.  "From  the  get-go,  Tony  realized  the  value  of  the  exposure,"  says  Christopher 
Stiepock,  general  manager  of  the  X  Games. 
>        Three  years  later  Hawk  struck  a  deal  with  Activision  for  his  own  skateboard- 
«  ing  videogame.  An  avid  gamer,  Hawk  insisted  on  creative  input  and  met  with  the 
5  developers  weekly,  tweaking  the  combinations  of  aerial  stunts  while  ruling  out 
3  outlandish  moves  and  rejecting  some  backdrops  as  too  cornball,  like  one  of  an 
s  Egyptian  pyramid.  Released  in  1999,  Tony  Hawk's  Pro  Skater  was  an  instant 
3  success,  selling  5  million  copies.  Activision  has  since  churned  out  five  Tony  Hawk 


Celebrity  lOO 


games  (another  is  on  its  way)  and  sold  20  million  copies. 

Two  years  ago  Hawk  got  Activision  to  give  him  a  $20  million  advance,  a  royalty 
as  high  as  $1.50  per  game  and  use  of  a  private  plane.  The  deal  expires  in  2015,  when 
Hawk  will  be  47.  Only  John  Madden,  the  NFL-coach-turned-announcer-turned- 
videogame-star,  surpasses  Hawk  in  sport  videogames.  Hawk,  semiretired,  hasn't 
seriously  competed  since  1999,  when  he  became  the  first-ever  to  land  a  "900" — 
two-and-a-half  rotations — high  above  the  steel  lips  of  the  half-pipe;  few  daredevils 
perform  it. 

"When  we  signed  him,  he  was  basically  retired,  like  Madden,"  says  Activision's 
chief  executive,  Robert  Kotick.  "But  that's  what  you  want — there's  no  risk  of  him 
losing.  It's  a  franchise  that  doesn't  end  when  his  activities  end." 

To  ensure  his  staying  power,  Hawk  is  judicious  about  licensing  deals,  rejecting 
some  sponsors  the  way  he  rejected  the  pyramid  scene.  He  refused  permission  to  a 
pasta  company  that  wanted  to  manufacture  Hawk-shaped  pasta  pieces.  He  keeps 
his  $50  million-a-year  clothing  line  (T  shirts  and  cargo  shorts)  out  of  Kmart  and 
Wal-Mart,  limiting  them  to  department  stores,  his  own  three  stores  (in  Paramus, 
N.J.,  Los  Angeles  and  Salt  Lake  City)  and  skateboard  shops.  "You  won't  ever  find  a 
Hawk  T  shirt  for  $5  in  the  dis-  , 
count  bin.  It  ain't  gonna  hap- 
pen," says  Hawk's  manager — 
and  older  sister — Patricia  Hawk. 

These  days  Tony  Hawk 
spends  less  time  suspended  in 
midair  and  more  time  on-air, 
doing  analysis  for  ESPN  and  ap- 
pearing on  MTV.  Two  years  ago 
he  launched  the  Boom  Boom 
Huckjam,  a  raucous  30-city  tour 
featuring  stunts  using  skates, 
BMX  bikes  and  motorcycles,  set 
to  live  music.  Hawk,  the  majority 
owner,  fronted  $2  million  to 
mount  the  arena  show.  Last  fall 
Huckjam  brought  in  $14  million 
in  merchandise,  ticket  sales  and 
sponsorships. 

The  show  is  good  for  busi- 
ness— and  good  for  Hawk's  bat- 
tered body.  Twenty  years  older 
than  his  typical  fan,  Hawk,  the 
father  of  three  children,  con- 
fesses he  can't  rebound  from 
injuries  as  quickly  as  his  younger 
rivals.  So  he  shares  the  stage  with 
a  dozen  other  extreme  athletes, 
reducing  the  odds  of  the  kind  of 
spill  he  took  last  November. 
"There  will  be  a  time  when  my 
skills  are  fading  and  I  don't  want 
to  be  out  there  doing  exhibi- 
tions," he  says.  "That  was  one  of 
the  ideas  behind  Huckjam: 
Make  a  tour  that  can  keep  going 
even  if  I'm  not."  F 


Hawk  has  invented  80  tricks,  the  "saran  wrap," 
"stalefish"  and  "kickflip  mctwist"  among  them. 


Do  try  this  at  home:  A  digital  Hawk  performs 
"nose  grab"  in  Tony  Hawk's  Pro  Skater  4. 
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Four  Seasons 
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TlME  SET  ASIDE  KIR  JUST  THE 


two  of  you.  It's  a  rare 


AND  TREASURED  LUXURY.  A  IN  l>  TO 


MAKE  THE  MOST  OE  THAT  TIME, 


Four  Seasons  provides  the 


PERFECT  ELEMENTS.  SERVICE  THAI 


(   \RES  FOR  VOIR  EVERY  NEED. 


Surroundings  that  embrace  you 


WITH  BEAUTY.  Al  l,  SO  THAI  YOU  ARE 


FREE.  TO  DELIGHT  IN  EACH  OTHER. 


Con  i  \(  i  w>i  i<  i  ravel  <  onsi  eian  i, 

VISIT  WWW.FOURSEASONS.COM  OR 

in  the  U.S.  call  1-800-823-2533. 


(ico  City      Dublin      Miami      San  Fr 
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Far  from  Tinseltown, 
Peter  Jackson  builds 
a  film  industry  beast. 

By  Brett  Pulley 


[MAKER  PETER  JACKSON— ASSIDUOUSLY  DISHEVELED,  FREQUENTLY  BAREFOOT  AND 
barely  5-and-a-half  feet  tall — is  a  giant  in  Hollywood.  But  in  his  native  New  Zealand  he  is 
something  even  bigger:  its  newest  national  hero.  That  much  is  clear  from  the  moment 
you  land  at  the  airport  in  Wellington,  where  a  red  carpet  is  lined  with  giant  golden  repli- 
cas of  the  1 1  Oscars  awarded  to  Lord  of  the  Rings:  Return  of  the  King  and  a  massive  model 
of  the  film's  eerie  Golum  character  peers  over  the  roof  of  the  main  terminal.  Weeks  after 
the  Academy  Awards  onslaught,  articles  about  him  still  splash  across  the  front  pages  of  the 
local  papers.  Around  town  people  breathlessly  recount  the  true  story  of  how  a  fully 
clodied  Paris  Hilton  accidentally  fell  into  a  swimming  pool  at  an  Oscar  party — only  to  be 
rescued  by  Jackson  himself.  "We're  thinking  of  naming  one  of  the  islands  after  him,"  jokes 
Belinda  Todd,  a  local  television  writer.  "I  mean,  it's  only  fair." 

Jackson,  42,  suddenly  is  one  of  the  richest  and  most  powerful  people  in  the  movie  busi- 
ness, having  turned  J.R.R.  Tolkien's  classic  into  a  film  franchise  that  has  generated  $4  bil- 
lion in  ticket  sales,  DVDs  and  merchandise.  In  all  Jackson,  as  director  and  producer,  has 
reaped  more  than  $125  million  hom  the  three  Rings  films,  an  oeuvre  that  took  eight  years 
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Feeding  baby  formula  and  cereal  can  be  messy,  but 
making  it  is  an  exercise  in  precision.  Food  companies 
need  to  know  the  origin  and  quality  of  the  ingredients 
they  use.  Several  of  the  best  have  turned  to  Cargill. 
We  created  a  streamlined  supply  chain  that  simplified 
their  sourcing  and  provided  quality  assurance  for 
the  many  oils  they  use  in  making  baby  formula  and  cereal. 
Now  the  companies,  as  well  as  the  babies,  have  a 
healthy  outlook.  This  is  how  Cargill  works  with  customers. 
collaborate    >   create   >  succeed 


Cargill 

Nourishing  ideas.  Nourishing  People: 

www.cargill.com 


hue 


Jackson,  shown  here  on  the  set  of  Return  of  the  King,  earlier  established  himself 
with  dark  comedies  like  the  1989  film  Meet  the  Feebles  (below,  left), 
and  campy  horrors  such  as  The  Frighteners  (right)  in  1996. 


of  his  life  to  complete.  In  the  past  year  he  earned  $35  million, 
ranking  him  20th  in  pay  and  12th  overall  on  the  Forbes  Celebrity 
100  list.  He  got  a  7.5%  cut  of  the  gross  profits  from  DVD  sales  of 
the  second  Rings  film  and  from  theater  sales  for  the  third. 

And  Jackson  is  receiving  a  beastly  upfront  fee  of  $20  million 
to  direct  and  produce  his  next  film  and  write  the  screenplay  for 
it.  Finished  with  Hobbits,  Jackson  is  taking  on  a  remake  of  King 
Kong,  which  will  star  Naomi  Watts  in  the  role  first  made  famous 
by  Fay  Wray  in  1933  (and  reprised  by  an  ingenue  named  Jessica 
Lange  in  the  Dino  De  Laurentiis  remake  in  1976).  He  also  will 
receive  20%  of  the  gross  profits.  It  is  a  record-breaking  deal  for  a 
director.  "It's  a  lot  of  money,"  he  admits  sheepishly,  though  he 
emphasizes  that  part  of  the  loot  will  go  to  his  co-writers.  "Obvi- 
ously, it's  at  the  top  end  of  what  you  can  get  paid." 

Now  New  Zealand's  favorite  native  son  is  betting  it  all  on  his 
homeland.  He  is  plowing  upwards  of  $50  million  of  his  own 
money  into  building  a  studio  empire  here,  complete  with  giant 
sound  stages,  special-effects  workshops  and  futuristic  editing 
operations.  On  a  recent  day  bulldozers  roar  outside  as  Jackson 
sits  inside  the  nearly  completed  Park  Road  Post,  an  old  chemical 
factory  that  he  is  converting  into  a  lavish  postproduction  site.  It 
is  filled  with  voice-dubbing  stages  and  editing  rooms  and 
designed  to  evoke  Frank  Lloyd  Wright's  famous  Prairie  style. 
Cost:  $35  million.  "We  just  had  this  money  coming  in  from  Lord 
of  the  Rings"  he  says  with  an  embarrassed  laugh.  "So  we  just 


turned  it  all  around  and  put  it  into  this." 

Jackson  is  putting  another  $7  million 
into  a  new  soundstage  to  complement  the 
two  stages  he  already  owns.  He  also  is  part- 
owner  of  a  digital-effects  company — Weta 
Ltd.,  which  handled  the  brilliant  pixilatec 
stunts  in  the  Rings  series — and  a  props 
design  firm,  Weta  Workshop,  which  ere 
ated  the  suits  of  armor  and  weaponry  foi 
Middle-earth. 

It's  an  empire  that  could  rival  Sky 
walker  Ranch,  the  vertically  integratec 
filmmaking  machine  of  Star  Wars  creatoi 
George  Lucas.  As  more  filmmakers,  lurec 
by  the  success  of  Lord  of  the  Rings,  choos- 
to  film  in  New  Zealand,  Jackson's  opera 
tions  will  increase  in  value.  Or  not:  If  h 
hammers  out  a  few  expensive  flops  anc 
another  region  of  the  world  pops  up  ai 
the  next  film  hotspot,  Jackson  coulfl 
squander  much  of  his  fortune. 

"But  I  don't  really  care,"  he  says.  "I'd 
rather  have  the  money  parked  in  a  facility 
that  a  lot  of  people  can  use  than  have  it  si 
in  the  bank."  He  adds:  "I  could  go  to  Hoi 
lywood  and  I  wouldn't  have  to  build  an} 
of  this.  But  I  value  being  a  New  Zealande 
who  is  able  to  make  films  in  his  owi 
country.  So  we've  had  to  spend  our  owi 
money  to  increase  the  infrastructure." 

Shunning  the  allure  of  Hollywood,  Jackson  insists  on  makin] 
all  of  his  movies  in  this  faraway  land  southeast  of  Australia,  midwa 
between  the  South  Pole  and  the  Equator.  It  is  a  12-hour  flight  anc 
6,500  miles  from  Los  Angeles.  New  Zealand's  two  main  island 
are  two-thirds  the  size  of  California  (and  hold  one-ninth  as  man 
people).  A  film  and  TV  business  had  been  incubating  here  fo 
years,  but  now,  largely  as  a  result  of  Jackson's  presence,  the  entir 
country  is  a  primary  focus  of  Hollywood's  location  scouts.  Ne^ 
Zealand  has  hosted  projects  from  Paramount,  Warner  Bros 
Miramax  and  other  studios  and  such  budget-busters  as  th 
$100  million  Tom  Cruise  war  epic  The  Last  Samurai. 

Like  some  104,000-square-mile  soundstage,  the  country  ha 
a  huge  variety  of  scenery,  from  farms  and  fields  to  rain  forests 
subtropical  beaches,  desert  plateaus  and  alpine  peaks.  On  th 
South  Island,  glacial  mountain  ranges  served  as  the  Himalayas  fo 
Columbia  Pictures'  2000  film  Vertical  Limit.  For  Warner's  Th 
Last  Samurai,  19th-century  Japan  was  created  in  a  town  on  th 
west  coast  of  the  North  Island,  backed  by  a  mountain  peak  hig 
enough  to  represent  Mt.  Fuji.  And  in  Wellington,  where  the  wind 
harbor  and  gingerbread  bungalows  conjure  up  San  Franciscc 
The  Remarkable  Fall  and  Rise  of  Emperor  Norton,  the  true  story  c 
a  San  Francisco  millionaire  who  loses  everything  and  become 
homeless,  is  in  preproduction.  Kevin  Kline  has  been  offered  th 
lead  role  in  the  $40  million  film. 
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OUR  KNOWLEDGE  OF 
WHAT  CIOs  NEED  GOES  BACK 

and  forward 

A   LONG  WAY. 


While  the  title  of  CIO  may  not  have  existed  65  years 
ago,  that's  how  long  Fujitsu  has  been  developing 
innovative  technology  solutions  for  the  world's 
leading  companies. 

Today,  we're  leveraging  our  multi-billion  dollar 
annual  R&D  budget  to  give  CIOs  the  powerful  new 
enterprise  solutions  they  need  to  automate  even 
the  most  complex  business  infrastructures.  Our 
customers  and  business  units  work  closely  with  our 
research  teams  to  guide  new  product  development. 
This  teamwork  ensures  our  discoveries  make  it  out  of 
the  lab  and  into  the  enterprise. 

Of  course,  there's  a  lot  more  to  a  $45-billion 
company  than  just  R&D.  Our  high-performance  mobile 
computers,  scalable/reliable  servers,  and  managed  and 
professional  services  also  give  CIOs  all  the  tools  they 
need  for  a  world-class  IT  partnership.  For  details  go  to 
us.fujitsu.com/computers  or  call  1-800-83  I  -3  183. 


Fufrrsu 


THE    POSSIBILITIES    ARE  INFINITE 


PRIMEPOWER  Servers 


LifeBook'  Notebooks 


4f 


Stylistic' Tablet  PCs 


PRIMERGY  Servers 


Fujitsu  Computer  Systems  Corporation.  All  rights  reserved  Fujitsu  1 
Fujitsu  Untried  in  irte  United  States  and  other  countries.  Sylistic  is  a  rcgistcrc 
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Barons  of  the 
Box  Office 

Peter  Jackson's  giant  pay 
package  places  him  among 
Hollywood's  elite  producers 
and  directors. 


Steven  Spielberg 
$75  million 


It  was  20  years  ago,  Jackson  says,  that 
he  first  envisioned  New  Zealand  as  the  set- 
ting  for  Tolkien's  mythical  prehistoric 
world.  He  was  riding  on  a  train  and  read- 
ing The  Lord  of  the  Rings  when  he  looked 
up  and  peered  out  the  window.  "All  of  a 
sudden,  there  was  Middle-earth,"  Jackson 
says.  He  started  directing  in  his  early  20s, 
and  his  early  films  were  campy  bloodbaths 
such  as  the  1987  Bad  Taste,  which  he  made 
for  $150,000.  In  1994  he  directed  Heav- 
enly Creatures,  the  debut  film  of  actress 
Kate  Winslet.  The  $5  million  drama  was 
critically  praised  but  grossed  just  $3  mil- 
lion in  worldwide  box  office  sales. 

With  each  success,  his  agent  back  in 
Hollywood  would  send  him  "director  for 
hire"  offers  to  come  shoot  movies  else- 
where. But  he  refused,  choosing  to  build 
his  own  base.  Jackson's  co-writer  and 
business  partner,  Frances  Walsh,  is  also 
the  mother  of  his  two  young  children. 
The  two  have  never  married,  but  they 
work  together  on  projects,  always  content 
to  plow  any  profits  back  into  building 
operations  for  the  next  film. 

To  make  The  Frighteners,  a  1996  hor- 
ror flick  starring  Michael  J.  Fox,  Jackson 
purchased  a  warehouse  to  use  as  a  sound- 
stage,  his  first.  The  same  year,  he  built  his 
second  one  as  he  started  preproduction 
on  the  long  journey  toward  completing 
Lord  of  the  Rings. 

His  studio  lot  and  production  com- 
pany, WingNut  Films,  are  nesded  against 
the  quiet  harbor  in  Wellington,  amid  a 
mountainous  neighborhood  of  modest 
homes  and  light  industry.  Less  than  a 
mile  away  from  Park  Road  Post  is  Weta 
Ltd.,  which  Jackson  and  five  other  New  Zealand  filmmakers 
launched  1 1  years  ago.  Its  visual-effects  shop  is  said  to  be  one  of 
the  best  in  the  business  at  creating  multilayered,  furiously  paced 
action  scenes  like  those  in  the  Rings  trilogy.  Weta  did  the  elabo- 
rate FX  for  Van  Helsing,  which  stars  Hugh  Jackman,  and  for  the 
forthcoming  I,  Robot  with  Will  Smith. 

Jackson's  newest  soundstage,  for  which  the  city  of  Welling- 
ton is  picking  up  half  of  the  $7  million  cost,  will  be  far  larger  and 
technically  more  advanced  than  the  one  he  built  for  Rings.  For 
that  film,  he  says,  the  stage  had  a  metal  roof  that  raided  when  it 
rained  and  walls  too  thin  to  shut  out  the  buzz  from  airplanes 
taking  off  and  landing  at  the  nearby  airport.  Most  of  the  dia- 
logue had  to  be  relooped  later  on  one  of  the  mixing  stages  inside 
Park  Road  Post,  where  technicians  "paint"  the  final  sounds  into 
the  film.  "Up  until  now,  to  make  your  film  in  New  Zealand,  you 


Jerry  Bruckheimer 
$40  million 


Joel  Silver 
$30  million 


had  to  be  a  wee  bit  of  a  cowboy.  You  had  to  be  prepared  to  shoot 
your  movies  in  tin  sheds.  But  every  time  we  do  this,  we  get  a  lit- 
tle more  professional,"  Jackson  says. 

In  New  Zealand  filmmakers  can  avoid  onerous  union  work 
rules  and  paying  fringe  benefits.  The  country  of  just  4  million 
people,  spread  across  two  islands,  has  a  list  of  accomplished 
homegrown  filmmakers,  including  Jane  Campion  {The  Piano) 
and  Lee  Tamahori  (Die  Another  Day).  Syndicated  television 
shows  such  as  Hercules,  Xena  and  Power  Rangers  have  been  pro- 
duced here  in  recent  years,  providing  work  and  training  to  thou- 
sands of  behind-the-camera  craftsmen. 

"There  are  now  so  many  gifted  technicians  in  New  Zealand," 
says  Mark  Johnson,  producer  of  Disney's  upcoming  $150  million 
adaptation  of  the  C.S.  Lewis  children's  fantasy  The  Lion,  the  Witch 
and  the  Wardrobe,  part  of  The  Chronicles  of  Narnia  series,  which 
is  being  shot  in  New  Zealand.  "They  have  such  a  strong  filmmak- 
ing infrastructure  that  they  didn't  have  just  a  couple  of  years  ago." 

Johnson  has  hired  Jackson's  Weta  Workshop  to  create  crea- 
tures and  weapons  for  Narnia;  the  director  is  Andrew  Adamson, 
a  New  Zealand  native  whose  credits  include  the  animated  hit 
Shrek.  If  the  Narnia  film,  due  in  late  2005,  is  a  hit,  Disney  will 
likely  turn  more  installments  of  the  seven-novel  series  into  films, 
which  could  translate  into  a  franchise  even  larger  than  Lord  oj 
the  Rings,  bringing  hundreds  of  millions  of  dollars  and  years  of 
work  to  New  Zealand — and  to  Jackson's  burgeoning  production 
business. 

Unlike  their  brethren  in  Hollywood,  New  Zealanders  are  not 
yet  spoiled  by  success.  In  a  country  where  the  natives  refer  to 
themselves  as  "Kiwis,"  a  reference  to  the  country's  modest 
flightless  bird,  they  prize  frugality  in  making  movies.  Warner 
Bros,  spent  an  estimated  $100,000  to  have  a  mechanical  horse 
built  for  Tom  Cruise  to  ride  in  The  Last  Samurai.  When  Jackson 
saw  the  horse,  he  loved  it  and  told  the  design  people  at  Weta  to 
build  one  for  the  final  Rings  film.  They  did — at  a  cost  of  just 
$5,000. 

"And  it  worked  better,"  brags  a  fellow  filmmaker. 

Had  he  tried  to  produce  the  Tolkien  trilogy  in  the  U.S.,  Jack- 
son says,  the  project  may  never  have  made  it  to  the  big  screen.  In 
Return  of  the  King,  which  cost  more  than  $100  million  to  pro- 
duce, one-half  of  the  budget  was  spent  on  digitally  animated 
scenes.  To  shoot  1,500  such  clips,  each  just  a  few  seconds  long, 
Jackson  spent  an  average  of  $3 1 ,500  per  scene.  The  scenes  would 
have  cost  up  to  $100,000  apiece  if  the  work  had  been  done  at  an 
effects  shop  in  the  U.S.,  he  says.  The  three  Rings  films  "were  very 
expensive  movies,  but  they  are  so  complicated  and  so  epic  that 
they  would  have  priced  themselves  out  of  the  market  to  do  them 
anywhere  else,"  Jackson  says.  "Making  them  in  the  States  would 
have  been  too  expensive — and  they  would  have  never  gotten 
made  in  the  first  place." 

For  King  Kong,  which  begins  shooting  later  this  year  and  is 
slated  to  premiere  in  December  2005,  the  New  York  skyline  will 
be  digitally  recreated  to  look  like  it  did  in  the  1930s.  Jackson  has 
staff  traveling  to  New  York  to  take  pictures  and  make  drawings 
to  help  designers  in  New  Zealand  create  building  facades  and 
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YOU  SEE  A  LITTLE  KNOWN  CANDY. 
WE  SEE  A  SWEET  DEAL. 


Our  unique  perspective  helps  us  uncover  values  others  might  miss. 


mutual  When  our  Mutual  Series  fund  managers  discovered 
series      a  small  candy  company  with  a  potentially  vast 

FUNDS  .        ,         ,         ,  ... 

WmBBBK&k  international  market,  they  seized  the  opportunity  to 
purchase  its  stock  at  a  significant  discount  to  its  intrinsic  value. 
The  result:  a  sweet  deal  for  our  fund  shareholders  when  we  sold 
the  stock  at  a  profit. 

Identifying  value  like  this  requires  a  unique  perspective.  One 
that  comes  from  consistently  following  a  three-pronged  strategy 
of  digging  deep  to  find  undervalued  securities,  distressed  debt 
and  arbitrage  opportunities.  A  proven  approach  that  has  provided 
strong  performance  over  the  long  term. 

For  details  on  how  our  perspective  may  benefit  your  portfolio, 
mail  in  the  postage-paid  card,  see  your  financial  advisor,  call 
1-800  FRANKLIN,  Ext.  P287  or  visit  franklintempleton.com 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN  FROM  OUR  PERSPECTIVE®  > 


MUTUAL  SHARES  FUND 

Average  Annual  Total  Returns  3/31/04  -  Class  AT 

1-Year 

25.59% 

5-Year 

7.43% 

10-Year 

12.15% 

Before  investing  in  Mutual  Shares  Fund,  you  should  carefully  consider  the  fund's  investment  goals, 
risks,  charges  and  expenses.  You'll  find  this  and  other  information  in  the  fund's  prospectus,  which 
you  can  obtain  from  your  financial  advisor.  Please  read  the  prospectus  carefully  before  investing. 
Investment  return  and  principal  value  will  fluctuate  so  that  your  shares,  when  redeemed,  may  be 
worth  more  or  less  than  their  original  cost  Performance  data  quoted  includes  the  maximum 
5. 75%  initial  sales  charge  and  represents  past  performance,  which  does  not  guarantee  future 
results.  More  recent  returns  may  differ  from  figures  shown;  for  most  recent  monthend  perform- 
ance  figures,  please  visit  franklintempleton.com. 

Investing  in  companies  involved  in  mergers,  reorganizations  and  liquidations  involves  special  risks. 
Foreign  investing  involves  special  risks  including  currency  fluctuations  and  political  uncertainty. 
Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 

tThe  fund  offers  other  share  classes,  subject  to  different  fees  and  expenses,  which  will  affect  their  performance.  Please  see  the  prospectus  for  more  information.  Prior  to 
11/1/96,  only  a  single  class  of  fund  shares  was  offered  without  saies  charge  and  Rule  12t>1  expenses.  Returns  shown  are  a  restatement  of  the  original  class  to  include  both  the 
Rule  12t>1  expenses  and  575%  current,  maximum  sales  charge  as  though  in  effect  from  the  fund's  inception.  Average  annual  total  returns  represent  the  average  annual  increase 
in  value  of  an  investment  over  the  indicated  periods  and  assume  reinvestment  of  dividends  and  capital  gains  at  net  asset  value.  F0B7/04 


Lights,  camera,  action  New  Zealand:  The  Piano,  Jane  Campion's  1993  Oscar  winner,  was  set  and  filmed  in  New  Zealand,  as  was  the  20CK 
film  Whale  Rider,  in  The  Last  Samurai,  the  North  Island's  rugged  landscape  was  used  to  recreate  Meiji-era  Japan 


props.  The  gigantic  ape  will  be  all  digital  drawing — no  actor  in 
a  gorilla  suit,  no  gigantic  mechanical  arm  like  the  one  in  De  Lau- 
rentiis'  1976  version. 

As  Jackson  and  his  colleagues  explain,  such  techniques  look 
too  fake.  "The  audience  loves  being  led  to  believe  that  what 
they're  seeing  is  real,  even  though  in  the  back  of  their  minds  they 
know  it's  not,"  says  Joe  Letteri,  who  supervises  visual  effects  at 
Weta  Digital.  Weta  also  is  devising  a  digital  double  for  the  Ann 
Darrow  character,  played  by  Watts.  "The  digital  double  won't 
replace  the  actress'  performance,  but  it  will  be  a  nice  little  tool  to 
have,"  Letteri  says. 


After  using  breakthrough  techniques  to  create  the  spindl 
Golum  creature  in  Lord  of  the  Rings,  the  goal  now  is  to  come  u 
with  something  even  more  stunningly  real.  "You  want  the  aud 
ence  to  lose  themselves  in  a  film,  to  float  off  a  chair,"  Jackso 
waxes.  For  inspiration  he  looks  solely  at  the  original  productio 
of  King  Kong,  written  and  directed  by  Merian  C.  Cooper  an 
considered  by  many  to  be  one  of  the  better  films  ever  madi 
"That  original  King  Kong  is  the  reason  I'm  making  movi< 
today,"  Jackson  says. 

The  distributor  for  Jackson's  King  Kong,  Universal  Picture 
is  financing  the  $150  million  production  budget.  The  film  woul 


ost  more  than  $200  million  in  the  U.S.,  Jackson  says.  Industry 
isiders  whisper  that  Warner  Bros.'  new  Harry  Porter  and  the 
*risoner  ofAzkaban,  which  was  shot  in  the  U.K.,  and  the  upcom- 
ig  Spider-Man  2,  made  in  the  U.S.  for  Sony's  Columbia  Pic- 
ures,  both  cost  more  than  $200  million.  But  those  films  are 
squels,  with  a  built-in  audience.  King  Kong  is  a  bit  riskier. 

Jackson  looks  to  the  New  Zealand  government  for  help. 
Jnder  a  new  plan,  any  filmmaker  who  spends  more  than  $30 
lillion  on  production  in  New  Zealand  receives  a  12.5%  rebate 
rom  the  government  when  the  film  is  completed.  This  is 
xpected  to  cost  $25  million  a  year  and  spark  big-budget 
sturns.  The  big  Namia  film  and  King  Kong  will  drop  $250  mil- 
on  combined  into  the  local  economy  over  the  next  year. 

The  government  also  has  set  up  a  $14  million  fund  for 
mailer  films  by  local  directors.  The  first  project:  Whale  Rider,  a 
Duching  tale  of  a  young  girl's  coming  of  age  in  her  native  Maori 
-ibe.  The  film's  (female)  director,  Niki  Caro,  won  international 
cclaim  for  the  movie,  and  its  teenage  star,  Keisha  Castle- 
lughes,  was  nominated  this  year  for  an  Academy  Award  for  best 
ctress.  (She  lost  to  Charlize  Theron  in  Monster.)  The  govern- 
lent  kicked  in  about  30%  of  the  $4.5  million  it  cost  to  make 
Vhale  Rider.  The  film  has  grossed  nearly  $50  million  worldwide, 
nd  its  producer,  John  Barnett,  later  bought  out  the  govern- 
lent's  equity  stake  at  a  premium. 


Barnett  believes  some  New  Zealand  officials  have  stars  in 
their  eyes.  Selling  the  country  as  a  location  for  films,  he  says,  "is 
a  lot  sexier  than  selling  processed  timber." 

In  the  U.S.,  New  Zealand  has  posted  unofficial  ambassadors 
to  woo  filmmakers.  Government  bureaucrats  even  hosted  a  lav- 
ish party  at  the  swank  Beverly  Hills  Hotel  during  Oscars  week- 
end this  year,  eager  to  capitalize  on  their  moment  in  the  klieg 
lights.  "It's  a  way  of  getting  a  small  country  like  this,  which  has 
been  on  the  periphery  geographically,  onto  people's  radar 
screens  as  a  country  that  people  must  come  to,"  says  the  nation's 
prime  minister,  Helen  Clark.  Seated  at  a  huge  oval  wooden  table 
inside  "The  Beehive,"  the  hive-shaped  office  building  connected 
to  the  House  of  Parliament,  she  had  just  met  with  a  delegation 
from  Iowa,  including  Governor  Thomas  Vilsack. 

All  of  those  efforts  could  help  Peter  Jackson's  big  gamble  pay 
off.  He  already  is  one  of  the  country's  richest  residents,  although 
he  doggedly  refuses  to  change  his  routine.  He  still  ambles 
around  town  in  baggy  shorts  and  bare  feet,  not  accompanied  by 
bodyguards  or  hangers-on.  He  does  interviews  sans  publicist, 
and  he  frets  over  his  celebrity  status  in  a  country  where  excessive  \ 
wealth  and  lavish  consumption  don't  exist.  "New  Zealand  is  not 
used  to  wealth,"  Jackson  says.  "In  America  wealth  is  kind  of  a 
thing  of  pride.  Here  it's  the  opposite.  The  more  you've  got,  the 
bigger  the  target  you  are."  F 


Grind 


> 


Carson  Daly  used  to  be  the  face  of  MTV. 
Now  he's  less  famous— but  more  successful, 

By  Matthew  Miller 


FOUR  YEARS  AGO  HE  STOOD  AT  THE  CENTER  OF  THE  TEEN 
universe,  a  genial  Dick  Clark  for  the  Britney  Spears  generation.  As 
host  of  MTV's  daily  afternoon  celebfest,  TRL,  Carson  Daly  made 
himself  an  overnight  star,  gracing  teenzine  covers  and  dating  star- 
lets. Now  teen  pop  is  passe,  and  he  rarely  appears  on  MTV,  let 
alone  in  Tiger  Beat.  But  Daly,  30,  has  parlayed  fleeting  fame  into 
recurring  revenue.  Through  a  nationally  syndicated  radio  show 
and  a  late-night  talk  show  on  NBC,  he  reaches  more  people  than 
he  ever  did  at  MTV.  This  year  he  should  make  S7  million — more 
than  triple  the  $2  million  he  got  at  his  peak  as  a  pop  idol. 


"My  priorities  have  completely  shifted  gears  on  that  whole 
notion  of  15  minutes  of  fame,"  he  says.  "Being  a  workaholic  i: 
my  defense  against  losing  the  good  life." 

Daly  grew  up  in  a  modest  neighborhood  in  Palm  Springs 
Calif.,  but  tasted  success  early  on.  After  a  year  on  a  golf  scholar 
ship  at  Loyola  Marymount  University,  he  left  in  1993  to  intern  a 
a  Palm  Springs  radio  station.  (His  then-boss,  Jimmy  Kimmel,  i 
now  his  late-night  rival.)  Three  years  later,  at  age  23,  Daly  landec 
an  on-air  job  at  KROQ,  an  influential  outlet  in  Los  Angeles.  Ii 
1997  he  began  moonlighting  at  MTV,  appearing  on  air  for  at 
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FRACTIONAL  OWNERSHIP  OR  JET  CARD? 
WE  HAVE  THE  ANSWER. 

No  matter  how  often  you  fly,  Netjets'  superior  safety,  service  and  reliability  can  be 
yours.  Fly  50  hours  or  more  a  year?  There's  Netjets  fractional  ownership.  Fly  less? 
There's  the  Marquis  Jet  Card.  It's  Netjets  25  hours  at  a  time.  Both  give  you  access 
to  the  same  fleet,  pilots  and  unparalleled  standards.  There  may  be  only  one  way  to 
fly,  but  there  are  two  ways  to  do  it  -  Netjets  fractional  ownership  and  the  Marquis  Jet 


Bill  Rancic,  winner  of  Donald  Trump's 
"The  Apprentice"  and  founder  of 
Cigars  Around  the  World. 


"I  love  putting  together  a  great 
deal — so  I  put  together  an  incredible 
deal  for  you  on  a  one-of-a-kind  cigar 
sampler  package.  Eleven  premium 
cigars,  plus  a  double-blade  cutter, 
for  only  $39.95!  (If  you  bought  them 
separately,  you'd  pay  over  $70.00.) 
Buy  more  than  one,  and  I'll  sweeten 
the  deal:  for  every  package  after  the 
first,  I'll  drop  the  price  to  $29.95. 
Of  course,  a  deal  like  this  won't  last 
forever.  So  call  1-800-816-2543 
today." 

Package  includes  (one  of  each): 


Avo 

Breton  Corojo 
H.  Upmann 
La  Caya 

La  Gloria  Cubana 


ONLY 

S3995 


Macanudo 
Mike  Ditka 
Padron 
Punch 

Romeo  y  Julieta 
Saurez 


+S&H 


$72  00 


the  World 


A  subsidiary  of  Synergy.  Brands  (NASDAQ:  SYBR) 


Celebrity  l(JO 


Cash  Couch 

Carson  Daly  hosts  two 
national  shows,  but  he  isn't 
yet  close  to  yearly  earnings 
on  Oprah's  lofty  scale. 


Oprah  Winfrey 
$210  million 


extra  $600  a  day;  that  fall  he  quit  the  KROQ  job  to  join  MTV  full-time,  grabbing  a 
one-year,  $100,000  contract.  By  1998  Daly  was  on  TRL  (Total  Request  Live),  filmed 
live  at  MTV's  Times  Square  studio,  playing  host  to  Kid  Rock,  the  Backstreet  Boys  and 
other  artists  who  were  just  heating  up,  and  becoming  a  household  name  (among  the 
junior-high  set)  himself. 

But  how  to  survive  after  the  buzz  died  down?  Daly  quickly  capitalized  on  his 
fame,  persuading  MTV,  notorious  for  paying  its  talent  little  and  replacing  it  frequently, 
to  lock  in  guaranteed  compensation  starting  in  1999.  By  year- 
end  2005  he  will  have  earned  $8  million  from  the  cable  chan- 
nel, even  though  he  stopped  hosting  TRL  in  2003.  But  he  re- 
sisted multimillion-dollar  offers  from  the  big  broadcast 
networks  to  do  another  TRL.  "Everybody  was  coming  to  me 
trying  to  do  a  big,  blown-out  version  of  TRL,  network  style. 
I  just  couldn't  do  that.  It  was  time  to  reinvent." 

So  in  2001  he  signed  a  five-year  deal  with  Premier  Radio 
Networks  to  host  ('arson  Daly's  Most  Requested.  Daly  tapes 
multiple  versions  of  his  daily  one-hour  show  from  8  a.m.  to 
10  a.m.  each  morning  in  his  apartment  in  New  York  City, 
reading  from  a  script,  ad-libbing  and  throwing  in  geograph- 
ically specific  sound  bites  for  nine  major  markets.  In  Los  An- 
geles his  between-song  banter  may  praise  the  Lakers;  in  New 
York  he  commiserates  about  the  Knicks.  Daly's  producers 
then  lace  his  tracks  into  each  city's  daily  hit  list,  running  the 
show  at  6  p.m.  in  local  markets.  He  reaches  5  million  listen- 
ers on  1 30  stations  every  weekday,  4.3  million  more  than  his 
peak  audience  at  MTV.  The  pay  is  good:  a  salary  that  starts  at 
$1  million,  plus  half  the  show's  profits.  This  year  Daly  will 
make  $2  million. 

Further  expanding  his  base,  Daly  in  late  2001  took  on  a 
late-night  talk  show,  occupying  the  1:30  a.m.  time  slot  on 
NBC.  "I  had  no  idea  what  I  was  doing.  There  was  a  huge 
learning  curve."  But  this  year  he  earned  a  three-year  renewal 
of  Last  Call  with  Carson  Daly  that  bumps  his  annual  salary 
up  50%,  to  $1.5  million;  this  year  he  will  also  host  NBC's 
New  Year's  Eve  coverage.  "He's  plugged  in  to  what's  hap- 
pening in  popular  culture,"  and  older  viewers  "look  to  him 
to  find  out  what  their  kids  are  up  to,"  says  Jeffrey  Zucker, 
president  of  NBC  Lmiversal  Television  Group. 

Daly,  who  idolizes  celebrity  entrepreneurs  like  Russell  Sim- 
mons and  Sean  (R  Diddy)  Combs,  also  owns  a  50%  stake  in 
a  fledgling  record  company,  456  Entertainment,  that  to  date 
has  signed  six  groups  and  released  one  record  (though  it  has 
yet  to  turn  a  profit).  Daly  also  earns  $2  million  a  year  endors- 
ing products  like  Starburst  candy  and  Cingular  cell  phones. 

Though  he  isn't  quite  the  red-hot  franchise  he  was  when 
TRL  popped,  Daly  still  gets  mobbed  by  admirers.  He  takes 
an  SUV  for  three-block  trips  through  Manhattan  rather  than 
attract  too  much  attention.  To  prove  his  point  he  pulls  his 
ever-present  baseball  cap  low  over  his  eyes,  walks  into  Times 
Square — and  is  promptly  accosted  by  a  gaggle  of  giggling 
teenage  girls.  Fame,  even  after  that  first  buzz  fades,  is  still 
pretty  good,  Daly  admits.  It's  just  not  the  goal  in  itself:  "I 
always  want  to  be  in  front  of  the  camera.  But  more  impor- 
tantly, I  want  to  run  my  business."  F 


David  Letterman 
$40  million 


Howard  Stern 
$31  million 


Rush  Limbaugh 
$30  million 


Paul  Harvey 
$30  million 
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Bob  Pond 

Chairman  &  CEO  of 
Palm  Springs  Air  Museum 

Collector  of  World  War  II 
aircraft  that  forever 
changed  Americans'  Hues 


Trust  Northern. 

And  give  wings  to  your  financial  future. 

Fulfilling  a  dream  to  educate  young  people  as  well  as 
honor  those  who  helped  preserve  the  freedom  we  have  today, 
Bob  has  learned  that  some  things  are  worth  keeping  for  a  very 
long  time.  Like  a  relationship  with  Northern  Trust.  For  more 
than  a  century,  our  clients  have  depended  on  us  for  a  quality 
of  personal  attention  most  people  consider  a  thing  of  the  past. 
A  sophisticated  array  of  trust,  investment  management  and 
banking  services.  And  a  creative,  energetic  approach  to  make 
the  most  of  financial  opportunities. 


Let  your  financial  future  take  flight.  Call  William  Morrison, 
President  —  Personal  Financial  Services,  at  800-468-2352. 


Northern  Trust 


Private  Banking  I  Investment  Management  I  Financial  Planning  I  Trust  Services  I  Estate  Planning  Services  I  Business  Banking 

www.northerntrust.com 


Northern  Trust  Corporation       Member  FDIC 
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Kathy  Ireland  used  to  sell  her  looks. 
Selling  her  name  is  more  lucrative.  By  Kiri  Blakeley 


J  EMERALD  EYES 
and  cascades  of  auburn  hair, 
Kathy  Ireland  graced  every  issue 
of  Sports  Illustrated' s  annual 
swinisuit  edition  from  1984  to 
1994.  She  also  sold  her  own 
swimsuit  calendar  and  appeared 
in  dozens  of  catalogs  and  maga- 
zines, earning  $150,000  a  year. 
But  she  wanted  more:  "I  thought, 
'I'd  rather  be  the  client.'" 

A  decade  later  Ireland,  41, 
still  models,  but  she  has  shed  her 
string  bikini  in  favor  of  crisp 
linen  suits — and  she  sells  her 
own  wares.  By  renting  out  her 
name  and  image  to  1 1  manufac- 
turers that  sell  her  products  at 
34,000  locations  in  14  countries, 
Ireland  generated  $1  billion  in 
retail  sales  last  year.  She  likely 
netted  some  $10  million  of  that. 

Few  fashion  models  in  the 
world  make  that  kind  of  money, 
and  ultimately  they  are  sup- 
planted by  younger  talent. 
(Christy  Turlington  lost  her 
Maybelline  gig  two  years  ago  at  j 
age  33.)  Kathy  Ireland  has  found 
a  way  to  move  beyond  all  that. 

She  employs  37  people  at  her  firm,  Kathy  Ireland  Worldwide, 
in  which  she  holds  a  majority  stake.  In  1993  Ireland  started  out 
by  slapping  her  name  on  a  line  of  socks;  Kmart  picked  it  up  and 
the  line  eventually  sold  100  million  pairs.  Impressed,  the  big 
retailer  gave  Ireland  her  own  clothing  line.  Now  her  name  adorns 
everything  from  sofas  to  rugs  to  window  blinds.  Half  of  her 
annual  sales  are  generated  by  Standard  Furniture,  which  sold 
$500  million  worth  of  furniture  with  her  name  on  it  last  year. 

Thus  Ireland  is  a  latter-day  Martha  Stewart,  without  the  storied 
bitchiness  and  felony  conviction  (she  even  discourages  her  em- 
ployees from  using  the  Lord's  name  in  vain).  "She  has  a  real  whole- 
some, ethical  image  that  appeals  to  the  housewife  and  average  con- 
sumer," says  Robert  Allen,  president  of  Arrow  Industries,  which 
debuts  a  line  of  Ireland  bedclothes  this  summer.  Her  image  is  bur- 
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nished  by  her  open  embrace  of  Christianity:  Her  book,  Powerf 
Inspirations,  a  memoir  of  her  spiritual  growth,  is  in  its  third  prin 
ing;  she  teaches  Sunday  school  and  hopes  to  include  a  Bible  stuc 
area  on  her  Web  site. 

Ireland  sees  bigger  things  ahead.  "We're  a  baby  brand  con 
pared  to  where  I  see  us  going,"  she  declares.  She  troubleshoo 
each  offering — will  the  wiring  on  a  new  line  of  "garden  critte 
lights  be  safe  even  if  it  gets  chewed  by  pets  or  children? — ar 
meets  frequently  with  each  vendor.  On  a  typical  day  in  May  si 
met  at  9:30  a.m.  with  her  staff  in  Los  Angeles,  flew  by  private  j 
(she  leases  it  part-time)  to  Anaheim  to  meet  with  Arrow,  the 
flew  on  to  San  Diego  for  another  meeting  before  jetting  home 
Santa  Barbara.  "Someone  once  asked  me  how  they  could  'g 
some  of  that  passive  income,'"  she  says.  "I  just  had  to  laugh." 


Get  a  Marriott  Rewards*  Visa"  card 

and  get  to  the  places  you  dream  of  even  faster. 

\   You'll  earn  15,000  Marriott  Rewards  points  with  your  first  purchase.  Then  you'll  earn  3  points  per 
as^^  s  charged  on  the  card  at  2,300  participating  Marriott  hotels,  plus  1  point  per  $1  spent  everywhere 

else.  The  Marriott  Rewards  Visa  card  speeds  up  the  rewards  program  that's  already  30%  faster 
than  other  leading  hotel  programs*  And  with  more  resorts,  golf,  and  spa  destinations  than 
others  to  choose  from,  there  are  more  reasons  than  you  could  dream  of  to  apply. 

Apply  by  calling  1-888-691-2301. 


Harriott 

REWARDS, 


*  Based  on  seven  nights  at  Starwood.  Hilton,  Intercontinental  Hotels  Group,  and  Hyatt  full-service  hotels  of  similar  quality  and  points  earned  on  dollars  spent. 
Assumes  standard  award  offerings  for  base-level  members.  All  comparisons  are  as  of  01/04  ©  2004  Marriott  International,  Inc. 


We  tirelessly  seek  out  advice  from 
experts  before  making  a  decision. 


I 


Luckily,  this  mostly  entails  sticking  our  hej 
out  the  door  and  yelling  down  the  hall. 


Investments  and  services  offered  through  Morgan  Stanley  &  Co.  Incorporated,  member  SIPC.  Employee  names  have  been  changed  to  protect  their  p 
Morgan  Stanley  and  One  Client  At  ATime  are  service  marks  of  Morgan  Stanley.  ©2004  Morgan  Stanley. 


:pertise.  It's  what  we're  all  about.  We  believe  the  pursuit 
d  retention  of  some  of  the  best  minds  in  the  industry  is 
tical  to  our  mission.  So  when  you  need  a  complex  problem 
Ived,  you  don't  have  far  to  look. 


Jennifer  Richardson 

Invameni  Bunking 


MorganStanley 

One  client  at  a  time. 


Faking  it:  Tracy  Scoggins  and 
Lisa  Hagcn  hope  for  reality  riches. 


Dream  inq 
of  Real 


INSIDE  THE  IDEA  FACTORY  OF  HOLLYWOOD,  TWO  WOULD-BE 
producers  pitch  an  idea  that  could  make  them  rich:  Star  Fakers, 
a  new  reality  show  that  would  use  hidden  cameras  to  test  how 
far  people  will  go  to  accommodate  the  needs  of  celebrities.  Will 
anyone  abet  Martha  Stewart's  jailbreak?  Clean  up  after  Paris 
Hilton's  dog?  Get  into  a  cage  with  Siegfried  and  Roy's  tiger?  The 
punch  line:  Turns  out  the  stars  are  played  by  impersonators. 

It  used  to  be  that  everyone  in  Los  Angeles  had  a  script  to  sell; 
these  days  it's  a  reality  show.  The  reality  boom  has  lured  legions 
of  people  with  little  more  than  an  idea  and  the  gumption  to  try 
to  sell  it.  Desperate  to  find  the  next  Apprentice,  Hollywood  suits 
sit  through  hundreds  of  reality  pitches.  Five  of  the  10  top-rated 


A  new  path  to  fame  and 
fortune  in  Hollywood  is 
already  mighty  crowded. 

By  Scott  Woolle^ 


shows  last  season  were  reality  TV;  22  prime- 
time  reality  series  will  grace  the  broadcast  net- 
works this  fall,  plus  a  dozen  or  more  on  cable 
Coming  up:  shows  where  contestants  compete 
as  boxers,  lawyers  and  action  movie  stars; 
more  shows  starring  billionaires;  and  yet  mor< 
shows  on  a  single  guy  or  gal  looking  for  love. 

The  idea  for  Star  Fakers  was  developed  b) 
Lisa  Hagen  and  Tracy  Scoggins  as  they  lay  or 
the  beach  near  Scoggins'  home  in  Playa  Del  Rey 
they  clinched  the  Web  site  address  and  set  ou 
selling.  Hagen,  45,  who  ran  the  posh  Hotel  Bel 
Air,  hopes  to  leverage  20  years  of  pamperinj 
celebrity  guests.  Scoggins,  44,  has  had  TV  parts  ii 
Dynasty,  Babylon  5  and  other  shows;  she  we] 
knows  the  absurd  demands  that  stars  make  an< 
how  eager  everyone  is  to  comply. 

"We  have  the  perfect  way  to  fan  the  flames  o 
this  madness,"  she  tells  Robert  Dalton,  presi 
dent  of  programming  at  News  Corp.-owne< 
Twentieth  Television;  then  she  reels  off  a  titan 
of  stings.  "You've  got  a  pretty  sound  idea,  bu 
how  do  you  execute  it?"  he  counters;  he  gets  35< 
reality  pitches  in  a  year.  He  peppers  the  pair  witl 
questions  about  costs,  legal  complications  anc 
most  of  all,  their  lack  of  experience.  Thei 
chances  are  slim,  but  they  leave  undaunted. 
Elsewhere,  Donald  Trump's  The  Apprentic 
_  faces  two  new  rivals:  a  copycat  from  Virgi: 

m         founder  Richard  Branson  on  Fox;  and  The  Bene 
\g  factor  on  ABC,  in  which  Dallas  Mavericks  owne 

W  Mark  Cuban  will  give  one  contestant  $  1  miltior 

fm  "Why?  Because  he  can.  How  will  he  decide 

However  he  wants,"  says  Cuban's  Web  site. 
Back  among  hoi  polloi,  Wendy  Diamond,  editorial  director  c 
Animal  Fair  magazine,  has  had  a  role  in  three  reality  shows.  Sh 
was  dateless  in  Single  in  the  City.  She  stars  as  herself  in  a  pilot  fc 
a  reality  sitcom,  now  being  shopped  by  a  Warner  Bros,  produc 
tion  company.  And  she  created  Mutt  Makeover,  a  Queer  Eye  for  th 
Straight  Guy  for  dogs  in  the  pound.  USA  Network  is  set  to  air  he 
two-hour  special  in  February.  "This  one  was  a  lot  easier  because 
wasn't  like  they  needed  actors  or  actresses  or  a  lot  of  writers,"  sh 
says.  She  hopes  to  turn  it  into  a  weekly  series. 

It  may  stand  as  good  a  chance  as  any  effort.  With  the  reatil 
craze  still  in  full  swing,  says  Fox's  Dalton,  "Every  housewife  in  Amei 
ica  has  an  idea  for  a  show." 
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s  no  fairy  tale. 


#  . 


flexible 


really  does  exist. 


The  Tooth  Faicy 
ADA  member  since  1859 


Believe  it.  With  Direct  Reimbursement  (DR'),  you  really  can  design  a  dental  plan  to  fit  your 
company's  specific  needs.  That's  because  you  decide  what  your  company  contributes  and  what 
your  employees  contribute.  You'll  also  love  how  magically  simple  DR  is  to  administer,  whether 
on  your  own  or  through  a  third-party  administrator.  Even  better,  your  employees  will  appreciate 
the  fact  that  they  can  visit  any  dentist.  Now  that's  a  happy  ending. 


RICKY  FANTE  FLIRTS  WITH  STARDOM.  THE  RETRO  27-YEAR-OLD 
soul  singer  has  signed  with  one  of  the  biggest  record  companies 
in  the  world:  EMI.  His  debut  album  comes  out  July  13.  Hip 
celebrities  like  Samuel  L.  Jackson  hail  him. 

But  when  it  came  time  for  him  to  play  New  York  in  March, 
the  lanky  crooner  found  himself  in  the  children's  department  of 
a  Borders  bookstore.  He  went  on  without  any  introduction  and 
played  for  an  audience  of  21  people — most  of  them  with  EMI. 
When  he  finished  a  six-song  set,  the  Borders  manager  almost  got 
his  name  right:  "Thank  you,  Nick." 

Fante's  inauspicious  Borders  gig,  moreover,  was  but  one  of 
19  dates  he  has  done  for  the  bookseller  in  various  markets  in 
recent  months.  It  is  part  of  a  subtle  but  meticulously  orches- 
trated campaign  to  stoke  Fante's  debut  not  through  the 
overnight-fame  outlets  of  radio  and  MTV,  but  through 
t  ■stemakers,  the  cognoscenti  and  word-of-mouth.  "I  understand 


Behind  the  making  of  a 
would-be  star.  By  Peter  Kafka 

the  machinery  of  what  it  takes,"  Fante  says  with  resignation. 
"What  I  want  is  for  my  music  to  find  its  way  to  the  audience  and 
be  well  received." 

In  this  cacophonous  era  of  digital  music  downloads,  fasci- 
nation with  instant  fame  and  a  resulting  deluge  of  one-hit  won- 
ders, EMI  and  Fante's  handlers  are  forgoing  trying  to  be  heard 
above  the  din,  focusing  instead  on  moving  beneath  it.  And  so 
Fante  croons  before  small  but  (he  hopes)  influential  crowds:  He 
has  been  a  regular  at  the  Viper  Room,  the  fashionably  shabby 
Hollywood  club  founded  by  actor  Johnny  Depp,  and  has  opened 
for  James  Brown. 
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SYBASE  AND  INTEL: 
DRIVING  THE  UNWIRED 


During  the  last  few  years,  fundamental  changes  have  been  taking  place  in  the  communi- 
cations and  technology  industry  —  changes  that  are  enabling  new  opportunities  for  the 
unwired  enterprise.  The  business  advantages  made  possible  by  new  technology  and  the 
prospects  implicit  in  mobile  and  wireless  computing  will  impact  all  business  sectors 
through  the  end  of  the  decade.  Sybase  and  Intel  have  been  at  the  forefront  of  this  trend, 
working  with  organizations  to  realize  the  benefits.  Here  we  share  with  you  a  snapshot  of 
industry  developments  from  our  widely  read  white  paper,  "The  Unwired  Enterprise," 
offering  our  insights  on  the  emerging  market  drivers,  as  well  as  lessons  from  market- 
leading  companies  that  have  gone  on  to  early  success  as  unwired  enterprises. 

Two  organizations  that  have  experienced  the  benefits  of  the  unwired  approach  are 
McKesson  Corporation  and  the  U.S.  Air  Force. 

McKesson  Corporation,  the  world's  largest  supplier  of  management  and  healthcare 
information  technology,  wanted  an  automated  system  to  replace  its  paper-based  delivery 
process  with  one  using  mobile  devices  for  more  than  2,600  delivery  drivers.  The  aim  was 
to  improve  customer  service  levels,  reduce  costs  and  raise  productivity. 

However,  with  McKesson 's  drivers  serving  over  30,000  customers,  wireless  access  was 
a  major  challenge.  Sybase  M-Business  Anywhere  was  selected  to  enable  offline  access  of 
McKesson 's  systems  from  mobile  devices.  The  results:  Delivery  errors  dropped  to  nearly 
zero,  imaging  costs  were  eliminated,  legal  claims  were  down  50%,  and  delivery  claims 
were  cut  30%.  Plus,  customers  can  now  access  same-day  package  tracking  information, 
while  management  reports  are  available  to  track  delivery  performance. 

Tinker  Air  Force  Base  near  Oklahoma  City  mobilized  its  aircraft  maintenance  system 
using  Intel's  Wi-Fi-enabled  Centrino  mobile  technology  tablet.  This  replaced  inefficient 
labor  forced  on  the  system  by  the  old  model  of  literally  walking  back  and  forth  to  the 
information  systems  for  data  or  updating,  a  time-wasting  process.  Tinker  reduced  its 
aircraft  maintenance  cycle  by  25%  and  created  a  potential  savings  of  $2.5  million  a  year 
in  direct  maintenance  costs. 
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FUNDAMENTALS  FOR  SUCCESS 

Sybase  and  Intel  have  led  the  industry  by  helping  thou- 
sands of  organizations  better  understand  how  their 
business  processes  can  be  improved  by  adopting  mobi- 
lized solutions.  From  these  experiences,  three  insights 
stand  out.  Every  business  can  and  should  take  advantage 
of  the  following  strategies. 

•  Empowering  the  point  of  action 

Many  companies  mistake  using  mobile  phones  or 
mobile  devices  as  mobilizing  the  enterprise.  While  they 
have  taken  the  first  step  in  untethering  the  physical 
organization,  these  solutions  stop  short  of  making  the 
data  and  the  processes  in  their  organizations  mobile  as 
well.  It  is  essential  to  shift  relevant  information  down  to 
the  actual  points  of  action  in  an  organization  —  from 
sales,  decision  support  and  manufacturing  to  supply 
chains,  field  service  and  retail  sales,  to  name  a  few. 

•  Reducing  "solutions-induced  labor  costs" 

Many  of  the  technologies  implemented  in  the  last  few 
decades  increased  a  company's  ability  to  capture  infor- 
mation about  people  and  things,  but  this  information  is 
not  always  in  the  optimal  place  to  increase  efficiency  in 
the  organization.  In  some  cases,  the  task  of  getting  to 
the  information  has  added  what  we  call  a  solutions- 
induced  labor  cost,  which  is  the  cost  of  getting  from 
where  you  are  to  where  the  information  requirement  is 
and  back  again. 


•  Increasing  resilience 

The  initial  wireless  boom  was  predicated  on  ubiquitous 
connectivity.  Many  of  those  connecting  with  mobile 
phone  service  and  PDAs  were  in  search  of  the  always] 
on  mode.  Since  then,  we  have  learned  that  the  mobi- 
lized workforce  requires  information  resilience.  In  some 
cases,  connectivity  may  be  intermittent  due  to  limitec 
service  coverage,  slow  connections  or  network  interrup- 
tions, but  in  a  well-designed  system,  connectivity  is  nol 
a  necessary  precondition  for  continued  unwired  trans- 
actions. Local  data  access  provides  a  high  performance 
and  continuous  means  of  accessing  applications  regard- 
less of  network  connectivity. 

KEY  DRIVERS  FOR  THE  UNWIRED  ENTERPRISE 

The  convergence  of  computing,  communications  anc 
mobile  technologies  that  enables  new  ways  of  doing 
business  boils  down  to  seven  key  drivers. 

Key  Driver  1: 

Cofttprehensive  Wireless  Capability 
According  to  many  industry  sources,  it  will  be  virtualh. 
impossible  to  buv  non-wireless-enabled  devices  withir 
three  years. 

The  ability  to  connect  is  growing  at  a  similar  rate 
By  2005,  there  will  be  700  million  mobile  handsets, 
more  than  80  million  WTAXS  (wireless  local  area  net- 
works) in  use  worldwide  and  nearly  1 3  million  wireless 
home  networks  in  the  United  States. 

Key  Driver  2: 

"Always  Available"  Options 
Growth  in  mobile  and  wireless  is  nol 
necessarily  about  being  connected  all 
the  time.  WTiile  wireless  connectivity 
is  generally  available,  there  are  impor- 
tant benefits  to  an  offline  mode,  where 
information  can  be  accessed  locally  on 
the  mobile  device  vrith  periodic  wire- 


South  Korea's  Hyundai  Department  Stores,  a  retail  chain 
comprising  13  stores  in  Seoul,  uses  Sybase  SQL  Anywhere  to  allow 
sales  clerks  to  execute  a  purchase  from  anywhere  on  the  floor  using  a 
handheld  device.  Shoppers  no  longer  have  to  wait  in  lines  at  cash  reg- 
isters and  tend  to  shop  longer.  Hyundai  has  realized  a  40%  reduction 
in  total  point-of-sales  hardware  costs  and  a  30%  drop  in  administra- 
tive costs  through  improved  sales  tracking  and  staff  deployment. 


:ss  connectivity  for  the  exchange 
f  new  information.  "Always 
vailable"  computing  means  that 
roductivity  can  be  maximized, 
Dnnection  costs  rninimized  and 
attery  power  conserved.  With  the 
lobility  of  the  laptop  and  PDA, 
nether  we  are  moving  in  and  out 
f  wireless  zones,  or  have  lost  con- 
ection  by  choice  or  consequence, 
ersistent  connections  are  no 
>nger  required  to  support  the  way 
e  work. 


> 

Q 

'  3 

H 

LU 

< 

Nielsen  Media  Research  uses  Sybase  technology  to  collect, 
analyze  and  deliver  data  about  television  viewing  trends.  Through 
the  analysis  of  data  stored  in  a  multi-terabyte  Sybase  IQ  data  ware- 
house, subscribers  can  determine  which  television  programs  are  the 
best-value  advertising  propositions.  This  solution,  which  employs 
Sybase  Adaptive  Server  Anywhere,  Adaptive  Server  Enterprise  and 
Replication  Server,  is  so  efficient  that  Nielsen  reports  significant  savings 
on  disk  storage  costs.  In  addition,  Nielsen  uses  SQL  Anywhere  mobile 
database  on  the  laptops  of  1,200  field  workers. 


ey  Driver  3: 

olutions  for  the  Data  Explosion 
>ata  from  Radio  Frequency  Iden- 
fication  (RFID)  tags  and  other 
msor  devices  will  add  to  the 
rowing  amount  of  transactional  data  in  storage,  which 
already  booming  in  a  connected  world.  According  to 
recent  University  of  California,  Berkeley,  study,  the 
uantity  of  new  information  stored  in  2002  was  five 
tabytes,  or  five  quintillion  bytes.  That  amounts  to  the 
tint  collections  of  the  Library  of  Congress  500,000  times 
ver.  More  importantly,  however,  while  large,  these  five 
kbytes  of  stored  information  pale  in  comparison  with 
le  amount  of  information  transmitted  electronically  in 
002,  which  the  study  estimated  to  be  18  exabytes.  A  par- 
iox  results  from  this  data  explosion:  The  more  data  an 
nterprise  produces,  the  less  useful  it  becomes,  unless  the 
nterprise  develops  new  approaches  to  data  management. 

ey  Driver  4: 

he  Power  of  Peer-to-Peer  Computing 

eer-to-peer  (P2P)  computing,  the  ability  to  directly 
Dnnect  to  another  user  or  device  without  necessarily 
oing  through  a  server,  is  leaving  the  music  realm  and 
loving  into  business  and  government  applications, 


Intel  itself,  with  about  90%  of  its  employees  fully  aligned  to  mobile 
work,  has  found  that  its  average  worker  gets  a  week's  worth  of  work 
done  in  two  hours  and  eight  minutes  less,  a  savings  of  5%  of  the 
typical  employee's  average  workweek. 


allowing  better  group  creation.  Another  primary  bene- 
fit is  that  it  uses  resources  on  the  edges  of  the  network. 
As  the  liquidity  of  data  increases,  we'll  see  more  appli- 
cations for  P2P  in  areas  such  as  data  storage,  messaging, 
identity  management  and  security. 

Key  Driver  5: 

The  Promise  of  Enterprise  Information  Integration 
The  emergence  of  Enterprise  Information  Integration 
(EII)  will  completely  change  the  way  we  think  about 
applications  and  data.  The  widespread  use  of  informa- 
tion from  multiple  sources  coming  together  in  new 
ways  may  come  from  Web  services,  mobilized  soft- 
ware, composite  applications,  networked  data  applica- 
tions or  federated  data  systems.  The  stabilization  of 
data  standards  and  the  increased  portability  of  infor- 
mation have  already  created  new  ways  for  users  to 
become  more  productive  and  new  business  models  for 
many  of  the  organizations  coming  together  to  supply 
the  resources. 


Key  Driver  6: 

Data  Security  and  Public  Policy 

Data  mobility  creates  even  greater  security  chal- 
lenges. Technologies  that  support  remotely  stored 
data  are  beginning  to  mature  and  support  various 
security  concerns.  Organizational  security  policies 
such  as  digital  rights  management,  permissions  and 
audits  are  being  re-crafted  to  work  with  this 
remote  set  of  data.  Over  the  next  few  years,  we 
anticipate  seeing  more  of  these  policy  constraints 
become  mandated  for  mobile  deployments. 

Key  Driver  7: 

Population  Trends  Increase 
The  Benefits  of  Mobilization 

These  shifts  in  technology  coincide  with  some  fun- 
damental social  changes  affecting  consumers  and 
the  workforce.  By  2010,  60%  of  Americans  will 
be  over  40,  and  it  is  highly  likely  that  these  groups 
will  not  be  retiring  before  70,  if  at  all.  They  will 
be  changing  careers  and  jobs,  and  the  technolo- 
gies that  enable  such  change  —  mobile  sales  force 
automation,  distributed  learning  systems  and 
mobile  workplace  options  —  will  be  the  systems 
of  choice. 

Increased  immigration  is  also  having  an  impact  on 
data  needs.  Systems  that  consider  multilingual  con- 
cerns are  but  one  part  of  the  equation,  and  smart  data 
management  approaches  will  help  bring  the  changing 
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Harvard  Medical  School  developed  a  mobile 
solution  on  top  of  the  Sybase  M-Business  Anywhere 
platform,  leveraging  its  existing  technology  infra- 
structure to  provide  students  and  faculty  with 
instant,  interactive  access  to  information.  In  less 
than  six  months,  the  mobile  automated  process  has 
saved  the  school  more  than  $1 50,000  in  paper  sur- 
vey costs.  Survey  feedback  compliance  has  risen 
from  20%  to  80%. 


Sybase  partner  SAT  Corp.  developed  a  mobile 
workflow  management  application  for  Lyondell- 
CITGO  Refining,  a  large  U.S.  refiner  of  heavy  crude 
oil.  Leveraging  Sybase's  iAnywhere  technology,  SAT's 
IntelaTrac  software  enables  field  operations  using 
RFID  tags  integrated  in  a  handheld  computer  run- 
ning on  a  wireless  network  to  improve  key  perfor- 
mance indicators.  The  solution  reduced  pump  repair 
work  orders  by  30%  and  reduced  mean  time 
between  equipment  failures  by  more  than  50%. 


workforce  up  to  speed  faster.  Reeducation  and  train 
ing  will  be  easier,  while  employees  will  have  all  the 
information  needed  to  do  their  jobs  at  their  fingertips 
no  matter  where  thev  are. 


UNWIRING  YOUR  ENTERPRISE 

As  you  can  see,  the  advantages  of  unwiring  are  creating  new  opportunities  in  every  industry  sector.  To  learn 
more  about  unwired  enterprises  and  how  becoming  an  unwired  enterprise  can  give  you  a  strategic 
and  productive  outcome  through  the  end  of  the  decade,  go  to  www.sybase.com/unwiredwhitepaper 
to  download  the  full  Sybase  and  Intel  white  paper  and  take  the  unwired  enterprise  assessment  test. 
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The  Sound  of  Money:  Pop  Music's  Top  Earners  Are  Well  Into  Eight  Figures 


Rolling  Stones 
$51  million 


Bruce  Springsteen 
$64  million 


Beyonce  Knowles 
$23  million 


The  Eagles 
$43  million 


Celine  Dion 
$28  million 


$35  million 


4A  * 

3twood  Mac  Dave  Matthews  Band 
$45  million  $28  million 


Cher 
$27  million 


$33  million 


For  better-known  acts,  "you  go  to  the  big  outlets  faster  and 
get  publicity  faster,"  says  Matt  Scrletic,  who  runs  EMl's  Virgin 
label  in  the  U.S.  and  signed  Fante  a  year  ago.  But  for  Ricky,  "we 
phase  our  money  out  over  time.  Our  business,  out  of  necessity, 
is  pushing  us  back  into"  developing  artists  more  slowly. 

EMI  deftly  built  early  buzz  in  much  the  same  way  for  Norah 
Jones,  its  hottest  new  act  in  years;  her  first  album  went  on  to  sell 
17  million  discs  worldwide  (and  win  8  Grammys).  Songwriter 
Jesse  Harris,  who  co-wrote  most  of  her  debut  album,  also  worked 
on  Fante's,  titled  Rewind.  Like  Jones,  whose  torch  singing  was 
new  to  the  young  and  happily  familiar  to  aging  baby  boomers, 
Fante  also  could  straddle  the  two  markets  with  his  updated  take 
on  the  soul  and  R&B  singers  of  the  1960s  and  1970s. 

"Ricky  is  going  to  appeal  to  all  kinds  of  people,"  says  Keith 
Sarkisian,  a  William  Morris  agent  who  signed  on  with  Fante  a 
year  ago.  "The  25-year-old  girl  who's  just  started  her  first  job  has 
his  music  in  her  car,  and  when  the  40-year-old  co-worker  gets  in 
her  car,  he's  going  to  like  it,  too." 

Growing  up  outside  Washington,  D.C.,  Fante  sang  in  church 
groups  and  a  local  band,  but  he  didn't  actively  pursue  music  until 
he  moved  to  Los  Angeles  in  2000,  following  a  four-year  stint  in 
the  Marines.  (He  got  reprimanded  for  singing  in  boot  camp.) 
Eventually  he  hooked  up  with  Scott  Rickett,  a  guitarist  with  ac- 
cess to  a  recording  studio.  They  recorded  a  few  soul-tinged  rock 
songs,  and  a  copy  ended  up  in  the  hands  of  Josh  Deutsch,  who 
had  worked  with  singers  at  Warner  Music  Group's  Elektra  label. 
Deutsch  brought  Fante  to  New  York,  where  they  recorded  an 
album's  worth  of  songs.  When  Deutsch  landed  a  job  at  Virgin  in 
April  2003,  Fante  signed  on,  too  (for  about  $50,000). 

Since  then  Fante's  handlers  have  worked  to  establish  him  as 
an  heir  to  singers  like  Sam  Cooke  and  Otis  Redding — a  "sexy, 
Ismart,  black  son  of  soul,"  says  Fante's  manager,  Jeff  Rabhan. 
JStep  one:  Turning  Fante  into  a  credible  live  performer.  Backed 
Iby  a  group  of  skilled  musicians  willing  to  avoid  outshining  the 


would-be  star,  Fante 
began  performing  at 
small  Los  Angeles  clubs, 
often  for  fewer  than  a 
dozen  people. 

They  also  began 
building  a  whisper  cam- 
paign. Rabhan  sent  out 
copies  of  the  unreleased 
album  to  Samuel  L.  Jack- 
son and  other  tastemak- 
ers;  the  actor  agreed  to 
embrace  Fante's  work  in 
an  electronic  press  kit. 
Deutsch  arranged  a 
meeting  with  Seventies 
icon  Isaac  Hayes  ("Shaft"), 
who  wrote  the  album's 
liner  notes. 

Each  endorsement 

makes  it  easier  to  enlist  other  backers.  "Samuel  Jackson  being 
all  over  him,  and  Isaac  Hayes — that  means  something,"  says 
Andrew  Waller,  the  Borders  employee  who  lined  up  Fante. 
Press  and  cameos  help,  too:  In  November  he  played  for  the 
Congressional  Black  Caucus  in  Washington,  D.C.  A  January 
USA  Today  story  heralded  Fante  for  "new  music  steeped  in 
old  school  values."  In  February  he  performed,  unbilled,  at  an 
MTV-sponsored  concert  the  night  before  the  Grammys  in  Los 
Angeles  and  played  for  Best  Buy  music  buyers  in  New 
York  City. 

Fante's  team  gradually  has  begun  hyping  him  to  larger 
audiences  via  movies  and  television,  and  no  TV  appearance  is 
too  obscure  or  too  brief.  Fante  has  sung  songs  on  CBS'  The  Early 
Show  and  the  syndicated  Wayne  Brady  Show;  in  March  he 
impersonated  1960s  soul  singer  Wilson  Pickett  on  NBC's  Amer- 
ican Dreams;  this  fall  he  will  have  a  brief  role  in  Their  Eyes  Were 
Watching  God,  an  ABC  movie  produced  by  Oprah  Winfrey  and 
starring  Halle  Berry.  He  also  has  a  Good  Morning  America  slot 
scheduled  for  July;  at  press  time  his  handlers  were  still  trying  to 
get  him  on  Leno  or  Letterman. 

EMI  has  put  more  than  a  year  of  patience  and  low-key  effort 
into  making  Fante  a  star,  but  someday — if  he  fails  to  catch  on — 
his  label  will  give  up.  "At  some  point,  there's  no  fires  left  to  cul- 
tivate," says  Virgin's  Chief  Scrletic. 

But  the  grassroots  path  to  celebrity  is  slow  and  twisted.  At  a 
big  EMI  bash  in  February  on  the  night  of  the  Grammys,  as  a 
paparazzi  gauntlet  lined  the  red  carpet  out  front,  Ricky  Fante 
ambled  by — utterly  alone,  sans  entourage.  No  one  noticed.  The 
photographers  were  busy  snapping  shots  of  former  Spice  Girls 
singer  Geri  Halliwell. 

Go  to  forbes.com/celebs 

For  additional  stories,  slideshows  and  a  more 
detailed  look  at  the  Celebrity  100. 
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FEW  VIDEOGAMES  HAVE  THE  LUXURY  OF  TAPPING  AS 
huge  and  eager  a  fan  base  as  Spider-Man  2.  The  first 
movie  grossed  $408  million — the  fifth-highest  gross 
ever — and  the  videogame  that  was  tied  in  to  it  took  in 
another  $205  million.  The  film  sequel  is  sure  to  be  one 
of  the  summer's  biggest  blockbusters.  But  when  Tomo 
Moriwaki  and  his  crew  of  20  designers  at  Activision  sat 
down  in  late  2002  to  create  a  game  based  on  the  sequel,  they  all  but 
ignored  the  movie's  plot.  Activision  allocated  a  mere  4%  of  its  esti- 
mated $8  million  development  budget  to  produce  animated  scenes 
meant  to  set  up  the  game's  story. 

Instead  they  threw  their  efforts  into  creating  a  world  so  immer- 
sive that  players  can  have  fun  simply  swinging  Spidey  through  it  for 

hours.  Nearly  all  of  the  time  and 
money  went  toward  making  the  arti- 
ficial world  look  and  act  like  the  real 
one:  even  down  to  recreating  the 
effects  of  airflow  on  a  man  swinging 
through  a  city.  Artists,  who  make 
up  a  third  of  the  development  staff, 
re-created  Manhattan  as  a  three- 
dimensional  cyberplayground. 
From  Battery  Park  to  Harlem,  the 
city's  grid  is  re-created  to  scale: 
Central  Park,  the  Queensborough 
Bridge,  City  Hall — all  are  faithfully  rendered.  When  Spider-Man 
perches  atop  the  Empire  State  Building  at  dusk,  the  setting  sun 
flares  off  countless  windows  as  a  thousand  street  lamps  below 
flicker  on. 

Dramatic  as  the  game  play  is,  Activision's  approach  to  Spider- 
Man  2  is  just  as  dramatic  in  how  it  contravenes  the  conventional  wis- 
dom about  where  the  $1 1.2  billion  videogame  business  is  headed.  As 
Hollywood  salivates  over  the  opportunity  to  capture  a  large  chunk  of 
those  riches,  movie-themed  games  are  flooding  the  market,  the  latest 
being  Van  Helsing,  Shrek  2  and  The  Chronicles  of  Riddick.  Games 
are  looking  more  like  movies,  too,  complete  with  swooping  camera  an- 
gles, dramatic  special  effects  and  booming  musical  scores. 

But  simply  imposing  a  movie  plot  is  a  great  way  to  produce  a 
mediocre  game.  Out  of  78  movie-licensed  games  released  last  year, 
only  one,  Enter  The  Matrix,  made  the  top-ten  list.  That  game,  based 
on  the  Matrix  film  trilogy,  initially  caused  great  excitement,  since 
the  movies'  directors  had  written  the  script  for  the  game  and  shot 
scenes  especially  for  it.  After  strong  initial  sales,  however,  gamers 
realized  the  thing  itself  wasn't  much  fun  to  play.  "There  seems  to  be 
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an  industry  subset  devoted  solely  to  pumping  out  run-of-the- 
mill  action  games  based  loosely  on  books,  TV  shows,  movies  and 
cartoons,"  complained  one  review  of  the  game. 

The  biggest-selling  game  of  the  last  few  years,  Grand  Theft 
Auto,  pioneered  the  creation  of  interactive  cities  that  players 
could  wander.  Its  infamous  and  graphic  violence — its  hero  was  a 
trigger-happy,  prostitute-loving  hoodlum — overshadowed  the 
game's  real  breakthrough:  a  free-form  virtual  environment. 

The  Spider-Man  2  game  comes  off  even  more  like  a  realistic 
alternate  universe,  but  with  violence  that's  only  PC- 13.  "It  hasn't 
been  until  recently  that  games  of  this  kind  of  scope  and  scale 
could  exist,"  says  Moriwaki.  Previous  generations  of  game  envi- 
ronments were  either  too  obviously  fake  or  too  limited  in  terms 
of  where  they  let  players  go  and  what  they  let  them  do. 


In  the  new  game  the  designers  toyed  with  the  city's  scale, 
settling  on  a  map  that  narrows  the  avenue  grid  to  one-half  scale 
while  keeping  the  height  of  objects  and  buildings  exactly  to 
scale.  The  human  eye  doesn't  notice  the  difference.  But  with 
narrower  streets,  the  webs  can  attach  to  buildings  and  let 
Spider-Man  swing  rapidly  forward  in  accordance  with  the  laws 
of  physics.  The  developers  made  a  special  effort  to  be  faithful 
to  Newton's  laws  of  momentum,  so  that  when  Spidey  slams 
into  a  wall  he  doesn't  just  stick  there,  he  continues  running  or 
falling  based  on  his  velocity  at  impact.  "If  you  want  your  virtual 
reality  to  look  real,"  says  Matthew  Powers,  the  producer  of  the 
Spider-Man  2  game,  "sometimes  you  use  real  physics,  some- 
times smoke  and  mirrors." 

A  developer's  ability  to  bring  entire  worlds  into  being  de- 


The  first  game  cheated.  His  webs  ATTACHED  TO  THE  SKY. 


Forcing  players  along  a  tightly  scripted  plot,  the  sort  that 
defines  a  motion  picture,  destroys  the  creative  freedom  of  a 
game.  Earlier  this  year  Activision  programmers  invited  a  group 
of  13-  and  14-year-old  boys  to  play  the  Spidey  2  game  while  the 
grown-ups  watched  from  behind  a  one-way  mirror.  When  the 
boys  got  to  the  animated  "cut  scenes"  meant  to  fit  the  action  of 
the  game  into  a  larger  story  narrative,  they  did  what  videogame 
players  everywhere  usually  do:  They  commanded  the  system  to 
skip  past  the  scenes  by  tapping  their  controllers  impatiendy. 

The  game  has  a  script,  written  by 
an  Activision  employee  with  a  degree 
in  English  but  no  professional  screen- 
writing  experience.  It  broadly  follows 
the  movie's  plot,  in  which  Spider- 
Man  must  protect  his  beautiful  girl- 
friend Mary  Jane  from  a  new 
supervillain,  the  mad  nuclear  scientist 
Doctor  Octopus.  Activision  says  it 
took  pains  to  evoke  the  movie's  look 
and  feel,  for  instance  hiring  the 
movie's  actors  for  voice-overs. 

But  when  Kirsten  Dunst  (Mary 
Jane)  and  Broadway  veteran  Alfred 
Molina  (Doc  Ock)  taped  their 
voice-overs,  they  had  little  sense  of 
the  roles  their  characters  play  in  the 
game.  "I  don't  know  what's  going 
on  here,"  said  Dunst  at  one  point. 

The  leading  lady  that  got  all 
the  attention  was  the  virtual  New  York.  So  intent  were  the 
designers  on  mapping  the  city's  streets  to  scale  that  they  discov- 
ered problems  with  the  way  comics  and  movies  had  always  por- 
trayed Spider-Man.  He  never  could  have  swung  gracefully  down 
Manhattan's  avenues  on  a  web.  The  buildings  are  often  far 
enough  apart  that  the  low  point  of  his  swing  would  have  been  in 
a  subway  tunnel.  The  first  Spider-Man  game,  released  along  with 
the  firsi  movie,  cheated  by  letting  Spidey's  webs  attach  to  the  sky. 
It  was  grossly  unrealistic,  even  by  comic-book  standards. 


Alfred  Molina  villainously  voices  the  game's  Doc  Ock. 


pends  on  three  things:  the  power  of  the  game  console  hardware, 
the  skill  of  the  game  designers  and  the  game  developer's  budget. 
Development  budgets  turn  out  not  to  be  a  problem  for  a  game 
like  Spider-Man  2.  Activision,  Electronic  Arts  and  other  game 
companies  can  pour  $10  million  or  $15  million  into  a  big  game. 
But  the  other  two  constraints  are  real. 

Sony's  PlayStation  2  is  now  pushing  four  years  old;  its  chief 
rival,  Microsoft's  Xbox,  is  only  slightly  younger.  Both  are  showing 
their  age.  The  PlayStation  2  has  a  mere  32  megabytes  of  memory; 

Microsoft's  Xbox  only  twice  that. 
Low-end  personal  computers  now 
come  with  256  megabytes  of  mem- 
ory, enough  to  produce  addictive  in- 
teractive worlds  in  games  such  as  The 
Sims,  a  game  so  popular  that  its  spin- 
offs were  four  of  the  top  ten  best- 
selling  PC  games  last  year,  according 
to  the  NPD  Group.  Consoles  won't  be 
leapfrogging  PC  gaming  until  their 
successors  debut  in  late  2005  or  2006. 
At  that  point  they  will  offer  high- 
definition-TV  quality  and  the  ability 
to  easily  network  scores  of  gamers 
into  the  same  virtual  world,  says 
Richard  Doherty,  research  director 
for  the  Envisioneering  Group. 

But  for  now  Activision  has  to 
fudge  for  memory's  sake.  Popu- 
lating streets  with  pedestrians 
and  traffic  hogs  memory,  so  this  virtual  Manhattan  looks 
more  like  downtown  Wichita.  "Everything  costs  something. 
You've  only  got  so  much  money,  and  that  money  is  memory," 
says  Powers. 

Done  right,  there's  no  reason  movie-linked  games  shouldn't 
be  bestsellers,  says  Kathy  P.  Vrabeck,  Activision's  president.  "One 
of  our  goals  is  retail  revenue  [for  the  game]  equal  to  the  movie's 
box  office."  F 

With  additional  reporting  by  Mary  Ellen  Egan. 
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MICHIGAN 

WHERE  BUSINESS  TAKES  FLIGHT. 


Michigan  has  attracted  over  10,000  new  business  and 
sxpansion  projects  during  the  past  seven  years.  That's 
ibout  four  new  projects  for  every  business  day,  more 
han  any  other  state. 

Ve've  attracted  all  sorts  of  key  players-including  those 
if  the  2004  Ryder  Cup  Matches,  the  2005  Major  League 
laseball  All-Star  Game  and  Super  Bowl  XL  in  2006. 


What  keeps  them  flying  in?  Maybe  it's  our  great  quality 
of  life  including  three  of  America's  top  ranked  cities  and 
regions  to  live,  work  and  play.  Or  maybe  it's  the  nations 
4th  largest  high  tech  workforce.  Or  the  nations  2nd  ranked 
business  climate,  according  to  Site  Selection  magazine. 
In  any  case,  we've  discovered  that  the  sky's  the  limit. 

Want  to  learn  more  about  how  we  can  help  your  business 
take  off?  Call  us  at  1.800.946.6829  or  visitwww.michigan.org. 


EAT  LAKES.  GREAT  LOCATION. 


The  house  invariably  wins:  onetime 
Harvard  prof  Gary  W.  Loveman. 


Stacking  the  Deck 

Harrah's  wants  your  money.  You  may  be  surprised  how  the 
casino  operator  is  getting  it  \  by  stephane  fitch 

IN  THE  CROWDED  CONFERENCE  ROOM  AT  HORSESHOE 
Casino  in  Las  Vegas,  TV  cameras  are  rolling  as  the  35th  an- 
nual World  Series  of  Poker  reaches  its  sweaty  two-man  cli- 
max. David  Williams,  a  handsome  24-year-old  math  major 
at  Southern  Methodist  University,  hets  it  all  with  a  pair  of 
fours.  Gregory  (Fossilman)  Raymer,  a  fleshy  39-year-old  patent  at- 
torney for  Pfizer,  holds  a  pair  of  eights.  The  dealer's  next  two  com- 
munity cards,  both  deuces,  favor  neither  man — Raymer  wins  the 
championship  and  $5  million. 

To  gamblers  this  lovably  shabby  tournament  confers  a  bit  of 
international  pride.  To  Harrah's  Entertainment,  which  paid 
$30  million  for  the  series  and  rights  to  the  Horseshoe  brand  in 


Nevada,  it's  a  precious 
marketing  opportunity. 
Not  so  much  to  advertise 
on  ESPN — which  will  re- 
broadcast  22  hours  of  the 
event  from  July  through 
June  2005 — as  to  turn 
those  13,000  poker  play- 
ers who  paid  $50  to 
$10,000  for  a  chance  to  reach  the  final  table  into  long-term  (and 
moneylosing)  customers.  Each  contestant  filled  out  a  form  at  the 
start;  the  information  went  straight  into  Harrah's  database  of  9,300 
people,  targets  of  telemarketing  and  direct-mail  blitzes.  An 
invitation-only  party  for  World  Series  participants  took  place  at  the 
Rio  the  night  before  the  tournament  began.  Harrah's  showgirls 
appeared  outside  the  main  poker  room  luring  spectators  to  casi- 
nos by  offering  free  tickets  to  comedy  shows  and  comps  for  food. 
Discounts  on  rooms  at  the  Rio  and  Harrah's  kept  both  places 
booked  solid  through  the  last  night  of  the  tournament. 

It's  all  part  of  the  direct  approach  embraced  by  Gary  W.  Love- 
man,  Harrah's  chief  executive,  since  he  took  his  celebrated  leave  in 
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Black  &  Decker  recycles  spent 
rechargeable  batteries.  So  should  you." 


Millions.  That's  how  many  rechargeable  batteries  Black  &  Decker  uses  in  its  cordless  power  tools  every  year. 
Eventually  those  rechargeable  batteries  can  no  longer  maintain  a  charge,  but  the  materials  in  them  can  still 
be  put  to  good  use.  How?  By  recycling.  Black  &  Decker  believes  that  the  environmentally  appropriate  method 
for  disposal  of  spent  batteries  is  to  recycle  them.  The  choice  of  a  recycling  partner  was  easy  -  RBRC.  Since 
1995,  this  non-profit  organization  has  recycled  22  million  pounds  of  rechargeable  batteries  in  the  U.S.  and 
Canada.  Whether  you're  a  business,  retailer,  community  or  consumer,  RBRC  has  a  recycling  solution  to  fit  your 

out  at  www.rbrc.org,  or  call  1.S00. 8. battery.  RBRC.  Responsible  Re 


Marketing  

1998  from  the  Harvard  Business  School, 
where  he'd  been  a  professor.  The  strategy  is 
born  of  necessity.  Harrah's  casinos  are  plen- 
tiful— 28  in  North  America,  including  the 
2  in  Vegas.  But  the  company  chooses  not 
to  spend  lavishly  on  broadcast  and  print 
ads  to  coax  families  and  young  profession- 
als to  sojourn  on  the  Strip.  Its  casinos  don't 
have  the  scale  or  the  attractions  of  the  Bel- 
lagio,  the  New  York-New  York  or  the  MGM 
Grand.  Says  Loveman:  "I  thought  if  I  can't 
alter  what  we're  offering,  maybe  I  can 
change  the  reason  people  buy  it."  Or  per- 
suade existing  customers  to  up  their  usage 
levels.  Loveman  told  Harrah's  marketers  to 
direct  their  pitches  to  serious  gamers. 

Today  Harrah's  is  the  most  profitable 
casino  company  in  the  U.S.,  netting  $325 
million  on  revenue  of  $4.3  billion  last  year. 
Of  the  $1.3  billion  it  spends  each  year  on 
marketing,  90%  goes  to  one-on-one  mail 
and  telephone  pitches  and  to  keeping 
members  of  its  "Total  Rewards"  frequent- 
guest  program  happy  (25  million  members, 
with  6  million  or  so  considered  "active"), 


sometimes  with  complimentary  rooms, 
meals  and  shows.  The  other  $  1 20  million  is 
put  into  acquiring  new  customers.  But 
again  Loveman  goes  about  it  differently. 
"Broadcasting  an  ad  on  television  or  in  a 


newspaper  is  admitting  you  have  no  idea 
who  your  customers  are,"  he  explains. 

Instead,  Harrah's  sends  $  1 2  million  to 
regional  managers  to  promote  special  events 
— slots  tournaments,  for  example,  where  a 
big  prize  goes  to  the  highest-grossing  slots 
player.  Or  it  gives  away  $100  in  credits  to 
gamblers  who  sign  up  for  Harrah's  rewards 
program.  (Most  lose  the  house's  money  and 
a  good  bit  of  their  own;  many  become  reg- 
ular customers.)  Some  marketing  dough 
subsidizes  a  small  street  fair  near  Harrah's 
that  lures  people  walking  by  on  their  way 


from  the  Mirage  or  the  Bellagio.  Other 
dollars  support  buffet  coupons  and  free 
shuttle  buses  to  the  Rio,  Harrah's  fanciest 
casino.  There  are  national  programs,  too, 
like  the  hookup  with  Coca-Cola  later  this 
year — special  cans  inside 
12-packs  entide  folks  to  a 
$25,000  prize,  plus  a 
chance  to  win  $1  million 
in  a  treasure  hunt  Har- 
J 1 1 1  rah's  will  hold  during  the 

summer  Olympics. 
Finally,  there's  the  World  Series  of  Poker. 
Next  year  Harrah's  will  play  a  more  con- 
spicuous role,  moving  the  event  to  the  Rio, 
which  has  conference  rooms  big  enough  to 
handle  three  times  as  many  spectators  and 
players.  ESPN  will  triple  the  number  of  hours 
of  poker  it  will  air  this  year.  Loveman  hopes 
to  renegotiate  his  contract  with  the  network, 
which  pays  only  $55,000  or  so  a  year  for 
broadcast  rights.  "If  ESPN  says,  'Go  to  hell,' 
we  think  Fox  Sports  will  take  our  call,"  he 
says.  Which  is  another  way  of  saying  that  in 
Vegas  the  house  invariably  wins.  F 


"If  ESPN  says,  'GO  TO 
HELL,'  we  think  Fox 
Sports  will  take  our  c 


best  cities  in  the  world  have  had  a  headstart  over  us.  What  did  we  do?  Dreamed  big.  And  achieved  fast.  We  were  the  first 
ee  the  dream  of  a  modern  Dubai.  Today  that  dream  is  up  and  running.  We've  helped  create  a  modem  city  with  a  lifestyle 
no  other  on  the  globe.  Now  it's  time  for  the  world  to  catch  up  with  us.  If  they  can. 

're  changing  Dubai's  future.  Visit  www.emaar.com 


Manzanillo  •  Mazatlan  •  Puerto  Vallarta  •  Cabo  San  Lucas 
San  Diego  to  San  Diego  •  Mexican  Riviera 


Cabins  start  as  low  as  $3,970  per  couple!  To  receive  a  full-color  conference  brochure  c 
to  reserve  your  cabin,  call  800/530-0770  or  visit  www.lnvestmentCruise.com 

Please  mention  your  priority  code  003233. 


Entrepreneurs 


The  Dating  Game 

There's  big  money  in  matchmaking.  Also  much  grief  I  by  allison  fass 


Singles  need  apply:  Daniel  Dolan  wants  to  expand  It's 

MATCHMAKING,  A  PROFESSION  AT  LEAST  AS  OLD  AS 
the  book  of  Genesis,  has  lately  adopted  various  in- 
carnations on  the  Internet.  But  not  at  13-year-old 
It's  Just  Lunch  International,  a  San  Diego,  Calif,  firm 
that  recently  signed  up  its  150,000th  client.  "We  still 
match  individuals  by  getting  to  know  our  clients,"  says  Daniel 
Dolan,  a  Harvard-trained  corporate  lawyer  turned  shadchn,  to 
borrow  the  Yiddish  word.  The  formula  hasn't  changed  much. 
Come  in  for  an  hour-long  interview — on  everything  from  mari- 
tal status,  education  and  religion  to  past  relationships  and  hob- 
|  bies —  then  plunk  down  your  entry  fee  ($  1 ,500  for  1 5  dates  if  you 
f  live  in  Cincinnati,  for  example;  $1,000  for  6  in  New  York  City) 
and  wait  to  be  assigned  dates  for  a  series  of  dutch-treat  lunches. 


Just  Lunch,  his  dating  formula,  to  Europe  and  Asia. 

Repeat  business  isn't  necessarily  a  sign  of  success  from  the  cus- 
tomer's point  of  view,  though  Dolan  says  that  roughly  a  fourth  of 
clients  re- up.  But  repetition  is:  It's  Just  Lunch  has  expanded  to 
63  offices  in  the  U.S.,  mosdy  on  the  backs  of  franchisees — Dolan 
and  his  wife  own  6.  He  claims  an  aftertax  profit  margin  of  50%  on 
corporate  revenue  of  $3  million  (systemwide,  $23  million  was 
taken  in  from  customers  last  year).  The  parent  charges  franchisees 
$30,000  up  front  and  9%  to  12%  of  their  revenues,  with  high  r 
percentages  for  the  older  franchises.  It  keeps  overhead  low:  T  ie 
home  office  employs  only  1 5  people  to  handle  training  new  fra  - 
chisees  and  deal  with  marketing.  (It's  Just  Lunch  collects  an  ad  - 
tional  3%  from  franchisees  for  national  advertising;  each  operator 
is  also  responsible  for  local  ads.) 
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at  some  point  you  will  want  to  take  fewer  meetings, 
you  will  want  to  take  fewer  phone  calls, 
fewer  business  trips 
and  more  vacations. 

but  what  will  become  of  the  company  you  have  built? 

is  it  important  for  you  to  leave  a  legacy? 

or  are  you  ready  to  let  it  go  completely? 

will  you  sell  your  company  to  the  highest  bidder? 

will  you  sell  it  to  your  employees? 

will  you  pass  it  on  to  your  children? 

do  they  want  it? 


Each  path  demands  a  completely  different 
plan  of  action.  We  want  to  learn  as  much 
as  we  possibly  can  about  your  company 
and  your  vision  for  its  future.  Then  and  only 
then  can  we  help  your  vision  become  real. 
Business  is  personal.  We  treat  it  that  way. 

Private  Company  Services 


*connectedthinking 


PricewaTeRhouseQopers  I 


We  have  created  a  dedicated  group 
focused  on  the  audit,  tax  compliance 
and  planning,  and  business  advisory 
needs  of  private  companies  and  their 
owners.  If  you  would  like  to  learn  more 
about  PricewaterhouseCoopers' 
Private  Company  Services  practice 
contact  the  practice  leader  in  your  area 
or  visit  us  at  www.pwc.com/pcs 

Atlanta 

Bill  Kooymans  678-419-4025 
Boston 

Mike  Carona  617-530-4145 
Charlotte 

Ken  Leahy  704-347-1663 
Mark  Moosa  704-347-1617 

Chicago 

Glenn  Aquino  312-298-2927 
Cleveland 

Rich  Stovsky  21 6-875-31 1 1 

Dallas-Ft.  Worth 

Tom  Codd  214-754-8925 

Detroit 

Dave  VanEgmond  313-394-6531 
Florham  Park 

Mark  Reffner  973-236-4840 
Don  Scotto  973-236-5530 

Hartford 

Alex  Corl  860-241-7035 
Houston 

Lance  Mosby  713-356-6039 
Los  Angeles 

Russ  McQueen  213-356-6155 
Miami 

George  Baccash  305-347-3584 
Minneapolis 

Ellen  Valde  612-596-4459 
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San  Francisco 

Mick  Friend  415-498-7478 

St.  Louis 

Steve  Ditman  314-206-8777 

Washington,  D.C. 
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Entrepreneurs 


Promotional  brochures  tout  the  ease 
and  convenience — busy  professionals  meet- 
ing for  a  meal — and  prestige.  Dolan,  42, 
claims  his  clients  are  mosdy  in  their  30s  and 
40s,  drawing  annual  incomes  between 
$75,000  and  $150,000.  "Dating  experts" 
thoughtfully  pair  up  people  by  personality, 
physical  appearance,  goals  and  "our  in- 
stincts." In  one  pamphlet  Nick  (who  is  ap- 
parendy  drawn  from  life)  meets  Sandy  for 
his  fourth  lunch  date.  They  got  engaged 
"during  our  ski  trip  to  Switzerland  last  win- 
ter." Somewhat  surprisingly,  Dolan  doesn't 
flack  his  own  romance  with  and  marriage  to 
the  founder,  Andrea  McGinty.  (He  met  her 
in  1994  after  reading  a  story  on  the  business 
in  Crain's  Chicago  Business.) 

Such  is  the  situation  in  company  litera- 
ture. You  get  a  very  different  picture  of  It's 
Just  Lunch  at  consumeraffairs.com,  which 
details  the  complaints  of  unhappy  cus- 
tomers, common  in  the  dating  business. 
Among  them,  that  the  company: 

•  signed  up  clients  by  preying  on  their 


chisees,  including  a  Chicago  woman  who 
accused  an  operator  of  luring  her  with 
exaggerated  claims  of  a  database  with 
under-40,  muscular  millionaires.  All  cases 
were  either  dropped  or  resolved. 

There  has  been  friction  with  franchisees 
as  well.  Few  rack  up  Dolan-size  profits. 
Investor  Blant  Hurt,  who  at  one  time 
owned  two  franchises,  says  his  operating 
margin  last  year  was  only  10%.  Contrast 
this  with  Paula  Komar,  the  franchise  oper- 
ator for  Detroit  and  Ann  Arbor,  who  insists 
that  her  aftertax  profit  margin  averages 
30%.  A  Springfield,  Mo.  franchisee  closed 
after  less  than  three  months  because  she 
couldn't  turn  a  profit.  "That's  why  we're 
here,"  says  Dolan.  "Pick  up  the  phone  and 
call  us  and  say,  'Hey,  help  me.'"  Neverthe- 
less, he  is  suing  the  franchisee  for  breaching 
her  ten-year  agreement.  The  franchisee, 
who  filed  for  bankruptcy,  is  countersuing 
for  misrepresenting  the  model. 

Problems  or  no,  Dolan  is  pushing 
ahead.  This  year,  in  addition  to  opening  15 


"They  had  a  match  for  me  they  said  was 
45  BUT  LOOKED  YOUNGER.  She  was  58. 


desire  to  find  a  mate  (Emily,  Washington, 
DC;  Anna,  Los  Angeles); 

•  failed  to  manage  cases  with  any  con- 
sistency. "I  spoke  to  a  new  staff  member  al- 
most every  time  I  called."  (David,  Mer- 
riam,  Kans.); 

•  did  a  poor  job  of  finding  appropri- 
ate matches.  "So  far  I  have  only  met  men 
that  I  wouldn't  even  go  out  with  on 
Match.com."  (Ellen,  San  Diego); 

•  lied  about  the  age  of  a  female  client. 
"They  had  a  match  for  me  they  said  was  45 
but  looked  much  younger.  She  was  58." 
(Kim,Katy,Tex.) 

One  former  employee,  fired  by  the 
company,  comes  clean  in  an  Oct.  20, 2003 
confession  on  the  site.  "Although  we  tell 
prospective  clients  that  we  are  very  selec- 
tive, we  will  take  anyone,  and  1  mean  any- 
one that  will  pay,"  she  writes. 

Dolan  says  that  some  complaints  sim- 
ply aren't  true  and  that  others  have  been 
resolved.  "It's  a  joke  of  a  Web  site,"  he 
claims.  "They  won't  even  update  the  infor- 
mation." But  he  does  confirm  that  at  least 
five  former  customers  have  sued  fran- 


new  offices  in  the  U.S.,  he  has  signed  master 
franchises  in  Singapore  and  Toronto.  He 
says  he  is  in  talks  with  folks  in  Australia, 
China,  France,  Germany,  Hong  Kong,  Japan, 
Switzerland  and  the  U.K.  "I'm  really  quite 
comfortable  saying  that  in  a  city  the  size  of 
Shanghai  or  Beijing  we  can  find  1,000  peo- 
ple," says  Dolan.  "This  is  profit  for  us."  It 
sure  is.  Master  franchises,  which  consist  of 
the  right  to  subcontract  to  a  string  of  fran- 
chisees, cost  a  sizable  upfront  fee,  ranging 
from  $100,000  to  $250,000,  plus  a  fourth  of 
the  take  from  the  9%  to  12%  royalty. 

Dolan  is  trying  to  scrub  his  company's 
image.  He  fiercely  defends  the  It's  Just  Lunch 
name,  slogans  and  briefcase  logo  from 
trademark  infringement.  He  is  also  aware 
that  charges  of  misleading  consumers  nearly 
did  in  his  competitor,  Together,  which  was 
the  subject  of  an  expose  on  NBC's  Dateline 
before  it  filed  for  bankruptcy  in  1997.  Dolan 
keeps  close  tabs  on  the  Better  Business 
Bureau  Web  sites  and  requires  his  fran- 
chisees to  do  so,  too.  But  none  of  this  has 
made  that  nagging  collection  of  gripes  at 
consumeraffairs.com  go  away.  F 
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His  Own  Beat 

DAN  LAKIN  makes  terrific  electric  bass  guitars. 
But  earning  a  living  from  it  has  been  tough. 


BY  EMILY  LAMBERT 

DANIEL  LAKIN  COULD  HAVE  BEEN  A 
contender — in  recycled  tires.  He  did 
manage  to  work  for  A.  Lakin  &  Sons, 
the  $50  million  (2003  sales)  Chicago  com- 
pany founded  by  his  great-grandfather,  on 
four  separate  occasions.  Each  ended  in  ter- 
mination. Instead,  he  followed  his  bliss: 
making  electric  bass  guitars. 

It's  been  a  bumpy  ten-year  road  trip 
since  Lakin,  40,  launched  Lakland  Basses 
with  $20,000  from  a  home  equity  loan. 
Partner  Hugh  McFarland,  a  guitar  repair- 
man, designed  a  model  that  borrowed 
elements  from  classic  basses — and  drew  a 
cease-and-desist  order  from  Fender  Musi- 
cal Instruments  for  trademark  infringe- 
ment. Back  to  the  drawing  board,  after 
which  the  pair  burned  through  $120,000, 
including  a  $  1 00,000  grant  from  Dan's  dad, 
Lewis.  "Production  was  much  slower  than 
we'd  anticipated,"  says  Lakin. 

In  a  humbling  retreat  Lakland  became  a 
unit  of  the  tire  recycler  in  1996.  McFarland 
.  defected  a  year  later.  While  the  guitar  gained 
recognition  among  well-known  artists  who 
played  it  at  concerts  in  exchange  for  free  or 
discounted  instruments,  Lakin  couldn't 
seem  to  make  money.  By  2000  Lakland  had 
piled  up  costs  of  $2.9  million  on  cumula- 
tive revenue  of  $2.3  million.  Lakin  pere  was 
$600,000  in  the  hole  by  then  and  wanted 
out.  With  a  couple  of  friends  Dan  rounded 
up  $250,000.  His  dad  matched  it  as  a  last 
gift,  letting  the  partners  keep  5,000  square 
feet  of  production  space  at  $500  a  month, 
yet  predicted  that  the  venture  would  be  dead 
within  three  months. 

But  slowly — slyly — Dan  was  acquiring 
some  business  smarts.  For  starters,  he 
stopped  over-ordering  parts,  resulting  in 
savings  of  $100,000  in  cash  outlays  for 
2000.  Stinting  on  inventory  did  nothing  to 
slow  down  his  assemblers,  paid  $8  to  $20 
an  hour  for  installing  frets,  electronics  and 
metal  hardware.  Greater  efficiency  enabled 


Lakin  to  start  paying 
his  suppliers  and  out- 
sourcers  in  30,  rather 
than  90,  days.  "Some 
were  getting  irritated," 
he  concedes,  and  he 
couldn't  afford  to  lose 
them:  The  business 
depends  on  workers 
in  Montana  who 
carve  the  maple  bass- 
neck  and  those  in  Cal- 
ifornia who  shape  and 
paint  the  bodies. 

Barter  deals  have 
spread  the  Lakland 
name  around.  A  grow- 
ing list  of  endorsers 
includes  Bob  Dylan's 
bassist  Tony  Gamier,  U2's  Adam  Clayton 
and  the  Rolling  Stones'  Darryl  Jones.  They 
get  deals  on  instruments  in  exchange  for 
playing  their  Laklands  at  high-profile  gigs — 
a  spot  on  Tlie  Tonight  Show  With  Jay  Leno, 
say,  or  a  televised  concert.  There's  publicity 
courtesy  of  ad  agency  Leo  Burnett,  which 
approached  Lakin  with  a  deal  he  could 
hardly  turn  down:  free  creatives  for  print, 
television  and  the  bass  company's  Web 
site — just  for  the  fun  of  it.  (The  work  has 
paid  off  for  the  agency,  which  has  won  four 
awards,  including  a  Clio,  so  far.) 

Lakin's  smartest  decision  was  to  move 
some  production  to  South  Korea.  In  2001 
he  teamed  up  with  Westheimer  Corp.,  a 
Northbrook,  111.  exporter-importer.  West- 
heimer held  a  stake  in  a  Seoul  factory  now 
used  by  a  dozen  other  guitarmakers  and 
had  it  build  a  new  Lakland  line,  the  Sky- 
line series,  whose  guitars  retail  for  $950  to 
$1,800,  at  the  high  end  of  the  cheaper  mar- 
ket. "From  20  feet  away  a  bass  player  would 
have  a  hard  time  telling  if  someone's  using 
a  $1,500  or  $4,000  bass,  and  that's  what  we 
wanted,"  says  Lakin.  The  wood  comes  from 


North  America,  but  Koreans  cut  it,  paint  it 
and  apply  the  frets  and  strings;  the  elec- 
tronics are  installed  back  in  Chicago. 

The  mass-produced  Skylines  are  a 
financial  salvation.  A  standard  U.S.-made 
bass  that  wholesales  for  $1,700  can  easily 
cost  $  1 ,500  to  produce,  a  ticket  for  losses 
when  you  throw  in  marketing  and  admin- 
istrative costs.  The  Korean  guitars'  manu- 
facturing costs  can  be  less  than  $500; 
because  of  added  volume,  the  line  is  prof- 
itable even  with  a  price  tag  as  low  as  $660. 

By  selling  1,000  Korean-made  Skylines 
and  300  Chicago-made  basses  last  year, 
Lakland  broke  even  for  the  first  time,  on 
$1.2  million  in  revenue.  Lakin  is  counting 
on  selling  1 ,500  Skylines  this  year  and  turn- 
ing a  10%  profit  on  sales  of  $1.5  million. 
Those  revenues  could  easily  double,  he  fig- 
ures, if  he  can  get  into  Guitar  Center,  the 
nation's  largest  musical-instrument  chain, 
with  1 30  stores. 

Lakin's  dad  expects  no  return  on  his 
investments.  And  if  Dan  makes  a  real  busi- 
ness out  of  these  guitars,  he  might  even 
shake  off  a  reputation  as  a  prodigal  son.  F 
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BEYOND  THE  BALANCE  SHEET 


INNOVATION 

An  accounting  bias  penalizes  earnings  of  companies  with  strong  R&D  efforts.  Here, 
in  the  second  installment  of  Forbes'  "Beyond  the  Balance  Sheet"  series,  we  show  how 
many  R&D-heavy  stocks  are  bargains,  by  cecily  fluke  and  lesley  kump 


CORPORATIONS  ARE  TOO  PREOCCUPIED  WITH  MAKING 
the  quarterly  numbers  to  build  their  futures.  So  goes 
the  common  reproach  about  American  business.  Is  it 
deserved?  Not  at  all,  if  you  look  at  research  spending. 
R&D  spending  has  expanded  enormously,  moving 
from  1.8%  of  nonfinancial  corporate  revenue  a  quarter-century 
ago  to  3.2%  in  2003.  The  payoff  is  here:  scanners  that  peer  into 


coronary  arteries;  silicon  chips  that  store  a  galaxy  of  data;  cell 
phones  that  double  as  cameras.  "It's  really  those  [R&D]  expendi- 
tures that  are  going  to  drive  long-run  corporate  performance," 
says  Leonard  Nakamura,  an  economist  with  the  Federal  Reserve 
Bank  of  Philadelphia. 

How  odd  then  that  accounting  rules  treat  spending  on  fac- 
tories much  more  kindly  than  they  do  spending  on  R&D.  Last 


EASTMAN  KODAK 

Introduced  in  April  2003,  Kodak's 
version  of  the  digital  color  printer 
helped  bring  in  $100  million  in  sales. 


MOTOROLA 

Popularly  known  for  its  fancy  flip 
phones,  Motorola's  new  V-series 
caters  to  users  young  and  old. 


R&D  VALUES 


PRICE/EARNINGS 

COMPANY/BUSINESS 

GAAP1  ADJUSTED2 

Eastman  Kodak/photographic  products 

11 

5 

$26.14 

Xerox/copiers  &  printers 

20 

8 

13.89 

ITT  Industries/fluid-control  products 

19 

8 

82.63 

Cummins/diesel  engines 

21 

8 

61.67 

Unisys/computer  services 

18 

9 

13.70 

Wyeth/drugs 

15 

9 

36.31 

Navistar  International/trucks 

44 

9 

39.03 

Bristol-Myers  Squibb/drugs 

15 

9 

25.85 

Motorola/communications  equipment 

36 

9 

20.22 

Lucent  Technologies/telecom  equipment 

114 

11 

3.53 

Hewlett-Packard/computers 

25 

11 

22.16 

Boeing/aerospace  &  defense 

21 

11 

48.43 

Dow  Chemical/chemicals 

18 

12 

40.22 

IBM/computers 

20 

12 

90.34 

Deere/earthmoving  equipment 

22 

12 

67.88 

Abbott  Laboratories/drugs 

19 

13 

42.37 
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year  Pfizer  spent  $7.6  billion  on  R&D  for  drugs  and  $2.7  billion  on  plants 
and  equipment.  The  drugmaker  deducted  the  entire  $7.6  billion  R&D 
expense  from  earnings  because  the  accountants  do  not  consider  R&D  a 
long-term  asset  whose  value  can  be  quantified.  But  it  deducted  only  5%  of 
the  $2.7  billion  plant-and-equipment  outlay  because  machinery  and  build- 
ings are  "hard"  assets  with  a  quantifiable  life  expectancy. 

This  might  make  sense  to  accountants,  but  it  is  not  a  very  useful  way  for 
investors  to  value  businesses.  Pfizer's  $270  billion  market  cap  is  supported 
more  by  the  patents  it  owns  on  innovative  drugs  such  as  Zoloft  (depres- 
sion), Zyrtec  (allergies)  and  Norvasc  (hypertension) — which  have  no  value 
on  its  balance  sheet — than  by  its  machinery,  land  and  buildings,  which  have 
a  book  value  of  $20  billion. 

Is  there  a  way  to  give  credit  to  the  investment  in  the  future  in  evaluating  Pfizer's  earnings? 
We  have  come  up  with  a  rough  measure,  along  the  lines  of  the  "cash  flow"  used  by  analysts 
to  evaluate  companies  with  heavy  plant-and-equipment  outlays — cash  flow  here  referring  to 
the  sum  of  earnings  and  depreciation.  Following  that  logic,  you  can  add  R&D  outlays  to  earn- 
ings to  come  up  with  an  innovation-adjusted  earnings  figure.  For  Pfizer  the  sum  of  R&D  and 
net  income  comes  to  $2.81  a  share.  In  comparing  drug  companies  (or  software  or  chip  or 
computer  companies),  you  can  look  not  only  at  the  ratios  of  price-to-  earnings  but  also  at  the 
ratio  of  price-to-innovation-adjusted  earnings.  For  Pfizer  this  ratio  is  13,  versus  a  ratio  of  20 
for  the  usual  P/E.  For  competitor  Bristol-Myers  Squibb,  the  ratio  of  price-to-innovation-ad- 


Spending  on  research  and  development  is  crucial  for  innovation  and  growth  but 
hurts  current  earnings.  One  way  for  investors  to  compare  the  price  of  stocks  in 
similar  industries  is  to  add  R&D  back  to  earnings.  These  companies  show  the 
biggest  improvements  in  their  P/Es  when  R&D  is  excluded  from  their  expenses. 


PRICE/EARNINGS 


RECENT 


COMPANY/BUSINESS 

GAAP1 

ADJUSTED2 

PRICE 

Pfizer/drugs 

20 

13 

$35.88 

Rohm  &  Haas/specialty  chemicals 

22 

14 

39.56 

Baxter  International/medical  supplies 

22 

14 

32.47 

Johnson  &  Johnson/health  care  products 

22 

14 

56.83 

Texas  Instruments/semiconductors 

31 

14 

25.34 

Raytheon/defense 

27 

14 

34.24 

NCR/computer  services 

47 

14 

49.08 

Eli  Lilly/drugs 

28 

15 

73.69 

Intel/semiconductors 

30 

17 

28.71 

Amgen/drugs 

30 

18 

55.09 

Apple  Computer/computers 

66 

18 

30.44 

DuPont/chemicals  &  life  sciences 

40 

18 

43.99 

EMC/computer  storage  products 

44 

20 

11.51 

Cisco  Systems/networking  equipment 

39 

23 

23.54 

Prices  as  of  June  8.  'Earnings  net  of  research  and  development  expenses.  Earnings  before  research  and  development 
expenses.  For  an  expanded  version  of  this  table  go  to  www.forbes.com/extra. 
Source:  Reuters  Fundamentals  via  FactSet  Research  Systems. 

BOEING 

Partnered  with  NASA,  Boeing's 
new  X-43A  travels  at  seven  times 
the  speed  of  sound. 
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APPLE  COMPUTER 

A  healthy  3  million  iPods  have  been  sold 
in  just  two  years,  making  it  the  hottest 
MP3  player  on  the  market. 


PFIZER 

Pfizer's  answer  to  depression  is 
Zoloft,  a  $3  billion  brand  for  the 
drugmaker  in  2003. 
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ences  from  their  P/Es  as  traditionally  cal- 
culated. We  limited  the  search  to  compa- 
nies that  invested  $200  million  or  more  in 
R&D  over  the  last  12  months  and  raked  in 
at  least  $5  billion  in  sales.  Like  Pfizer, 
these  companies  could  be  bargains  if  their 
R&D  results  in  successful  products. 

Eastman  Kodak,  whose  $800  million 
R&D  budget  is  very  large  in  relation  to  its 
net  income,  may  be  such  a  future  winner. 
Long  entangled  in  its  traditional  film  line, 
Kodak  at  last  is  making  a  big  bet  on  digi- 
tal. A  hot  seller:  the  EASYSHARE  Printer 
Dock,  a  wireless  digital  photo  printer  half 
the  size  of  a  shoe  box.  This  portable 
printer  and  its  related  accessories  brought 
in  $100  million  in  the  12  months  since  its 
introduction  in  April  2003.  The  money 
spent  to  develop  it  is  an  intangible  asset. 

Lucent  Technologies  is  another  tech 
company  on  the  comeback  trail,  with 
R&D  at  the  moment  greatly  outpacing 
earnings.  It's  trading  at  1 1  times  its  R&D- 
adjusted  earnings.  If  it  is  poised  to  better 
exploit  the  hidden  value  of  its  Bell  Labs 


T.Rowe  Price.  Proven  performance  with  low  expenses: 

1  year 

5  year 

10  year 

Expense 
Ratio 

Balanced  Fund 

Lipper  Balanced 
Funds  Average 

26.61% 

23.88% 

3.78% 

2.50% 

9.46% 

8.64% 

0.78% 

1.47% 

Equity  Income  Fund 

Lipper  Equity  Income 
Funds  Average 

36.40% 

35.78% 

6.01% 

3.30% 

12.45% 

10.25% 

0.78% 

1.62% 

Equity  Index  500  Fund 

Lipper  S&P  500 
Funds  Average 

34.76% 

34.21% 

-1.46% 

-1.73% 

11.38% 

11.23% 

0.35% 

0.81% 

Growth  Stock  Fund 

Lipper  Large-Cap  Core 
Funds  Average 

35.41% 

31.22% 

2.05% 

-2.34% 

11.85% 

9.27% 

0.76% 

1.62% 

Spectrum  Income  Fund 

Lipper  General  Bond 
Funds  Average 

14.87% 

6.91% 

7.22% 

5.59% 

8.13% 

6.48% 

0.77% 

1.37% 

Figures  as  of  3/31/04.  Mutual  funds  are  subject  to  market  risk.  Current  per- 
formance may  be  higher  or  lower  than  the  quoted  past  performance,  which 
cannot  guarantee  future  results.  Share  price,  principal  value,  and  return  will 
vary,  and  you  may  have  a  gain  or  loss  when  you  sell  your  shares.  To  obtain 
the  most  recent  month-end  performance,  call  us  or  visit  our  Web  site. 
Request  a  prospectus,  which  contains  complete  information,  or  a  briefer 
profile:  each  includes  investment  objectives,  risks,  fees,  expenses,  and  other 
information  that  you  should  read  and  consider  carefully  before  investing. 

Average  annual  total  return  figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions. 
"All  fund;,  excluding  institutional  and  bank  institutional  lunds  as  defined  by  Lipper,  more  than  six  months  old  as  ol  3/3 1 /04  are 
included.  (Source  lor  Lipper  data:  Lipper  Inc.)  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  MDEQ069436 


justed  earnings  is  9. 

To  be  sure,  Pfizer's  true  earnings  are 
not  $2.81  any  more  than  they  are  equal  to 
cash  flow;  rather,  the  idea  is  to  use  the  new 
R&D-adjusted  number  as  a  comparison 
tool.  Perhaps  in  an  ideal  world  accoun- 
tants would  capitalize  R&D  and  then 
amortize  it  over  the  lives  of  the  resulting 
products.  The  result  would  be  a  new  kind 
of  earnings,  higher  (for  most  companies) 
than  earnings  calculated  the  traditional 
way  but  lower  than  the  innovation- 
adjusted  earnings  presented  here. 

The  folly  of  treating  R&D  as  a  regular 
expense  like  the  electricity  bill  is  getting 
more  attention  lately.  Consider  the  study 
on  R&D  spending  released  this  year  by 
Allan  Eberhart,  associate  professor  of  cor- 
porate finance  at  Georgetown  University, 
and  two  colleagues,  William  Maxwell  and 
Akhtar  Siddique,  covering  8,000  compa- 
nies and  spanning  50  years.  The  results 
showed  that  companies  that  increased  R&D 
spending  had  both  improved  operating 
performance  and  superior  stock  returns. 


PATENT  POWER 

These  leading  holders  are  the  innovative 
vanguard  of  business. 

TOTAL  U.S.  PATENTS 


COMPANY  OVER  5  YEARS 


IBM 

15,756 

Canon 

9,447 

NEC 

8,818 

Micron  Technology 

7,420 

Samsung  Electronics 

7,007 

Matsushita 

6,947 

Sony 

6,903 

Hitachi 

6,809 

Fujitsu 

6,018 

Toshiba 

5,895 

Source:  U.S.  Patent  &  Trademark  Office. 

Eberhart  says  that  heavy  R&D  spending  in- 
creases risk,  but  also  increases  value. 

We  list  the  30  U.S.  companies  (see 
table,  pp.  142  and  143)  whose  price/R&D- 
adjusted  earnings  show  the  biggest  differ- 


IMPRESSIVE  PERFORMANCE 
VS.  ITS  PEERS. 


subsidiary,  famed  for  such 
inventions  as  the  transistor, 
then  it's  a  cheap  stock  now. 

Motorola's  heavy  R&D 
outlays  go  into  designing 
innovative  handsets.  Its  new 
V-series  cell  phone,  dubbed 
the  "triplets,"  lets  customers 
mix  and  match  colors  and 
features,  like  videoclip  play- 
back. The  V600  sold  70,000 
even  before  hitting  the 
shelves  in  April.  Motorola  is 
not  a  cheap  stock  measured 
the  traditional  way  at  36 
times  earnings.  But  it  is  just  9 
times  its  innovation-adjusted 
earnings,  not  very  high  for  a 
technology  stock. 

In  two  years  Apple  Com- 
puter's iPod  portable  music 
player,  with  its  signature  little  white  head- 
phones, has  grown  into  a  $  1  billion  busi- 
ness. Apple  has  sold  3  million  iPods  to  date 
and  has  dominated  the  MP3  market,  snag- 


INVESTING  IN  THE  FUTURE 

During  the  past  12  months  these  U.S.-listed  companies  spent 
the  most  money  on  research  and  development. 

COMPANY 

R&DS 
($BIL) 

PENDING  (LATEST  12  M0S) 

AS              AS  OF 
OF  SALES      MARKET  CAP 

Pfizer 

$7.6 

15.4%  2.7% 

DaimlerChrysler 

6.7 

4.0  14.0 

Microsoft 

6.1 

17.3  2.1 

Siemens 

6.1 

6.8  9.2 

IBM 

5.2 

5.7  3.5 

GlaxoSmithkline 

5.1 

13.2  4.1 

Nokia 

4.7 

13.1  7.0 

Intel 

4.5 

14.4  2.4 

Honda  Motor 

4.0 

5.5  9.2 

Novartis 

3.9 

15.0  3.4 

Source.  Reuters  Fundamentals  via  FactSet  Research  Systems. 

ging  a  50%  share.  Though  it  was  not  the 
first  MP3  player  to  hit  the  market,  the  iPod 
was  the  first  to  take  the  portable  flash 
player  and  install  a  hard  drive,  giving  it 


maximum  storage  space.  And 
iPod's  counterpart,  the  online 
iTunes  Music  Store,  dominates  the 
business  of  legal  downloads  with  a 
70%  share,  having  sold  70  million 
songs  in  2003,  its  first  year,  at  99 
cents  a  pop.  Its  price/earnings  mul- 
tiple makes  a  big  swing  with  the 
add-back  of  R&D. 

Boeing  is  a  big  spender  in  the 
research  labs.  It  recently  launched 
Connexion,  a  broadband  mobile 
data  provider,  on  Lufthansa  Air- 
lines. For  $30  per  trip,  passengers 
can  send  and  receive  e-mails,  surf 
the  Web  and  shop  at  the  same 
high  speed  as  with  a  DSL  connec- 
tion. The  company  is  also  working 
with  the  National  Aeronautics  & 
Space  Administration  and  other 
contractors  on  the  X-43A,  the 
world's  fastest  air-breathing  aircraft.  Boe- 
ing goes  for  a  mere  1 1  times  innovation- 
adjusted  earnings,  against  21  times  bot- 
tom-line earnings.  F 


100%  NO  LOAD 


experience  ■  independence  ■  discipline 

Isn't  it  time  to  switch  to  a  low-cost 
T.  Rowe  Price  fund? 

AtT.  Rowe  Price,  we  beiieve  that  you  shouldn't  have  to  choose  between 
low  expenses  and  strong  performance;  we  offer  funds  with  both.  We 
have  a  broad  selection  of  low-cost  funds  that  have  outperformed  their 
1-,  5-,  and  10-year  Lipper  averages  as  of  3/31/04.  Our  active,  hands-on 
approach  to  investing  is  just  one  of  the  reasons  our  funds  have  per- 
formed so  well  over  time.  We  also  continue  to  keep  our  costs  low: 
100%  of  our  funds  for  individual  investors  have  expense  ratios  below 
their  Lipper  averages,  with  no  loads,  sales  charges,  or  commissions.* 

Our  Investment  Guidance  Specialists  can  help  you  choose  the  low-cost 
fund  that's  right  for  your  goals  and  tolerance  for  risk.  If  you  want,  we 
can  even  help  you  open  an  account  right  over  the  phone. 


TROWEPRICE.COM/MUTUALFUNDS 


1-866-239-7536 


T.Rowefirice 


INVEST  WITH  CONFIDENCE 


Mnrifty  &.  Investing 

STRATEGICS 
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HHH  HE  RIG  AS  FAMILY,  SAY  THE  PROSECUTORS,  RIPPED  ( )FF 
public  shareholders  in  Adelphia  Communications. 
Motorola's  stock  price  jumped  9%  last  September  on 
I     the  departure  of  chief  executive  Christopher  Galvin,  a 
Wm     scion  of  the  founding  family.  Hewlett-Packard  Chief 
Carleton  Fiorina  had  to  overcome  fierce  opposition  by  Hewlett 
and  Packard  family  members  to  her  (apparently  wise)  2002  buy- 
out of  Compaq. 

The  common  perception  is  that  founding  families  are  bad 
news  for  investors  in  public  companies.  But  that  perception  is 
wrong,  says  new  research  from  two  finance  professors,  Ameri- 
can University's  Ronald  Anderson  and  Temple  University's  David 
Reeb.  They  found  that  family-controlled  public  companies  boast 


significantly  better  accounting  and  market  performance  than 
other  public  companies.  Return  on  assets  of  6. 1  %  outpaces  that 
of  other  companies,  4.7%.  Under  their  measurement  of  market 
value,  family  firms'  market  valuation  is  10%  higher. 

"Family-controlled,"  as  the  professors  define  it,  includes 
founder-controlled  companies  like  Microsoft  and  Amazon.com; 
companies  like  Ford  Motor  and  Playboy  run  by  descendants  of 
the  founders;  and  companies  like  DuPont  and  Dow  Jones,  where 
the  family  is  out  of  the  executive  suite  but  in  a  position  of  influ- 
ence by  dint  of  share  ownership  or  board  seats.  While  founders 
do  the  best  job  with  a  business,  their  descendants  aren't  usually 
slouches,  says  Anderson,  lead  author  of  the  study,  which  appeared 
in  a  recent  issue  of  the  Journal  of  Finance.  The  profs  updated  the 


Nepotism  isn't  always  bad.  Companies 
passed  along  through  the  generations 
do  pretty  well.  Here's  how  to  profit  by 
following  bloodlines  I  by  matthew  swibel 


Family 
Ties 


Pitcairn  fund  managers 
David  Larrabee  and  Eric 
Feder  are  always  looking  to 
invest  in  good  family-run 
companies. 
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FOR   THE    FIRST   TIME  EVER, 

FLY   NON-STOP    FROM    NEW  YORK  TO  SINGAPORE. 


nIow  the  world  is  an  even  smaller  place.  After  introducing  the  first 
ion-stop  flight  between  Los  Angeles  and  Singapore  in  February, 
Singapore  Airlines  now  offers  daily  non-stop  service  between  New  York 
Newark)  and  Singapore.  Enjoy  more  comfort  and  space  on  our  new 
\345LeaderShip  while  reducing  travel  time  by  up  to  four  hours. 
:xperience  a  more  luxurious  Raffles  Class  or  our  new  Executive 
economy  Class,  both  specially  designed  with  the  executive  traveler  in 
Inind .  And  of  course,  the  inflight  service  even  other  airlines  talk  about. 


j/ww.  nonstop2singapore.com 


A  great  way  to  fly 

SinGAPORE  AIRLinES 


A  STAR  ALLIANCE  MEMBER 


Money  &  Investing 


TteKinfolk  Factor 


study,  which  covered  the  boom  years  of  1992 
to  1999,  through  2001  and  found  almost 
identical  results. 

Families  are  more  influential  than  you 
might  think.  Family  control  is  seen  in  141 
of  the  403  S&P  500  companies  they  exam- 
ined (ignoring  heavily  regulated  utilities 
and  banks)  and  accounts  for  35%  of  the 
S&P's  $10.5  trillion  market  value.  Within 
this  group,  45%  have  a  family  member  as 
chief  executive  (Amazon  yes,  Microsoft  no) 
and  in  the  rest,  the  family  has  a  consider- 
able influence  over  the  selection  of  an  out- 
sider for  the  head  job.  The  average  equity 
stake  by  the  families  is  18%,  their  share  of 
board  seats  three  times  that  and  the  aver- 
age duration  of  their  stakes  75  years.  The  Du  Ponts,  for  exam- 
ple, have  held  an  equity  stake  of  no  less  than  15%  in  the  chem- 
ical firm  for  200  years. 

The  academics  speculate  that  family  companies  perform 
better  because  they  have  longer  investment  horizons.  Family 
insiders  are  presumably  less  likely  than  hired  hands  to  be  moti- 
vated to  puff  up  earnings  in  the  short  term  in  order  to  collect  an 
options  windfall. 

One  way  to  exploit  the  family  advantage  is  to  buy  a  no-load 
mutual  fund  called  Pitcairn  Family  Heritage  Fund,  which 
prefers  investing  in  companies  with  at  least  a  10%- 15%  family 
ownership.  The  philosophy  of  Pitcairn  (which  recently  hired 
the  professors  as  consultants)  is  understandable:  The  fund  is 
sponsored  by  the  $2  billion  (assets)  Pitcairn  Financial  Group, 
founded  in  1923  to  manage  the  wealth  of  John  Pitcairn, 
cofounder  of  the  Pittsburgh  Plate  Glass  Co.  (now  known  as 
PPG  Industries).  Large  shareholders  of  PPG  and  board  members 
until  the  mid-1980s,  the  family  believed  that  its  involvement  in 
the  company  led  to  a  superior  growth  record.  In  1989  they 
started  Family  Heritage  Strategy  to  capitalize  on  the  prosper- 
ity of  other  folks  in  similar  positions.  The  mutual  fund  was 
opened  to  the  public  in  August  2000.  Minimum  investment: 
$5  million.  At  summer's  end  that  will  drop  to  $2,500  when  the 
Constellation  fund  group  distributes  it. 

The  $80  million  fund  has  returned  0.6%  annually  over  the 
past  three  years,  edging  out  the  S&P  500  by  2.4  points,  despite  the 
drag  of  a  1.25%  expense  ratio.  "We're  the  only  mutual  fund  pur- 
suing this  investing  strategy,"  comanager  Eric  Feder  says.  "And 
that's  fine  with  me." 

A  sampler  of  the  fund's  biggest  holdings  is  shown  in  the 
table  (see  above).  If  you  can't — or  won't — pay  Feder's  price  of 
admission,  but  like  his  ideas,  look  for  these  attributes. 

•  Reinvestment.  Feder  and  comanager  David  Larrabee  want 
to  see  profits  plowed  back  into  the  business  rather  than  returned 
to  shareholders  as  dividends.  Then  you  know  the  insiders  are 
thinking  long  term.  Vishay  Intertechnology,  which  makes  elec- 
tronic components  for  cell  phones,  is  a  big  hit  with  Pitcairn 
because  during  the  tech  slump,  founder  and  Chief  Executive 
Felix  Zandman,  who  keeps  a  50%  stake,  deployed  its  still-decent 


These  family-controlled  companies,  held  by  the  Pitcairn  fund,  have  outdistanced  the 
S&P  500.  Not  all  family  businesses  are  winners,  of  course.  The  ones  below  exemplify 
the  characteristics  that  the  fund- looks  for  in  a  good  family  company. 

Recent 

Company/business 


price 


Pit 


5-year 
annualized 
price  change 


Flagstar  Bancorp/bank 

$21.36 

5 

33.9% 

Nike/athletic  apparel 

70.31 

21 

3.2 

J.M.  Smucker/food  processing 

49.05 

22 

15.8 

Stryker/medical  devices 

53.59 

44 

28  4 

Universal  Health  Services/health  care  services 

44.74 

14 

12.1 

Vishay  Intertechnology/electronics 

19.01 

58 

9.9 

S&P  500  index 

21 

-3.1 

Prices  as  of  June  8.  Sources:  Pitcairn  Financial  Group;  Reuters  Fundamentals  via  FactSet  Research  Systems. 

free  cash  flow  to  pay  for  a  dozen  acquisitions.  Vishay  has  a  stror 
enough  earnings  growth  rate  (21%  annually  over  the  past  fix 
years),  Feder  says,  to  justify  its  steep  price  (57  times  trailin 
earnings). 

•  Influence.  When  a  family's  interest  wanes,  so  does  Feder' 
Earlier  this  year  he  unloaded  shares  of  West  Pharmaceutical  Se: 
vices,  which  makes  drug  delivery  systems  to  better  administ* 
vaccines  orally  and  nasally.  While  the  founding  West  and  Wit 
families  continue  to  hold  a  substantial  portion  of  outstandir 
shares,  there  has  been  no  family  representation  on  the  corr 
pany's  board  of  directors  since  the  2001  death  of  Jess  Rof: 
Wike,  who  had  served  40  years. 

Contrast  that  to  Nike,  the  sneaker  importer,  who; 
cofounder  and  chief  executive,  Philip  Knight,  owns  80%  of  tr 
voting  stock.  Nike  has  seen  a  14%  sales  gain  so  far  this  yea 
Despite  scrappy  competition,  Knight  has  ensured  that  Nil- 
keeps  producing  innovative  products  to  cement  its  lead. 

•  A  franchise  position.  Jam  maker  J.M.  Smucker  Co.  is  run  t 
brothers  Robert  and  Timothy  Smucker  and  has  been  around  fc 
106  years.  The  brothers  own  1 1%  of  the  stock.  Its  leading  mark 
share  in  jams,  jellies  and  preserves  gives  it  shelf-space  leverage  fc 
related  products;  it  expanded  its  peanut  butter  line  and  adde 
shortenings  with  the  acquisition  of  the  brand  names  Jif  and  Crisc 

•  A  high  return  on  equity.  This  old  gauge  (earnings  divided  t 
average  shareholder's  equity  over  the  past  12  months)  can,  it 
true,  be  distorted  by  paper  writeoffs  and  stock  buybacks,  whic 
depress  the  equity  base.  Nonetheless,  a  high  ROE  is  still  sotrn 
times  an  indication  that  a  company  either  has  valuable  intang 
bles  that  you  can't  see  on  the  balance  sheet  or  particular  skill  i 
running  its  operations.  Flagstar  Bancorp,  a  holding  company  fc 
Midwestern  thrifts,  has  delivered  an  average  ROE  of  26%  ov< 
the  last  five  years,  double  that  for  the  thrift  industry.  The  ean 
ings  were,  to  be  sure,  helped  by  a  transient  phenomenon — tf 
mortgage  refinancing  boom — but  there  is  every  reason  1 
believe  that  the  insiders  are  in  this  one  for  the  long  pull.  Thorn; 
Hammon,  60,  founded  the  business  17  years  ago  and  is  chai 
man;  son  Mark,  39,  is  chief  executive.  Between  them  and  oth 
relatives,  the  family  owns  47%  of  the  shares.  It's  a  cheap  stock- 
five  times  trailing  earnings. 
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The  bank  of  Jackie 


rewards  her  success  with  the  exclusive  services  of  a  private  banker 


designed  a  unique  investment  strategy  to  secure  her  retirement 


provides  the  tools  to  manage  her  company's  day-to-day  cash  flow 


carefully  guides  the  estate  plan  for  her  children's  futures 


believes  that  trust  is  the  most  valuable  asset. 


Invest  in  you 


Union 

Bank  of 
California 


The 

Private 

Bank" 


Banking  Services  •  Trusts  •  Investment  Management 

Beverly  Hills  Irvine  Los  Angeles  Palo  Alto 

San  Diego  San  Francisco  San  Jose  Seattle 


Portland 
Tacoma 


Rancho  Mirage 
Walnut  Creek 


Sacramento 
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MAKERS  &  BREAKERS 

For  more  financial  stats,  go  to  www.forbes.com/makers. 

Rusty  Steelmakers 
Take  a  Shine 

After  a  decade  of  hard  knocks  U.S.  steelmakers  are  rebounding. 
And  the  best  of  the  bunch  is  the  biggest,  U.S.  STEEL  (30,  X).  Huge 
Chinese  demand  and  high  freight  prices  are  keeping  foreign 
steel  away  from  the  U.S.  And  smart  expansion  strategy  has  solid- 
ified USS'  position. 

As  an  integrated  steel  manufacturer,  U.S.  Steel  (26.8  million 
tons  annual  capacity)  is  well  positioned  for  higher  demand,  with 
a  rich  product  mix,  favorable  raw  materials  costs  and  profitable 
plants  in  Europe.  The  company  mines  its  own  iron  ore  and  pro- 
duces its  own  coke.  Abrupt  increases  in  the  prices  of  coke  and 
scrap  metal  have  pounded  minimills  like  Nucor,  offsetting  their 
advantages  in  labor  costs. 

Note  that  U.S.  Steel  has  done  its  own  cost-trimming,  elimi- 
nating $320  million  in  annual  operating  costs  in  the  past  two  years, 
says  Caglar  Somek,  Credit  Suisse  First  Boston  analyst.  After  buying 
National  Steel  last  year,  USS  signed  new  labor  contracts  shrinking 
the  combined  domestic  work  force  by  27%.  The  purchase  added 
7  million  tons  of  steelmaking  capacity,  which  strengthened  USS  in 


higher-end  auto,  container  and  construction  products.  Acquisi- 
tions in  Slovakia  and  Serbia  made  USS  the  largest  integrated  pro- 
ducer of  flat-rolled  steel  in  central  Europe,  serving  automakers  like 
Germany's  Volkswagen  and  France's  Peugeot. 

Following  a  red-ink  2003,  Steel  turned  a  first-quarter  profit 
of  $58  million,  or  47  cents  a  share,  on  $2.9  billion  in  sales  (up 
55%).  Somek  is  predicting  a  $475  million  net  for  the  year. 

— Mark  Tatge 


Power  Plus 


Good  Book 


Growth-mad  Enron  and  Dynegy  flamed 
out,  but  slow  and  steady  sempra  energy 
(34,  SRE)  behaved  more  soberly  in  the 
1990s.  Its  restraint  during  the  boom  years 
for  energy  lets  it 
invest  in  promising 
new  projects  now, 
says  A.G.  Edwards  & 
Sons  analyst  Michael 
C.  Heim. 

Sempra,  anchored 
by  two  California  util- 
ities (Southern  Cali- 
fornia Gas  and  San  Diego  Gas  &  Electric), 
has  moved  beyond  that  regulated  realm  into 
energy  trading  and  liquefied  natural  gas 
terminals. 

This  has  paid  off  with  strong  first- 
quarter  results:  Revenues  rose  23%  to 
$2.4  billion  and  earnings  124%  to  $197 
million.  That's  after  a  solid  2003,  when 
revenues  increased  30%  to  $7.9  billion 
and  earnings  9.8%  to  $649  million.  The 
trailing  price/earnings  ratio  is  a  mere  10. 

— Tatiana  Serafin 


Best  known  as  a  Bible  publisher,  two- 
century-old  THOMAS  NELSON  (22,  TNM)  is 

branching  out  from  its  Christian  roots  to 
secular  titles,  ranging  from  gardening  to 
business.  Nelson  has  struck  a  three- 
cookbook  deal  with  famed  chef  Wolfgang 
Puck,  for  instance. 

Sidoti  &  Co.  analyst  Robert  Skloff 
believes  the  mix  bodes  well  for  sharehold- 
ers. Nelson's  tides  can  be  found  all  over, 
from  cornucopia  retailer  Wal-Mart  Stores 
to  booksellers  Barnes  &  Noble  and  Bor- 
ders. The  stock  has  doubled  from  a  year 
ago,  though  it  has  backed  off  its  $29 
high  during  the  Eastertime  run  of  Mel 
Gibson's  Passion  of  the  Christ.  While 
sales  inched  up  only 
2%  to  $223  million 
for  the  fiscal  year 
ended  Mar.  30,  earn- 
ings climbed  59% 
to  $16  million.  Nel- 
son's 22  P/E  is  below 
the  book  industry's 
average  (29).  — T.S. 


A  Lower  Level 

Betting  on  broadband  is  always  a  dicey 
undertaking,  but  Warren  Buffett  has 
played  it  well.  The  famed  Omaha  investor 
bought  into  LEVEL  3  COMMUNICATIONS 
(4,  LVLT)  in  July  2002  amid  hopes  that 
it  would  profit  from  gobbling  up 
distressed  rivals.  He 
later  got  out  with  a 
nice  gain.  Level  3, 
which  runs  a  vast 
fiber-optic  network, 
has  seen  its  stock 
slump  back. 

Alas,  no  turn- 
around is  in  sight. 
Level  3  continued  its  chronic  moneylos- 
ing  ways  in  the  first  quarter.  The  latest 
blow  is  AOL's  decision  to  scale  back  its 
dial-up  business.  The  debt  service  grinds 
on:  Level  3  paid  $567  million  in  interest 
expense  last  year  on  $5.3  billion  in  debt. 
Last  year  the  company  did  whitde  down 
the  debt  some,  but  by  swapping  it  for 
equity,  thus  diluting  the  stock  by  60%. 
Short  it;  cover  at  $2.  — Daniel  Kruger 
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MONEY    MANAGEMENT    IS    WHAT    WE  DO. 


Wealth  is  a  great  achievement  and  a  great  responsibility.  It  can  take  over  your  time,  or  it 
can  enhance  your  life.  How  do  you  make  your  wealth  work  for  you,  rather  than  the  other 
way  around?  Neuberger  Berman  has  solutions.  For  more  than  sixty  years,  we've  helped 
people  manage  wealth  and  preserve  capital.  By  focusing  on  money  management  and 
listening  to  your  goals,  we  can  help  you  gain  the  most  precious  asset  of  all  -  quality  time. 
Whether  you  have  $500,000  or  $500  million  to  invest  in  a  customized  portfolio,  call  us 
at  866.483.1046,  ext.  21417  for  our  free  brochure  Orchestrating  Success.  Or,  for 
more    information    and    a    list    of    our    offices    across    the    country,    visit    us    at  nb.com. 

MONEY    MANAGEMENT    IS    WHAT    WE  DO": 


NEUBERGER  BERMAN 


A  Lehman  Brothers  Company 

Neuberger  Berman,  LLC.  Member  NYSE/NASD/SIPC.  Over  $74  billion  in  assets  under  management  (3/31/04).  Minimum  investment  $500,000.  ©2004.  All  rights  reserved.  5/04 


The  Contrarian 


By  David  Dreman 


1973  Revisited? 


Oil  prices 
will  ease  a  bit. 
We  won't  have  a 
market  crash. 
Buy  stocks— 
especially 
oil  stocks. 


VETERANS  OF  WALL  STREET  GRIMACE  AT  THE  MEMORY 
of  1 973,  the  year  of  the  Arab  oil  embargo.  Back  then 
drivers  often  waited  an  hour  in  line  to  fill  their  tanks 
at  prices  that  had  skyrocketed  150%  to  $3.80  a  gallon 
(in  2004  dollars).  Higher  fuel  prices  plunged  the 
economy  into  recession,  as  well  as  the  worst  stock  market  break 
of  the  post-World  War  II  period. 

Now  a  number  of  prominent  strategists  say  the  sharp  spike 
in  oil  prices  makes  today  look  eerily  like  1973.  Are  they  right? 
Absent  a  devastating  terrorist  action,  no. 
True,  the  current  shortage  of  oil  and  natural  gas,  which  has 
led  to  the  price  surge,  seems 
even  more  intractable  than  it 
was  three  decades  ago.  The 
Organization   of  Petroleum 
Exporting   Countries'  1973 
embargo  was  politically  moti- 
vated, to  punish  the  U.S.  for 
supporting  Israel  in  the  Yom 
Kippur  War,  and  could  have 
been  lifted  at  any  time. 

In  2004  OPEC's  lowered  pro- 
duction levels  are  not  based  on 
political  anger — and  more  im- 
portant, not  wholly  to  blame  for 
the  higher  prices.  So  the  worldwide  supply-demand  imbalance 
cannot  be  relieved  as  readily. 

A  big  factor  lately  is  fast-growing  China's  enormous  demand. 
That  won't  abate.  China  is  trading  in  its  bicycles  for  Toyotas,  all 
the  while  building  up  petroleum  reserves  in  fear  of  even  higher 
prices  ahead.  Demand  in  the  U.S.  is  robust,  too.  Higher  oil  prices 
are  being  felt  throughout  the  economy,  from  aluminum  smelt- 
ing to  food  sales  (transportation  is  12%  of  food  costs). 

Terrorism,  the  other  new  problem,  also  is  not  easily  dis- 
pelled. This  threat  may  be  adding  as  much  as  $5  to  the  $40  per 
barrel  price.  The  nightmare  scenario  is  that  terrorist  attacks  on 
oil  terminals  or  pipelines  in  places  like  Saudi  Arabia,  Kuwait  and 
the  United  Arab  Emirates  would  choke  off  the  supply.  Both  the 
stock  market  and  the  economy  would  drop  sharply  and  possibly 
stay  depressed  for  years,  while  oil-fueled  inflation  would  rise 
sharply.  On  the  bright  side,  note  that  such  a  multipronged 
attack  is  very  tough  to  pull  off. 

Above  all,  however,  there  are  significant  and  reassuring  dif- 
ferences between  1973  and  2004.  Then  the  economy  was  weak- 
ening for  cyclical  reasons,  and  now  it  is  strengthening.  The  mar- 
ket had  hit  a  peak  in  early  1973  and  had  already  begun  to  fall 
when  the  embargo  arrived.  Today  you  can  argue  that  the  market 


The  S&P  500  trades  at  17  times 
estimated  2004  earnings. 

So  what  if  oil  kicks  up  infla 
tion  a  bit?  The  good  news,  a 
I've  noted  before  (see  my  June  ', 
column),  is  that  rising  inflation 
though  a  brake  on  the  marke 
short  term,  doesn't  bring  lasting 
harm  to  stocks.  Over  timt 
stocks  have  proved  to  be  ai 
excellent  store  of  real  (that  is 
inflation-adjusted)  wealth. 
Not  everyone  on  Wall  Street  buys  the  gloomy  talk  about  oi 
prices  spiraling  out  of  control.  Many  oil-stock  analysts  think  th( 
price  will  drop  to  $30-to-$34  later  this  year  and  $25  next.  I  don' 
share  that  optimism  about  how  far  oil  will  come  down;  I  expec 
the  price  to  soon  settle  in  the  mid-  to  high  30s,  a  good  $1( 
above  what  we  had  grown  accustomed  to.  High  oil  prices  an 
with  us  for  a  while.  Oil  is  no  longer  in  oversupply,  and  refiner 
ies  are  almost  at  capacity.  The  oil  industry  has  not  increased 
and  in  some  cases  has  reduced,  exploration  budgets,  making  ; 
tight  supply  even  tighter  up  ahead. 

What  shines  through  the  contrasting  prognostications  i 
that  oil  stocks  are  good  buys.  They  still  look  cheap  because  o 
the  mistaken  Street  consensus  that  per-barrel  prices  will  dip 
These  stocks  have  low  price/earnings  ratios,  with  many  showinj 
strong  cash  flows,  low  debt-to-capital  ratios,  plus  rich  anc 
increasing  dividends.  Here  are  several  to  consider: 

ChevronTexaco  (90,  CVX)  is  one  of  the  world's  largest  inter 
national  oil  companies.  First-quarter  earnings  blew  away  ana 
lysts'  estimates,  coming  in  21%  above  the  consensus 
Upstream,  downstream  and  chemical  operations  were  al 
strong.  Chevron  trades  at  12  times  trailing  earnings  and  1 
times  2005's  earnings,  which  are  expected,  on  the  premise  o 
falling  oil  and  gas  prices,  to  drop  12%.  Don't  bet  on  that  fore 
cast.  The  stock  yields  3.2%  with  long-term  debt  at  only  22%  o 
total  capitalization. 

Kerr-McGee  (50,  KMC)  is  a  large  exploration  and  developmen 
firm,  one  that  also  holds  a  stake  in  specialty  chemicals  (29%  o 
revenues).  Earnings  should  be  up  15%  this  year  with  anothe 
good  gain  in  2005.  This  'stock  trades  at  17  times  trailing  earn 
ings  and  yields  3.6%. 

Burlington  Resources  (34,  BR)  is  another  explorer,  with  ai 
ample  portfolio  of  North  American  oil  and  gas  reserves  (2  billion 
barrels  on  this  continent,  or  500  barrels  per  $3,400  round  lot  o 
stock).  Earnings  have  tripled  in  the  last  six  years  and  should  b 
up  close  to  10%  this  year.  Its  P/E  is  10,  and  its  yield  0.9%.  I 


is  a  bit  overpriced,  yet  |~  plrjj*h^§  I  "av't'  "reman 's  chairman  of  Dreman  Value  Management  of  Jersey  City,  N.J.  His  latest  book  is  Contraria 
nothing  like  in  the  past.  I         — icom    I  Investment  Strategies:  The  Next  Generation.  Visit  his  home  page  at  www.forbes.com/dreman. 
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employees  a  raise,  or  a 

mge  of  more  affordable  cost-sharing  options.  So  now  you  can  give  your  employees  access  to  great  medical, 

:otal  wellness  program? 

lieventive  and  wellness  services,  and  still  have  something  left  over.  To  know  more,  visit  us  online,  or  call. 


KAISER  PERMANEJMTE 


www.kaiserpermanente.org 


Call  your  broker  or  1-800-298-9618 


The  7  WONDERS 

of  TARGETED  ADVERTISING 

Take  the  guesswork  out  of  your  ad  campaign  and  improve  results  with  MNI!  By  targeting  your  message 
demographically  and  geographically  in  the  nation's  top  magazines,  you'll  get  the  most  impact  from  your 
ad  investment.  MNI  offers  more  than  400  targeted  markets  and  seven  lifestyle-defined  magazine  packages  to 
meet  your  objectives.  Start  reaching  the  affluent  and  responsive  audience  you  need  today! 

Stop  wondering  about  the  effectiveness  of  your  media  plan  —  call  MNI  today!  For  more  information, 
contact  Robert  Reif,  National  Ad  Director,  at  877-ASK-4MNI  or  visit  MNI  online  at  www.mni.com. 
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Iventive  and  wellness  services,  and  still  have  something  left  over.  To  know  more,  visit  us  online,  or  call. 
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The  7  WONDERS 

Of  TARGETED  ADVERTISING 

Take  the  guesswork  out  of  your  ad  campaign  and  improve  results  with  MNI!  By  targeting  your  message 
demographically  and  geographically  in  the  nation's  top  magazines,  you'll  get  the  most  impact  from  your 
ad  investment.  MNI  offers  more  than  400  targeted  markets  and  seven  lifestyle-defined  magazine  packages  to 
meet  your  objectives.  Start  reaching  the  affluent  and  responsive  audience  you  need  today! 

Stop  wondering  about  the  effectiveness  of  your  media  plan  —  call  MNI  today!  For  more  information, 
contact  Robert  Reif,  National  Ad  Director,  at  877-ASK-4MNI  or  visit  MNI  online  at  www.mni.com. 
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>men's  Leadership  Exchange  is  a  unique  business  conference 
Dgram  created  by  such  Gurus,  a  team  of  top  business  authorities 
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esday,  August  3,  2004  -  Long  Beach,  CA 

fdnesday,  September  22,  2004  -  Atlanta,  GA 

|day,  November  12,  2004  -  New  York,  NY 

day,  January  14  -  Monday,  January  17,  2005  -  Puerto  Rico 


Women's 
Leadership 
Exchange8 


Presented  by 


OPEN 


SMALL  BUSINESS  NETWORK 
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Yes,  But 


By  James  Grant 


Why  Rates  Will  Go  Up 


|  NTEREST  RATES  WILL  BE  RISING  FOR  THE  NEXT  QUARTER- 

■  century.  You  can  look  it  up.  Cycles  in  the  bond  market  are  fa- 

■  mously  long-trending.  In  the  U.S.  yields  fell  for  the  last  40 
I  years  of  the  19th  century.  They  rose  for  the  first  20  years  of 
I  the  20th  century.  They  fell  between  1920  and  1946,  then 

started  up  again.  They  peaked  in  1981  and  fell  for  the  next  22 
years,  i.e.,  until  June  13,  2003,  when  the  yield  on  the  ten-year 
Treasury  note  slid  to  a  meager  3.1%. 

Now  the  yield  is  back  up  to  4.7%.  You  would  perhaps  like  to 
know  where  it  will  be  next  week,  on  Labor  Day  or  at  the  close  of 
business  on  New  Year's  Eve.  The  truth  is  that  I  don't  know. 

Nevertheless,  I  do  believe  I 
know  where  rates  are  going  over 
the  next  generation:  They're 
going  up. 

I  base  this  forecast  on  prece- 
dent, and  if  for  some  reason  the 
market  has  slipped  its  historical 
moorings,  I  will  have  to  execute  a 
predictive  U-turn.  But  unless  and 
until  the  yield  makes  a  new  low 
(and  the  market  value  of  bonds, 
a  new  high),  I  will  treat  June  13  of 
last  year  as  the  day  the  sun  started 
to  shine  on  long-suffering  Amer- 
ican savers.  The  new  money  they 
put  to  work  will  be  collecting  better  coupons. 

Why  have  interest  rates  done  what  they've  done?  What  ac- 
counts for  these  long- ranging  cycles?  Science  has  produced  no 
explanation. 

Possibly,  because  longer-term  yields  are  so  sensitive  to  infla- 
tion, the  answer  lies  with  consumer  prices.  And  these  prices, 
too,  are  long-trending.  They  fell  in  the  last  several  decades  of  the 
19th  century  and  rose  in  the  first  couple  of  decades  of  the  20th 
century.  They  fell  in  a  heap  during  the  Great  Depression,  then 
began  a  long  postwar  ascension.  The  trends  in  the  rate  of  con- 
sumer price  changes  approximately  corresponded  with  trends 
in  bond  yields. 

Aid  there  is  a  closely  related  factor  at  work  in  prices  and  in- 
terest rates.  Monetary  systems,  too,  rise  and  fall. 

The  late- 19th-century  decline  in  rates  and  prices  coincided 
with  the  restoration  of  the  full-strength  gold  standard  after  the 
Civil  War.  And  the  great  post- World  War  II  bear  market  in  bonds 
happened  to  coincide  with  the  decline  and  fall  of  the  Bretton 
Woods  monetary  system,  which  was  instituted  in  1944. 

But  the  decline  in  interest  rates  from  1981  to  2003  occurred 
despite  the  transformation  of  the  dollar,  beginning  Aug.  15, 1971, 
into  nothing  but  a  piece  of  paper  (convertible  into  nothing 
but  small  change). 


Bond  yields  move 
in  generation-long 
swings.  And  the 
current  swing  is  in 
the  up  direction.  If 
history  is  a  guide, 
it  will  last  for 
25  years  or  so. 


The  bond  market,  although 
initially  alarmed  by  this  epochal 
development,  at  length  warmed 
to  it,  finally  deciding  that  the 
Federal  Reserve  was  as  good  as 
gold,  if  not  better. 

That  was  then.  If  past  is  pro- 
logue, the  future  will  surprise.  An 
era  of  rising  prices  and  rising  in- 
terest rates  is  at  hand. 

Many  will  refuse  to  believe 
it.  They  will  ask:  What  about  last 
year's  putative  near-miss  with  deflation?  What  about  the  sup- 
posed chronic  excess  of  global  productive  capacity?  And  about 
the  hundreds  of  millions  of  Chinese  and  Indians  eager  to  work 
for  a  pittance?  In  effect,  the  argument  goes,  inflation  is  a  relic  of 
that  unenlightened  time  before  the  Fed  chairmanship  of  Alan 
Greenspan. 

Whether  or  not  the  bond  bulls  have  the  facts  on  their  side, 
they  certainly  have  the  memories.  Because  a  generation's  worth 
of  fixed -income  experience  has  been  overwhelmingly  happy,  the 
burden  of  proof  remains  on  the  bears. 

In  the  late  1970s  and  early  1980s  it  was  the  other  way  around. 
It  fell  to  the  bulls  to  show  why  interest  rates  would  not  keep  going 
up  forever.  Inflation,  like  the  ballot  box,  was  an  intrinsic  feature  of 
social  democracies,  the  argument  went.  Nothing  could  root  it  out, 
not  even  sky-high  interest  rates.  For  an  analyst  to  forecast  the 
imminent  start  of  an  epic  bull  bond  market  required — in  roughly 
equal  measures — clairvoyance,  job  security  and  thick  skin. 

What  conceivable  circumstances  could  provide  the  under- 
girding  for  a  new,  generational  bear  bond  market  ahead?  One 
possibility  is  the  long-prophesied  train  wreck  of  federal 
finances,  notably  of  Medicare.  The  so-called  entitlement  gap 
was  what  Senator  Joseph  Lieberman  (D-Conn.)  was  thinking 
about  when,  a  few  weeks  ago,  he  asserted  in  the  Financial  Times 
that  the  "entire  U.S.  government  is  going  broke."  The  point  sur- 
vives the  exaggeration. 

Then  there's  the  U.S.  dollar,  the  world's  favorite  monetary 
brand.  "We  in  the  United  States  have  been  incurring  ever  larger 
trade  deficits,"  Greenspan  recently  intoned,  "with  the  broader 
current  account  measure  having  reached  5%  of  GDP.  Yet  the  dol- 
lar's real  exchange  value,  despite  its  recent  decline,  remains  close 
to  its  average  of  the  past  two  decades." 

So  it  does.  However — other  things  being  the  same — if  the  dol- 
lar exchange  rate  were  to  plunge,  dollar-denominated  yields  would 
soar.  Posterity  will  supply  the  reasons  for  the  looming  rise  in 
interest  rates.  History  says  that  it  is  coming.  F 


FOrl)CS  ^ames  Grant  is  the  editor  of  Grant's  Interest  Rate  Observer. 
■^^"■com  I  Visit  his  home  page  at  www.forbes.com/grant. 
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FORBES  GLOBAL  CEO  CONFERENCE 


The  Connected  World 

September  21-  23,  2004 
Hong  Kong 

The  speed  of  modern  travel  and  communication  technology  has  swept  away  physical 
borders  and  globalized  business,  finance  and  culture.  Economies  and  societies  around  the  world 
are  now  inextricably  connected.  Under  the  theme  "The  Connected  World",  the  fourth  annual  Forbes 
Global  CEO  Conference  will  explore  the  critical  issues  facing  global  executives  in  today's  business 
community  and  examine  just  how  effectively  and  efficiently  connected  today's  world  is. 


Key  speakers  will  feature  prominent  business  leaders  including:  David  Abney,  President,  UPS 
International  •  Stephanie  Burns,  President  and  CEO,  Dow  Corning  •  Dhanin  Chearavanont,  Chairman 
and  CEO,  CP  Group  •  John  Chen,  Chairman,  CEO  &  President,  Sybase,  Inc.  •  David  Davies,  Senior 
Vice  President,  Philip  Morris  International  •  Mervyn  Davies,  Group  Chief  Executive,  Standard  Chartered 
PLC  •  Esther  Dyson,  Editor  at  large,  CNET  Networks  •  Steve  Forbes,  President,  CEO  and  Editor-in- 
Chief,  Forbes  •  Ahmad  Fuaad  Dahlan,  Managing  Director,  Malaysia  Airline  •  Ann  Fudge,  CEO,  Young 
&  Rubicam  •  Victor  Fung,  Chairman,  Li  &  Fung  Group  •  Stelios  Haji-loannou,  Founder,  easyGroup 
(UK)  Ltd  •  Stephen  Hill,  CEO,  Betfair,  United  Kingdom  •  James  Hughes-Hallett,  Chairman,  Swire 
Pacific  Limited  •  Rich  Karlgaard,  Publisher,  Forbes  •  Guy  Kawasaki,  Managing  Director,  Garage 
Technology  Ventures  •  Eric  Kim,  Executive  Vice  President,  Samsung  Electronics  •  Simon  Kukes,  Chief 
Executive  Officer,  YUKOS  Oil  Company  •  Siaou-Sze  Lien.  Senior  Vice-President,  HP  Services  Asia 
Pacific  •  Jun  Naruse,  Chief  Executive  Officer,  Hitachi  Global  Storage  Technologies  •  Donald  K. 
Peterson,  Chairman  and  CEO,  Avaya  •  John  A.  Quelch,  Professor,  Senior  Associate  Dean  for 
International  Development,  Harvard  Business  School  •  James  A.  Rasulo,  President,  Walt  Disney  Parks 
and  Resorts  •  Stephen  Roach,  Chief  Economist  and  Director  of  Global  Economic  Analysis,  Morgan 
Stanley  •  Haruo  Shimada,  Special  Advisor  to  the  Cabinet  Office  and  Professor  of  Keio  University 

•  Daniel  Truchi,  CEO,  SG  Private  Banking  (Asia  Pacific)  •  Caspar  Weinberger,  Chairman,  Forbes 

•  Hideaki  Yasukawa,  Chairman,  Seiko  Epson  Corporation  •  Daniel  Yergin,  Chairman,  Cambridge 
Energy  Research  Associates  (CERA)  •  Paul  Yonamine,  Executive  Vice  President  &  Asia  Pacific  Regional 
Leader,  BearingPoint  Inc. 
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Pictures  from  Forbes  Global  CEO  Conference  held  in  2003 


Host  Sponsor 

Invest!  • 


Principal  Sponsor 

m 


invent 


Sponsor 


Pacific  Century  Group 


Principal  Sponsor 

.  Sybase 

The  Enterprise.  Unwired. 

Official  Supply  Chain 
Solutions  Company 


Principal  Sponsor 


Official  Car 


PRIVATE  BANKING 


Official  Public 
Relations  Counsel 


I 

n 


Principal  Sponsor 


BearingPoint 


iti 


THE  Forbes  CELEBRITY  100 
comes  to  life  on  A&E. 


i 


From  a  wellborn  "celebutante"  to  a  shock  jock  to  the  Donald.  Find  out  who's  hot  and 
who's  not.  You'll  be  shocked  to  see  who's  at  the  top. 

A&E  SPECIAL  PRESENTATION 

Premieres  Sunday,  June  27th  at  10pm/9c 


©2004  AETN.  Photo:  Getty. 


The  art  of  Entertainment  t 


Fixed  Income  |  By  Richard  Lehmann 


Buy  Trust  Preferreds 


W!ITH  INSTITUTIONS  DOMINATING  THE  CORPO- 
rate  bond  market,  trust  preferreds  have  quietly 
become  the  bond  market  for  individual 
investors.  Since  trust  preferreds  (that  is,  pre- 
ferreds backed  by  bonds  held  in  a  trust)  are  eas- 
ier to  price  and  buy,  you  should  give  them  serious  considera- 
tion in  rounding  out  your  fixed-income  portfolio. 

Although  these  securities  have  been  around  for  only  a  dozen 
years,  this  is  no  tiny  boutique  market.  There  are  1,200  such 
issues  outstanding,  and  they  represent  $239  billion  face  value  of 
underlying  debt.  One  key  difference  between  them  and  bonds: 
Trust  preferred  shares  are 
exchange  traded  like  common 
stock,  so  they  are  easier  to  buy 
and  sell  and  give  you  better 
pricing.  You  typically  buy  bonds 
from  brokers  who  have  inven- 
tories of  them,  which  often 
means  you  can  get  hurt  on 
spreads  and  fees. 

These  trusts  go  by  such 
copyrighted  acronyms  as  CBTCs 
(for  corporate-backed  trust  cer- 
tificates), PPlus  (for  preferred 
plus),  Corts,  Cabcos  and  Sat- 
urns,  to  name  a  few. 

Trust  preferreds  come  in 
two  varieties:  those  created  by 
the  company  issuing  the  bonds 
and  those  created  by  a  brokerage  firm  using  bonds  it  bought  for 
that  purpose. 

The  company-created  trusts  generally  are  riskier.  They  often 
have  a  provision  allowing  suspension  of  dividend  payments  for 
up  to  20  quarters.  Fortunately,  that  has  been  a  rare  occurrence 
so  far.  Broker-created  trusts,  also  known  as  third-party  trusts, 
don't  carry  that  risk.  For  that  reason,  broker  trust  preferreds  are 
rated  the  same  as  the  underlying  bonds,  while  the  company- 
originated  issues  receive  their  own,  lower  rating. 

The  underlying  bond  issuer  for  the  third-party  trusts  may 
be  difficult  to  identify  because  they  are  listed  under  an  acronym 
or  under  the  name  of  the  sponsoring  brokerage  firm.  A  Merrill 
Lynch  trust  preferred,  for  instance,  containing  a  BellSouth  bond 
is  listed  as  PPlus  BLS-1. 

The  third-party  trusts  differ  from  the  underlying  bonds  in 
two  respects.  One  is  that  they  have  an  earlier  call  date  in  addi- 
tion to  those  for  the  underlying  bonds.  The  earlier  call  date  lets 
the  sponsoring  brokerage  firm  retire  the  issue  early,  should  this 
e  to  its  advantage — if  rates  fall  a  lot,  the  bro- 
erage  will  get  a  windfall  by  calling  the  pre- 


These  securities, 
which  are  backed 
by  corporate 
bonds,  offer 
sweeter  yields 
than  bonds  with 
more  principal 
protection  than 
conventional 
preferreds. 


ferreds  at  par  and  selling  the 
underlying  bonds  for  more. 

The  other  difference  is  that 
the  preferreds  trade  flat  (with- 
out accrued  interest).  Thus,  in 
the  not  uncommon  case  that 
the  preferred  pays  interest  semi- 
annually, it  can  be  expected  to 
drop  a  few  percentage  points  in 
price  on  the  day  it  goes  ex- 
dividend. 

One  big  reason  for  investing 
in  these  preferreds  today:  Because  of  the  panicking  of  individual 
investors,  numerous  investment-grade  trust  preferreds  recently 
took  a  hit,  creating  buying  opportunities.  In  some  cases  the 
preferreds  are  selling  at  a  discount  while  the  underlying  bonds 
continue  to  trade  at  a  premium. 

Boeing  (22,  XVG)  is  a  6.05%  CBTC  yielding  7%,  callable  in 
March  2008  and  rated  A  by  Standard  &  Poor's.  The  underlying 
Boeing  bond  is  a  6.125%  issue  due  February  2033  and  yielding 
6.4%,  callable  anytime.  The  preferred  sells  at  88%  of  par  and  the 
bond  at  96%. 

BellSouth  (23,  JBD)  is  a  6%  CBTC,  rated  A+;  it  yields  6.8%  and 
is  callable  in  January  2008.  The  underlying  bond  is  a  7.12% 
debenture  due  January  2097,  yielding  6.3%,  callable  anytime.  If 
the  bond  gets  called  before  the  preferred's  call  date,  you,  of 
course,  collect  the  $25  par  value. 

HSBC  Bank  (22,  JBJ),  a  6.25%  CBTC,  also  trading  just  below 
par  to  yield  7.2%,  is  callable  February  2008  and  rated  A.  The 
underlying  bond  has  a  7.2%  coupon,  is  due  July  2097  and  is 
trading  at  a  modest  premium  to  yield  7%. 

Goldman  Sachs  (22,  PJI),  a  6%  PPlus  that  yields  6.7%,  is 
callable  in  February  2008  and  is  A+  rated.  The  underlying  bond 
is  a  6.125%  issue  due  February  2033,  yielding  6.3%  and  callable 
anytime. 

In  short,  these  preferreds  offer  as  much  as  a  half-point  more 
in  yield  than  a  straight  bond.  Also,  their  pricing  below  par  ($25 
in  all  four  cases)  makes  a  call  a  blessed  event,  since  they  will  be 
paid  off  at  face  value.  Look  for  quality  issues  (that  is  to  say,  rated 
A  or  better)  priced  at  $23  or  less.  Avoid  junk,  which  is  over- 
priced and  ready  for  a  fall. 

You  can  search  through  the  universe  of  trust  preferreds  by 
typing  on  a  Bloomberg  terminal  the  brokerage  firm's  acronym, 
followed  by  the  preferred  key  and  the  go  key. 

You  can  also  go  to  www.quantumonline.com,  select 
"income  lists"  and  then  "third  party  trust  preferreds."  You  must 
register,  but  it  is  free.  F 
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IT  WOULDN'T  BE  QUITE  FAIR  TO 
call  the  Dalmatian  coast  of 
Croatia  undiscovered,  even  if 
most  Americans  have  at  best  a 
hazy  idea  of  where  it  is.  The 
Greeks  discovered  it  400  years 
before  Christ,  sprinkling  its 
1,100-odd  islands  with  colonies.  Since 
then  waves  of  imperial  sun-seekers  have 
washed  across  its  rocky  shores,  from  the 
Romans  to  the  Byzantines  to  the  Vene- 
tians, all  leaving  behind  splendid  build- 
ings to  mark  their  landlordship.  The 
Roman  Emperor  Diocletian  spent  his 
twilight  days  in  the  Croatian  city  of  Split 
at  what  may  be  the  biggest  retirement 
home  ever  built,  its  main  bedroom  wing 
protected  by  a  portico  517  feet  long. 

Dubrovnik,  a  Renaissance  jewel  1 10 
miles  to  the  south,  was  shelled  briefly  by 
the  Serbs  in  1991  during  the  breakup  of 
the  former  Yugoslavia.  War  hasn't  cast  a 


Paul  Keppler,  managing  director  of 
CroatianSun,  the  sister  company  that 
opened  in  Dubrovnik  last  September. 

Keppler  says  prices  have  risen  20%  to 
30%  in  the  past  year,  but  off  a  very  low 
base.  Compared  with  Europe's  A-list 
beaches,  Croatia's  are  still  cheap.  Modest 
stone  houses  on  the  islands  can  be  had  for 
as  little  as  $70,000,  and  $150,000  buys  a 
very  comfortable  1,100-square-foot 
vacation  home.  Foot  for  foot,  new  apart- 
ments go  for  half  what  they  do  on  Spain's 
Costa  del  Sol. 


Dubrovnik  in  1987  and  was  struck  by  its 
unspoiled  grandeur.  A  wine  enthusiast,  he 
returned  in  1999  on  the  trail  of  a  Dalma- 
tian grape  regarded  as  a  forebear  of  zin- 
fandel.  When  visiting  a  wine  grower,  he 
heard  about  a  stone  beach  house  being 
auctioned  off  by  the  state.  Built  in  1934 
for  the  treasurer  to  the  king  of  Yugoslavia, 


Who  needs  France?  Croatia's  sun 


shadow  on  the  region  for  almost  ten  years 
now,  and  Dubrovnik  has  been  completely 
restored. 

Now  Dalmatia's  storied  coast  is  being 
discovered  all  over  again,  this  time  as  the 
Mediterranean's  next  Riviera — and  as  an 
investment  opportunity  in  the  second- 
home  sector.  The  old  Riviera,  of  course, 
hasn't  gone  away.  Come  summer,  hordes 
will  infest  the  beaches  of  Spain,  France  and 
Italy.  Miles  of  once-lovely  coast  now  have 
all  the  charm  of  Atlantic  City,  with  water 
so  murky  you  can  barely  see  your  toes. 

Croatia,  meanwhile,  has  been  waiting 
patiently.  Communism  and  ethnic  strife 
have  kept  it  isolated  and  underdeveloped. 
Over  here  the  Med  (technically  the  Adri- 
atic) still  sparkles.  Beaches  may  be  rocky, 
but  the  absence  of  sand  leaves  the  waters 
preternaturally  clear — underwater  maven 
Jacques  Cousteau  singled  them  out  for 
their  transparency.  Steep  limestone  hills 
thatched  with  rosemary,  olive  trees  and 
lavender  loom  dramatically  out  of  the 
sea.  Port  villages  boast  fortresses, 
churches  and  palazzi,  all  built  from  the 
same  stone. 

Robert  Benmosche,  chairman  of  the 
Metropolitan  Life  Insurance  Co.,  visited 


the  property  included  a  main  house  and 
three  smaller  buildings,  with  8,000  square 
feet  or  so  of  combined  living  space  and 
1 50  feet  of  frontage  on  the  water. 

"It's  breathtaking — you  couldn't  find 
anything  like  this  anywhere  else,"  says 
Benmosche,  60,  who  plans  to  retire  here. 
"I'm  an  hour's  flight  to  most  places  in 
Europe  and  a  ferry  ride  across  the  Adriatic 
to  Italy."  He  paid  around  $1  million  and 
will  probably  end  up  spending  at  least  that 
much  again  for  renovations.  Still,  he 
thinks  he  got  a  tremendous  bargain: 
"Homes  that  sold  for  a  quarter  of  a  mil- 
lion in  1998  are  going  for  as  much  as  a 
million  today." 

Dubrovnik's  stone  walls  and  graceful 
Venetian  palazzi  make  it  the  hub  of  Croa- 
tia's growing  real  estate  boom.  Next — just 
a  step  or  two  behind— come  the  big 
islands  off  of  Split  and  a  region  to  the 
north  known  as  Istria. 

IberianSun,  an  English  real  estate 
agency  that  helped  turn  Spain's  Costa  del 
Sol  into  a  London  suburb,  has  under- 
standably been  looking  for  the  next  can- 
didate for  overdevelopment.  "Croatia 
stood  out  head  and  shoulders  above  Bul- 
garia, Turkey,  Cyprus,  North  Africa,"  says 
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Andrija  Kojakovic,  formerly  Croatia's 
ambassador  to  the  U.K.  and  now  an 
adviser  at  the  European  Bank  for  Recon- 
struction &  Development,  boldly  predicts 
I  that  prices  will  rise  fourfold  by  2009, 
|  when  Croatia  is  scheduled  to  enter  the 
European  Union.  Some  30,000  foreigners 
bought  homes  on  the  coast  last  year, 
Kojakovic  estimates,  but  he  suspects  that 
as  many  as  three  times  that  number  gave 
up  in  frustration.  It's  only  since  1998  that 
non-Croatians  have  been  able  to  own  real 
estate,  and  many  impediments  remain. 


Sales  to  individuals  must  be  approved 
by  the  foreign  ministry,  a  process  that  can 
drag  on  for  at  least  six  months.  Often  it  is 
simpler  to  establish  a  Croatian  shell  com- 
pany and  then,  as  a  corporation,  buy  a 
home.  More  problematic  still:  A  buyer, 
to  claim  clear  title,  must  secure  the  agree- 
ment of  all  the  owners  of  a  property. 
Since  many  old  stone  houses  for  sale  on 
the  coast  and  the  islands  have  been  fam- 
ily property  for  generations,  many  own- 
ers with  fractional  shares  disappeared  or 
emigrated  long  ago.  Unless  they  or  their 


heirs  can  be  found,  ownership  remains 
uncertain. 

Attempting  purchase  isn't  for  the 
faint  of  heart,  as  I  discovered  on  the  beau- 
tiful island  of  Hvar.  I  toured  the  back 
alleys  of  Stari  Grad  (Old  Town)  with  a 
tough  guy  named  Scarpa — 6  foot  3,  with 
an  earring  and  a  scowl.  Scarpa  said  he'd 
already  sold  12  houses  in  the  village,  all  to 
Norwegians.  He  showed  me  houses  I'd 
already  seen  before,  and  for  €30,000 
($37,000)  less  than  what  he  was  quoting. 
What  other  houses  had  I  seen?  he  asked.  I 


It's  not  what  you  bring. 
It's  what  you  take  away. 
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didn't  trust  him,  so  I  didn't  say. 

Parting  company  with  Scarpa,  I 
offered  to  buy  several  houses,  but  their 
owners  changed  their  minds  about  selling 
as  soon  as  I  met  their  price.  Their  reason- 
ing goes  like  this:  If  someone  is  willing  to 
meet  the  asking  price,  someone  else  will 
undoubtedly  offer  more.  The  asking  price 
is  just  a  trial  balloon. 

Finally  I  reached  a  deal  with  a  red- 
nosed  fellow  named  Matko  for  his  small 
stone  house  in  a  little  village  several  kilo- 
meters from  Stari  Grad.  I  agreed  to  pay 
$36,000.  So  what  if  the  house  needed  a  lot 
of  work?  It  was  a  steal,  with  sweeping 
views  of  the  surrounding  hills,  two  ter- 
races— one  in  front  and  one  in  back — 
and  maybe  2,000  square  feet  of  living 
space  after  renovations.  That's  when 
Matko  told  me  of  an  uncle  with  a  one- 
sixth  share  who  disappeared  in  Argentina 
30  years  ago.  I  left  with  a  handshake  deal 
and  Matko's  promise  to  find  the  long-lost 
uncle's  family.  How  do  you  say  "escrow" 
in  Croatian?  No  one  seems  to  know. 

Next  thing  I  hear,  an  Austrian  woman 
has  bought  Matko's  house  for  $66,000 — 
with  or  without  the  uncle  is  not  disclosed. 
What's  the  lesson  here?  You're  better  off 
using  a  reputable  real  estate  broker,  even  if 
that  means  paying  a  higher  price.  Croatian- 
Sun  won't  show  properties  that  don't 
already  have  a  clear  title,  which  limits  its 
portfolio  to  modern  villas,  mostly.  As 
Croatia  heads  toward  EU  membership, 
many  of  the  arcane  regulations  will  be  har- 
monized with  existing  EU  law,  making  the 
process  far  more  transparent. 

By  2006  Croatia  is  required  to  open 
its  airports  to  cheap  flights  by  the  likes  of 
Ryanair  and  Easyjet.  It  will  then  be  up  to 
the  Croatian  government  to  protect  its 
coastline  from  the  type  of  depredations 
that  have  laid  waste  the  coasts  of  France 
and  Spain.  Already  there  are  encouraging 
signs  that  Croatia  intends  to  safeguard  its 
natural  assets.  New  laws  have  been 
enacted  that  forbid  development  within 
100  meters  of  the  waterline.  The  coun- 
try's development  ministers  may  prove 
more  resistant  than  their  Spanish  coun- 
terparts to  what  Paul  Keppler  sarcastically 
calls  "envelopes  of  goodwill."  If  officials 
can  resist  temptation,  today's  buyers  will 
be  sitting  pretty. 
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www.daligallery.com 
'ft  Delaware  Business  Inc. 
1-800-423-2993 
www.e-incorporate.com 
"ft  First  Choice  Tickets 
1-888-637-7633 
www.4tix.com 


•ft  Gallery  Art 

1-888-932-6166 

www.gallart.com 

"ft  Global  Broker  Systems 

1-212-480-4900 

www.globalbrokersystem.com 

•ft  Great  Western  Business 

1-800-999-SAVE 

www.gwbs.com 

J'  Hemlock  Brook  Alpacas 

1-716-372-8968 

www.hemlockbrookalpacas.com 

•ft  Holiday  Timeshares  Resales 

1-800-704-0307 

www.holidaygroup.com 

"ft  InfoUSA 

1-800-555-5335 

"ft  John  Christian  Designers 

1-888-646-6466 

www.ringbox.com 

"ft  Mortgage  Loan  Central 

1-888-248-8825 

www.loanrequests.com 

"ft  National  Watch  &  Diamond  Exchange 

215-627-5626 

www.nationalwatch.com 

ft  Nationwide 

1-800-995-0049  ext.  1862 

www.renovateamerica.com 

•ft  Pace  Butler  Corp. 

1-800-248-5360 

ft  Publishers  Guild 

1-800-399-0892 

•ft  R.B.  Wiesen  &  Co.  Inc. 

1-806-548-0760 

"ft  Seven  Canyons  Private  Golf  Club  &  Spa 
1-866-367-8844 
www.sevencanyons.com 
•ft  Steven  Sears  CPA/Attorney 
1-949-262-1100 
ww  w.  searsatty.com 
•ft  Valef  Yachts 
1-800-223-3845 
VALEFYACHTS.COM 
Watcheslikenew.com 
1-877-973-7437 
www.watcheslikenew.com 


=  \\  'eb  visit  phone  call  only 
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Look  Closely — You'll  Only  See  This  Once 

It's  Seven  Canyons — a  private  golf  club  and  spa  completely  surrounded  by  1  ()(),()()()  acres  of  National  Forest  land  in  the 
heart  of  Sedona's  renowned  Red  Rock  Country.  This  incomparable  setting  is  blessed  with  some  of  the  most  stunningly 
beautiful  scenery  in  all  the  world.  The  crown  jewel  is  an  1 8-hole  Tom  Weiskopf  masterpiece  that  generously  provides  a 
pure  golf  experience  members  and  their  families  can  enjoy  the  year-round.  It  has  been  selected  as  one  of  the  Top  10  new 

private  courses  in  America  by  Golf  Digest. 

A  limited  number  of  club  memberships  are  available.  There  are  also  a  few  estate  sites  with  wraparound  views  of  Red  Rock 
cliffs  and  canyons.  Future  plans  call  for  lavishly  appointed  Villas  that  will  be  offered  on  a  very  enlightened  and  convenient 

shared  ownership  basis. 

Seven  Canyons  can  never  be  duplicated. .  .and  once  you  see  it  for  yourself,  you'll  know  why.  For  complete  information  on 
golf  club  memberships  and  residential  opportunities,  please  contact  us  today.  A  wonder  like  this  can  happen  only  once. 

70%  of  available  memberships  have  been  acquired. 
95%  of  available  sites  have  been  sold  or  committed. 


'evert  Kijan^end- 

S     E     D     O     N  A 

Toll-free:  866-367-8844  vvvvw.sevencanyoris.com  email:  info@sevencanyons.com 


All  proposed  amenities,  activities  and  other  features  are  based  on  current  plai 


vhich  are  subject  to  change  without  notice 


BANK  SAYS  'NO'?... 
WE  SAY 'YES!' 

We'll  pay  you  cash  for  your  company's  on  going 
receivables  within  24  hours.  Approvals  by  phone. 
Personalized  service.  No  upfront  fees.  No 
collateral  required.  References  available.  Call 
today  to  CASH  $50,000  minimum  to  $2,500,000. 
It's  more  affordable  than  you  think. 

Mr.  Weil  (CEO)  800-499-6179 
(or  888-505-7332  for  recorded  information) 
www.4capitalsolutions.com 


Business  Opportunities 


IS  THIS  THE  PERFECT 
WHITE  COLLAR  BUSINESS? 


FREE  VIDEO  reveals  why  prominent  attorney  left 
practice  for  goldmine  business  providing  low-cost 
lawsuit  protection,  privacy,  tax  reduction-now 
needs  Associates  nationwide.  You  can  enjoy 
exceptional  income,  ideal  lifesty  le  and  prestige 
representing  these  important  services  to  business 
owners,  professionals  and  families  in  your  area. 
Local  appointments  available.  You  earn  large 
initial  fees  plus  renewals.  As  few  as  10  clients 
yields  as  much  as  $64,000.00  income.  Work  from 
home,  no  overhead,  flexible  hours  you  control.  No 
franchise  fee.  Fast  start.  Full  training  and  support. 
Proven  business  system.  No  special  education, 
financial  background  or  sales  experience  required. 
24-hour  free  recorded  message:  (800)  653-4497 


Buy  Foreclosed  Property 

Use  INVESTOR'S  Money.  Split  Big  Profits. 
Complete  Training. 
Call  for  Free  Information. 

800-995-0049  ext.  1862 


THOUSANDS 


Of  Businesses  For  Sale  By  Owners 
Nationwide.  Preview  Businesses 
For  Free. 

^fGWBS 

If  Interested  In  Buying  Or 
Selling  A  Business  Call 


1-800-999-SALE 

or  visit  www.gwbs.com 


OIL  &  GAS  WELLS  for  SALE 

100%  W.I.  in  16  wells, 
nets  $50,000  peryr.  Price  $250,000. 
Approx.  200  infield  drilling  locations, 
Call:  806-548-0760 


Earn  $900+  Weekly 

Manufacturing  products  for  companies 
at  home.  Employ  people,  make  more 
money.  For  brochures  send  $23.65: 
Business  Opportunities  PO  Box  21792 
Lexington,  KY  40522 
(1-877-209-1489) 
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>a/7  Prints 


RARE  DALI  PRINTS 


If  you  own.  or  are  ( ■tmsitlerint;  the  purrha.se 
of  a  Salvador  Dali  print.... 

Our  exclusive  catalog  features  full-color 
pictures  of  more  than  500  signed  limited 
edition  Salv  ador  Dali  prints.  Each  print  is  fully 
documented  bv  Albert  Field,  curator  of  the 
Salvador  Dali  Archives,  and  guaranteed 
authentic.  The  catalog,  "Salvador  Dali:  A 
Retrospective  of  Master  Prints,"  is  a  must 
for  anyone  interested  in  works  signed  bv 
Dali.  Call  now  and  we  will  rush  you  a  free 
copy  of  "The  SalvadorDali  Collector's 
Newsletter".  (515  per  issue) 


Salvador  Dali 


A  Retrospective 
of  Master  Prints 


l-(800)  275-3254 

ask  for  Dept.  FM 

hllp://»w»  daligallcry com  •  FAX  3 IO-454-2O90 
Bnuu  Fine  An  •  15332 AiticcbSM  l08L<MflcMMH.CA  90272 


Business  Opportunities 


www.DBIGIobal.com 


Form  Your  Delaware 
Corporation  or  LLC  Now! 

FREE  Delaware  Incorporation 

Handbook,  1Qth  Edition  2004 

Delaware  Business  Incorporators,  Inc. 

800.423.2993 


$250,000  Profit 

First  year  in  business 
if  you  are  a  serious  person  who  want 
to  make  serious  money. 
We  have  the  program  for  you. 
Investment  only  S  17.900 

Call  1-800-399-0892 
You  Will  Make  Money 


Own  your 

own  finance  } 
company! 


You  11  deal  directly  with  national  lenders  wc  provide 

•  Equipment  Leasing  •  SBA  Loans  - 

•  Accounts  Receivable  Financing 

•  Business  Loans  •  Factoring  St  more... 


Intensive  training  k  complete  business 
system  from  a  20-year  industry  leader 


Call  212-4804900  for  a  FREE 
brochure  about  how  you  can  earn 
a  high  6-figure  income! 


V^wWjglobalbrokersyst^ 


"Former  Iowa  Prison  Guard 
Shows  Investors  How  To  Escap 
Financial  Prison 
And  Truly  Profit 
From  America's  Heartland!" 

In  this  FREE  Report  I  reveal  to  investor 
with  $74,000  or  more  to  invest, 
the  easy  to  implement  apartment  and 
commercial  property  investment  system 
with  a  10  year  track  record,  that 
millionaire  real  estate  investors  are 
profiting  from-here  in  the  heartland  of  & 
U.S.  With  No  Time  Consuming 
Management  Necessary-and  how  I 
discovered  it  years  ago  while  working  a 
a  prison  guard. 
www.daringarman.net 
or  Free  Recorded  Message  At 
1-800-471-0856  ID#3334 


Don't  be  on  your  own!  Own  your  own! 

Commericial  mortage  and  business  linance  company 
Earn  $234,1 5Q  first  year. 

You'll  have  Clients  in  less  than  72  hours  Guaranteed! 

Only  $5,000.00  complete  turnkey  business. 
Call  325-655-1948  or  888-248-8825 

10AMlo4:PM  CSTM-F 


Charge  your  ad 
®1@ 


•Local/National  Sporting  Events) 
•Concerts  •Theatre 
1-888-637-7633  1 

'Order  Online  @:  www.4tix.co 
First  Choice  Tickets,  hie. 

Member:  Better  Business  Bureau 
and  National  Association  of  Ticket  Brokers 


Forbes  Subscribers  Service.. .to  plan  your  order,  to  renew,  change  your  address  or  other  customer  service,  visit  our  site  at.. .www.forbes.com/customerservice  or  call. ..800-888-5 
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The  elegant  solution  to  crowded  pools,  difficult 
schedules,  flip-turns  and  staying  fit. 

Now  you  can  swim  whenever  you  like,  on  your  own  schedule, 
at  your  own  perfect  pace.  No  traveling,  no  crowded  pools, 
no  heavy  chlorine.  Just  your  own  8'  x  15',  technologically         ,  .—-^ 


advanced  "counter  current"  pool,  where  you  swim  or 
exercise  against  a  smooth  current  that  s  infinitely 
adjustable  to  any  speed  or  ability. 

Modular  construction  means  many  sizes 
and  options  are  available. 

The  Endless  Pool™  is  simple  to 
maintain,  economical  to  run,  and  easy 
to  install  inside  or  outdoors.  Call  us  or 
visit  our  web  site  for  more  information. 

ENDLESS  POOLS'" 

Call  800-233-074 1,  Ext.  3433 

for  our  free  DVD  or  Video 
www.endlesspools.com/3433 
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Unlike 
inferior 
"water  jet" 
systems, 
the  Endless 
""^SsJ^V  /      Pool  system  does 
^    not  create  turbulence 
or  bubbles — just  an 
infinitely  adjustable  flow 
you  II  love  to  swim  in.  To  stop,  just  swim  or 
step  to  one  side.  An  ingenious  "water  return 
system"  is  hidden  in  the  side  benches. 


When  exercise  is  a  pie 

asure,  fitness  is  easy... 

NANOTECH  IS  HOT- 
BUT  DON'T  GET  BURNED! 

Nanotechnology  is  changing  the  world  and 
creating  the  investing  opportunity  of  a 
lifetime.  We  told  our  readers  to  buy  Flamel 
(FLML)  at  $1.60  and  it  is  now  over 
$25. ..our  Nanosphere  Portfolio  is  up  over 
190%  since  March  2002  and  a  recent 
-ecommendation  popped  31.49%  in  one 
(week.  But  beware  of  the  hype:  The 
rorbes/Wolfe  Nanotech  Report  separates 
:he  true  leaders  from  the  overpriced. 
Subscribe  Risk-Free,  save  67.5%,  pay  just 
$195,  and  get  2  Free  Reports. 

Call  800-523-7967  or  go  to 
www.forbeswolfe.com/frb 


John  cfc  Christian 


Designers  a  craftsmen 


'Raised 
Monogram 

I4K  Gold  $590 


3  Day  Rush  Available  -  Free  Catalogue 


R1NGB0X.COM  1-888-646-6466 


RAISING  ALPACAS  = 

World's  Finest  Livestock  Investment 
can  return 

50%  -  75%  annualy! 

Raising  Alpacas  for  foundation  breeding 
stock  and  fleece  is  a  sound,  renewable, 
long  term  multi-million  dollar  business  that 
can  return  huge  profit  for  many  years. 

Average  yearly  income 

per  adult  female  $10,000 

Productive  Years  1 5-20  years 

Yearly  Feed  and  Maintenance  less  than  $200 

Labor  per  day  (herd  of  ten)  30  min 

Simple  Shelter  &  four  foot  woven  wire  fencing 
Clean.  Gentle,  and  easy  to  raise. 
Huge  Growing  Demand  Nationwide. 
Limited  Growth  Protects  Business. 
Great  Tax  Benefits  and  Lifestyle. 

HtmiockjBrookJJarm 

William  or  Kenda  Stern 
473  Wolf  Run  Rd.  •  Cuba.  NY  14727 
Tel  716-372-8968  •  www.hemlockhrookalpacas.com 


Charge  your  ad 


orbes  Subscribers  Service.. .to  plan  your  order,  to  renew,  change  your  address  or  other  customer  service,  visit  our  site  at.. .www.forbes.com/customerservice  or  call. ..800-888-9896 
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Business  Financ 

Waterfront  luxury 

New  Construction  37th  &  43rd 
floor,  over  Biscayne  Bay.  Forever 
unobstructed  views  of  the  ocean, 
city,  bay.  South  Beach,  &  cruise 
ships.  The  First  luxury  high  rise  in 
downtown  Miami.  Built  by  Florida's 
most  prized  developer  and  designed 
by  internationally  renowned 
Arquitectonica,  this  home  is  1,792 
Sq.  Ft.  &  has  3  bedrooms,  2 
bathrooms.  Amenities  include  a  bay 
front  restaurant,  hotel  room 
services,  fitness  center  &  spa, 
business  center,  pool,  &  tennis  or 
walk  to  fine  restaurants,  galleries  & 
shopping  along  the  new  Miami 
River  boardwalk. 

$810,000 


Brown  Real  Estate  305.610.8213 
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inancing  For  Women 


If  you  operate  a  growing  company  but  are 
still  too  small  for  a  Bank  line. ..we  can  help 
you  get  there.  We  provide  working  capital 
for  women.  Will  pay  you  cash  for  your 
company's  ongoing  receivables. 
Female  friendly  office  can  provide 
you  quick  turnaround. 
Let  us  help  you  finance  your  dreams! 

Ms.  Carol  Nesiti,  Operations  Manager 
(800)  499-6179 
www.4capitalsolutions.com 


I 


Art  Wholesale 


Legal  Services 


Sales  Leads  &  Mailing  Lists 


14  Million  Businesses-Select  by  geography, 
sales  volume,  business  type,  contact  name, 
credit  rating  and  more. 

13  Million  Executives  &  Professionals 

Reach  the  right  decision  makers. 

Call:  1-800-264-4241 

www.infoUSA.com  oifor 


New  Homeowners, 
Rich  Americans, 
New  Movers 


Select  by:  Age,  Income,  Home  Value,  Occupation 

Call:  1-800-266-7704 

E-mail:  sandi@infoUSA.com 
www.infoUSA.com  02F0R 


We  Buy,  Sell  Fine  Art  &  Collections. 

Peter  Max,  Warhol,  Neiman,  Erte',  Agam, 
Dali,  Haring,  Lichtenstein.  Behrens, 
Britto,  Faircnild,  Fazzino,  Hofmann, 
Schvaiko,  Maimon,  Tarkay,  and  More  - 
Over  20,000  Artworks  in  Inventory. 
Gallery  Art. 

20633  Biscayne  Blvd.  Aventura,  Fla. 
(888)932-6166  www.Gallart.com 


Unlimited  Business  Credit  Reports 
On  14  Million  U.S.  Businesses 


Only  $50  per  Month*! 
Call  866-285-1056 

CREDIT.^ 


'  Online  access  per  user 


Award 
Winning 
Book 

Order  Now 


Steven  Sears,  CPA  •  Attorney  at  Law 
949-262-1100  •www.searsatty.com 


Forbes  j 


Forbes  Stock  Market  Course 


First  published  in  I948  by  Malcolm  Forbes,  the 
Forbes  Stock  Market  Course  has  helped 
thousands  of  investors  navigate  their  way  to 
profits  and  financial  success.  The  newest  edition 
gives  you  a  better  understanding  of  everylhing 
from  Financial  Statements  to  Fundamental  and 
Technical  Analysis  -  Stocks  and  Bonds  tc 
Futures  and  Options  -  Mutual  Funds  to  Hedge 
Funds.  As  a  reader  of  Forbes  Magazine  yoi 
are  invited  to  take  advantage  of  a  special  price 
of  just  $99.95  (save  $50  off  the  regular  $149  9! 
price).  Go  to  www.forbesinc.com/smc  and  place 
your  order  now  or  call  1-800-429-0106. 


SMALL  ADS  BRING 

BIG  RESULTS! 

Call:  Media  Options 
1-800-442-6441 
mediopt@aol.com 
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Also  available  for  Athens  Olympics  2004 
See  Website:  OlympicsAthens2004Yachting.com 

Charter  a  motor  yacht,  motor  sailer  or  sailing  yacht  (for  6  to  50  guests, 
from  50'  to  200'  and  $700  to  $20,000  per  day  for  entire  yacht  with 
.  its  full  crew)  from  VALEF  YACHTS,  agents  for  the  largest  fleet 
of  crewed  yachts  for  charter  in  Greece. 

IT  COSTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHIP 
BUT 

•■You  can  plan  your  owrt  itinerary  with  your  own  captain 
•  Your  food  with  your  own  chef 
•  Your  drinks  with  your  own  steward,  or  leave  it  up  to  them 
to.,  .pamper  you. 

VALEF  YACHTS  LTD 

International  Headquarters:  7254  FirRd.,  P.O.B.  385,  Ambler,  PA  19002  U.S.A. 
Tel:  (215)  6-41-1624  i  (215)  641-0423  •  (800)  223-3845  •  Fax:  (215)  641-1746 
E-mail:  info@valefyacbLs.com-»  Website:  VALEFYACHTS  com 


www.pacebutler.com 

1 .  Receive  instant  Cash  Offer  -  www.pacebutler.com 

2.  Box  laptops,  accessories,  chargers,  etc. 

3.  Ship  FREE  (with  prepaid  label) 

4.  We  will  test  the  laptops  and  send  your  check 
within  days! 

1-800-248-5360  iP^mm 

Fax:  405-755-1 1 1 4  lcorpor-ation| 
WE    BUY    USED    LAPTOPS    -SINCE  1987 
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Southern  Plantation 


Watches 


TIMESHARES 

Seekers  for  a 
SOUTHERN  PLANTATION 

Please  contact: 
Country  Estates, 

Professional  Acquisition  Advisors 
205/752-3355 

save  up  to... 

70% 

off  retail! 

,  BEST  RESORTS, 
PRICES  &  WEEKS 

,  GREAT  RCI  &  II 
EXCHANGES 

•  FREE  CATALOG 

HOLIDAYGROUP.com 

NATIONAL  WATCH  &  DIAMOND 
•  BUY  •  SELL  •  TRADE 


OVER  300  PRE-OWNED 

KOLEX  IN  STOCK 
also  C artier,  Breitling  &  Tag 
Largest  Selection  of 
Certified  Diamonds 

1-800-8-WATCHES 

Visit  Our  Web  Site:  nationalwatch.com 

Blh  8  CtiBilnul  Stieeh,  Philn.,  PA  N W  D  * iwi  m  ofod  hki  pwUi 
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ATTORNEYS  ACCOUNTANTS 
DEALMAKERS  Public  or  private 
funds  available  for  expansion  of 
projects  with  excellent  manage- 
ment and  growth  potential. 
ARBOC  INC.561-627-7110 


mm  b 


BACK  PAIN? 


There  is 
an  answer! 

Send  for  FREE  information 
on  NEW,  guaranteed 
seat  and  back  supports 
designed  by  a  leading 
back  pain  specialist. 

Posture  Education 

609  Sleepy  Hollow  Road 
Briorriiff  Manor,  NY  10510 
www.postureeducation.com 


CALL  TOLL-FREE  1.800-392-0363 


SlMsSSMBSik 
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Charge 
your  ad 


ACQUIRE  REAL  ESTATE! 

You  Locate,  We  Fund.  Co-Own 
Or  Just  Cash  Out!  Gain  Access  to 

Over  6,400  Cash  Investors! 
Free  Info:  1-866-541-1792  Ext.  290 


bes  Subscribers  Service.. .to  plan  your  order,  to  renew,  change  your  address  or  other  customer  service,  visit  our  site  at  . .www.forbes.com/customerservice  or  call. ..800-888-9896 


THOUGHTS 

On  the  Business  of  Life 


hat  doyen  of  nightlife  columnists,  Earl  Wilson,  sprinkles  his  people-full  chatter  with  many 
a  chuckle.  Some  delightful  examples:  "Sally  Field  in  the  film  Absence  of  Malice  said,  'My 
*mLm     father  was  an  investment  banker.'  Paul  Newman  replied,  'So  was  mine,  but  they  called 
him  a  loan  shark.'"  "Buddy  Hackett  had  charisma  as  a  boy.  But  it  cleared  up." "Why  did  Elizabeth 
Taylor  want  a  Tony?  Because  she'd  never  had  a  Tony.  She'd  had  a  Nicky,  a  Michael,  a  Mike,  an  Eddie,  two 
Richards  and  a  John,  but  she'd  never  had  a  Tony."  — MALCOLM  S.  FORBES  (1982) 


How  many  women  do  we  know  who 
were  continually  kissed  by  Clark  Gable, 
William  Powell,  Cary  Grant,  Spencer 
Tracy  and  Fredric  March?  Only  one: 
Myrna  Loy. 

—LAUREN  BACALL 


On  the  House  Un-American  Activities 
Committee:  They'll  nail  anyone  who  ever 
scratched  his  ass  during  the  National 
Anthem. 

—HUMPHREY  BOGART 


The  best  time  I  ever  had  with  Joan 
Crawford  was  when  I  pushed  her  down 
the  stairs  in  Whatever  Happened  to 
Baby  Jane? 

— BETTE  DAVIS 


You  can  fool  all  the  people  all  the  time  if 
the  advertising  is  right  and  the  budget  is 
big  enough. 

—JOSEPH  E.  LEVINE 


Marilyn  was  mean.  Terribly  mean. 
The  meanest  woman  I  have  ever  met 
around  this  town.  I  have  never  met 
anybody  as  mean  as  Marilyn  Monroe 
or  as  utterly  fabulous  on  the  screen. 

—BILLY  WILDER 


I'm  a  student  of  violence  because  I'm 
a  student  of  the  human  heart. 

—SAM  PECKINPAH 


Reviewing  Katharine  Hepburn:  She  ran 
the  whole  gamut  of  emotions  from  A  to  B. 

—DOROTHY  PARKER 


Tlieface  of  Garbo  is  an  Idea,  that  of 
Hepburn  an  event. 

—ROLAND  BARTHES 


What,  when  drunk,  one  sees  in  other 
women,  one  sees  in  Garbo  sober. 

—KENNETH  TYNAN 


Elizabeth  Taylor  is  a  wonderful 
movie  actress:  She  has  a  deal  with 
the  film  lab — she  gets  better  in  the 
bath  overnight. 

—MIKE  NICHOL 


/  think  the  most  important  thing  a 
woman  can  have — next  to  talent, 
of  course — is  her  hairdresser. 

—JOAN  CRAWFOR] 


Behind  the  phony  tinsel  of  Hollywood  lies 
the  real  tinsel. 

—OSCAR  LEVAN 


A  Text... 

Thorns  and  snares  are  in  the  way 
of  the  froward:  he  that  doth  keep 
his  soul  shall  be  far  from  them. 
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Tri  nity  Industries 


U.S.  c  ellular' 


To  lead  in  the  capital  goods  industry, 
consistent  business  processes  and  a 
world-class  finance  and  accounting 
operation  are  essential.  BearingPoint 
helped  Trinity  create  a  centralized 
accounting  service  center  that  standardized 
processes  and  transitioned  operations  to 
an  outsourced  environment.  Trinity  now 
accesses  information  faster  and  benefits 
from  improved  cycle  times,  allowing  them 
to  spend  more  time  driving  key  business 
issues.  These  are  the  kinds  of  results  that 
make  the  difference. 


U.S.  Cellular  faced  the  daunting 
challenge  of  combining  products, 
policies  and  organizations  when  it 
acquired  a  leading  wireless  carrier 
in  Chicago.  But  from  the  time  the 
acquisition  was  announced,  to  the 
time  the  first  customer  was  served, 
BearingPoint  helped  U.S.  Cellular 
make  the  transition  seamless.  These 
are  the  kinds  of  results  that  make 
the  difference. 

BUSINESS  INTEGRATION. 
EMPOWERED  BY  BEARINGPOINT. 


MANAGED  SERVICES. 
EMPOWERED  BY  BEARINGPOINT. 


BearingPoint 

Business  and  Systems  Aligned.  Business  Empowered. 


December  31,  2008 


Fellow  Shareholders, 


Define  Your  Company's 
Future,  Today. 
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VITAL 


Tyco  International  we  make  more  than  200,000  products  for  hundreds  of  different  industries.  Including 
Ise  oximeters  from  Nellcor,  which  provide  crucial  monitoring  for  infant  and  pediatric  patients. 
Dm  critical  medical  devices  to  electronic  components  to  security  and  fire-suppression  systems, 
srything  we  make  is  a  vital  part  of  your  world. 

ti/ca 

a  vital  part  of  your  world 

ECTRONICS         ENGINEERED  PRODUCTS  &  SERVICES         FIRE  &  SECURITY         HEALTHCARE         PLASTICS  &  ADHESIVES  www.tyco.com 


THERE'S  NOTHING 


ORE  IMPORTANT 


THAN  WHERE 
YOU  COME  FROM. 


EXCEPT  WHERE  YOU'RE  GOING. 


When  it  comes  to  succeeding  in  business, 
the  right  genes  make  all  the  difference. 
As  part  of  General  Electric,  we  were  known 


as  GE  Financial  Assurance  and  GE  Mortgage  Insurance. 
Now  we  move  forward  as  Genworth  Financial,  a  new 
public  insurance  holding  company  devoted  to  protecting 
lifestyles,  providing  retirement  income,  and  helping 
people  achieve  the  dream  of  home  ownership.  With  over 
100  billion  dollars  in  assets,  15  million  customers,  5000 
employees,  and  operations  in  20  countries,  we  already 
have  one  of  the  strongest  foundations  in  the  business. 
And  that's  just  the  beginning. 


genworth.com 


Genworth 


Financial 


Built  on  GE  Heritage 


1.  Car  notifies  owner  for  service. 

2.  Factory  informed  immediately. 

3.  Supplier  ships  parts  instantly. 

4.  Dealer  inventory  adjusts  in  real  time. 

5.  Car  back  on  road  in  no  time. 


MIDDLEWARE  IS  IBM  SOFTWARE.  Powerful  software 
like  DB2®  and  WebSphere"  that  can  connect  your  business 
end-to-end.  You  can  build  upon  your  existing  applications, 
creating  a  responsive  environment  where  partners,  vendors 
and  customers  can  easily  work  together.  And  IBM  software 
is  based  entirely  on  open  standards  for  maximum  efficiency, 
flexibility,  speed  and  agility.  That's  ON  DEMAND  BUSINESS. 


See  how  middleware  works.  See  how  it  helps  businesses  succeed.  See  it  at  ibm.com/middleware/integrate 
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EVOLUTION 

[ANOTHER  REASON  PSEG  HAS  WALL  STREET'S  ATTENTION] 
In  the  beginning,  transportation  was  one  of  our  primary  businesses. 
But  later  it  became  apparent  to  us  that  energy  was  the  industry  of  the 
future.  And  so  it  goes.  Over  the  past  100  years,  we  have  continued  to 
thoughtfully  evolve  our  business  to  meet  changes  in  the  marketplace 
as  well  as  the  needs  of  our  shareholders  and  the  communities  we 
serve.  Today,  our  focus  is  to  provide  investors  with  an  attractive  total 
return  through  a  combination  of  steady  income  and  long-term  growth. 
So  they  can  better  reach  their  future  goals. 

Wi  make  things  work  for  \ou. 


www.pseg  com 
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1 12  Digital  Tools  |  The  Call  of  the  Flat 

By  Stephen  Manes 

Marketing 

133  Mr.  Manners  A  pop-up  advertiser 
tries  to  be  less  obnoxious  than 
his  rivals.  By  Tatiana  Serafin 


"Out  of  our  top  10  or  II  competitors  ten  years 
ago,  only  3  or  4  are  competitors  today." 
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134  Slim  Pickings  A  low-carb  retail- 
ing disaster.  By  Zina  Moukheiber 

136  De-layering  Cutting  an  expensive 
middleman  in  corporate  legal 
work.  By  John  Turrettini 

Money  &  Investing 

172  Makers  &  Breakers  EMI  Group; 
Lions  Gate  Entertainment; 
Fisher  Scientific;  Colonial 
Properties  Trust. 

174  Portfolio  Strategy  |  Value  Made 
Easy  By  Kenneth  L.  Fisher 

176  Small  Stocks  |  Small  Caps 

Aren't  Over  By  Marc  Robins 
178  Financial  Strategy  |  The  Fed  Is 

tO  Blame  By  A.  Gary  Shilling 

Health 

180  Quitter's  Aid  A  nicotine  vaccine. 

By  Kerry  A.  Dolan 

Forbes  Life 

182  Whisky,  Up  Canny  Scotch 

collectors.  By  Michael  Freedman 
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EE  THEM  FOR  WHAT  THEY  WERE. 

LAUNCHING  PADS 

FOR  THE  FUTURE  OF  AUTO  RACING 
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What  does  a  485-hp  '66  Ford  GT  sound  like?  How  about  a  '67  Shelby?  A  '32  Bugatti? 
To  the  heart  of  a  racing  fan,  they  sound  like  some  of  the  finest  cars  ever  to  hit  the  track. 


As  Rolex  hosts  the  31st  Annual  Monterey  Historic  Automobile  Races,  these  cars  will  be  lining  up 
for  the  sake  of  history  and  competition.  Back  in  1974,  66  cars  lined  up  here;  today,  close  to  400  will. 
Legendary  cars.  Legendary  drivers.  Modern-day  fans.  That'll  be  the  hum  coming  out  of  Laguna  Seca. 

ROLEX  MONTEREY  HISTORIC  AUTOMOBILE  RACES,  MAZDA  RACEWAY,  MONTEREY,  CA.,  AUG.  1 3TH  -  1 5TH,  2004. 
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Timing  is  everything  in  the  fashion  industry.  What's  in 
vogue  one  month  is  often  out  of  style  the  next.  Not 
surprisingly,  fashion  houses  put  tremendous  pressure  on 
suppliers  to  deliver  the  latest  fabrics  and  textiles  on  .time. 

Perhaps  nobody  knows  the  demands  of  the  fashion 
industry  more  than  Marcel  Banziger,  the  namesake  and 


preclearing  U.S. -bound  shipments  and  ensuring  seamless 
same-day  clearance.  "With  UPS,  it's  all  in-house  and  the 
brokerage  operations  are  much  more  qualified,  responsive 
and  can  get  quicker  results,"  said  Banziger. 

UPS  is  also  instrumental  in  helping  Marcel  Banziger 
stay  on  budget.  Ever  since  UPS  helped  streamline  his 
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Marcel  Ba 


THE  FAST-PACED  FASHIO 
THE  FAST-PACED  SUP 


founder  of  New  York-based  Marcel  Banziger,  Inc.,  a  textile 
supplier  to  high-end  designers  like  Oscar  de  la  Renta, 
Halston  and  Bill  Blass. 

"Our  business  is  time-sensitive  and  customers  can't 
wait  until  tomorrow,"  said  Banziger.  "Our  customers  need 
fabrics  for  things  like  high-end  fashion 
shows.  A  garment  or  a  sample  must  meet 
the  deadline.  It's  critical  not  to  lose  an  hour." 

But  Banziger  realized  he  was  losing 
valuable  time  in  transit  due  to  customs 
delays  caused  by  brokerage  errors  and 
oversights.  To  make  matters  worse,  the 
failure  to  comply  with  customs  regulations 
could  potentially  lead  to  hefty  fines  —  up 
to  40  percent  of  the  value  of  the  imported 
merchandise. 

By  enlisting  the  help  of  UPS',  Banziger 
discovered  he  could  streamline  shipping 
operations  and  eliminate  importing  risks 
through  smart  solutions  that  saved  time, 
controlled  costs  and  even  helped  improve 
customer  service.  Right  away,  UPS  saved 
his  company  at  least  a  day  in  transit  by  reducing  multiple 
carriers  to  one.  UPS's  customs  brokerage  services  also 
came  into  play,  speeding  along  the  customs  process  by 


"Our  business 
is  time-sensitive 
and  customers 
can't  wait  until 
tomorrow." 


supply  chain,  there  have  been  significant  cost  savings  and 
increased  efficiencies.  Also,  there  are  no  surprises  in  cost 
because  static  charges  are  known  up  front,  making  it 
easier  for  the  small,  ten-person  company  to  plan  ahead 
and  manage  cash  flow  more  efficiently. 

Largely  an  importer  of  textile  goods, 
Marcel  Banziger  depends  on  timely  ship- 
ments from  places  such  as  Italy,  France, 
Switzerland,  South  Korea  and  Japan.  UPS 
Import  Freight  Collect  consolidates  the 
company's  bills  and  converts  them  to  U.S. 
dollars,  eliminating  painstaking  and  costly 
currency  conversions.  To  simplify  things 
even  further,  Marcel  Banziger  uses  one 
account  number  for  all  its  import  business. 

"We're  in  the  fast-paced  fashion 
business  with  a  continually  changing 
product,"  said  Banziger.  "We  have  idea, 
color,  and  texture-driven  products  and  our 
reputation  for  reliability  in  the  market  is 
good  --  absolutely  good." 

Marcel  Banziger  may  be  a  small 
outfit,  but  by  saving  time  and  money  it  has  managed  to 
make  a  large  impact  in  an  industry  where  businesses 
come  and  go  as  quickly  as  last  season's  hemlines. 


©  2004  United  Parcel  Service  ot  America,  Inc.  UPS,  the  UPS  brandmark,  and  the  color  brown  are  trademarks  of  United  Parcel  Service  of  America,  Inc.  All  rights  reserved. 
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WHAT  CAN  BROWN  DO  FOR  YOU? 


At  UPS  Supply  Chain  Solutions? 
we  have  the  full  range  of  expertise 
to  help  you  turn  your  supply  chain 
into  a  strategic  asset. 

Supply  Chain  Design  and 
Planning 

We'll  help  you  take  a  critical 
look  at  your  current  supply  chain. 
Then  work  with  you  to  design  a 
more  effective  model.  One  that 
makes  better  use  of  your 
resources,  and  ultimately  gets 
your  inventory  to  market  faster. 

Logistics  and  Distribution 
Services 

We  can  help  improve  your 
global  distribution  process  by 
finding  better  ways  to  handle 
materials  sourcing,  order  fulfill- 
ment, and  even  final  delivery 
compliance.  We'll  also  make 
sure  your  reverse  logistics  are 


Transportation  and  Freight 

Whether  you're  shipping  ocean, 
air,  road  or  rail,  our  network 
can  handle  it  all.  We  combine 
freight  services  with  customs 
brokerage  and  warehou: ' 
And  we  have  the  techni 
give  you  visibility  of  your  goods 
all  along  the  way. 

International  Trade 
Management 

UPS  has  been  helping 
customers  trade  internationally 
for  over  70  years,  with  customs 
brokerage  services  that  span 
the  world.  All  of  which  meai 
faster  customs  clearance,,  f 
cargo  delays,  and  reduced  n 
compliance  fees. 


UPS-SCS.com  1-866-822-S336 
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Forbes  Magazine 
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"Hi  there.  Do  you  come  here  often?" 

If  you're  looking  for  jobs  galore  and  highly  educated, 
unattached  young  people,  head  for  the  mountains!  The 
Denver-Boulder  metro  area  is  America's  best  place  for 
singles.  The  Mile  High  City  edged  out  larger  metres  like 
Boston  and  Washington,  D.C.,  thanks  to  its  booming  job 
market,  relatively  low  cost  of  living  and  large  university 
population.  Our  annual  listing  of  America's  Best  Cities 
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The  Best  Summer  Cocktails 

Nick  Passmore 

The  Spanish  poet  Federico  Garcia  Lorca  disparagingly 
observed  that  "the  only  things  that  the  United  States  has 
given  to  the  world  are  skyscrapers,  jazz  and  cocktails." 
But  what  gifts  they  are,  especially  that  epitome  of  Ameri- 
can sophistication  and  style,  the 
cocktail.  What  better  way  to  savor 
sultry  summer  evenings  than  with 
a  pitcher  full  of  these  cool  concoc- 
tions? To  help  you  in  this  arduous 
but  rewarding  task,  we  have  com- 
piled a  list  of  our  dozen  favorite 
summer  sippers  for  your  pleasure. 
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ARE  DIFFERENT  DEPARTMENTS  CONTRACTING  THE  SAME  SERVICE  AT  MULTIPLE  RATES? 

Every  day,  millions  of  dollars  are  inadvertently  lost  due  to  inconsistent  spend  contracts- 
ranging  from  temp  labor  hires  to  facilities  maintenance.  When  you  institute  best  practices 
to  regulate  your  procurement  of  services,  that's  Spend  Management.  And  that's  Ariba. 
We  can  help  set  standards  that  help  everyone  work  smarter  and  transform  your  business. 
To  get  your  complimentary  copy  of  our  "Five  Step  Guide  to  Services  Spend  Management 
Success','  please  call  us  at  1-866-772-7422  or  visit  www.ariba.com/service. 


Ariba  Impacts: 

Temp  Labor 
IT  Consulting 
Facilities 
Print 

Marketing 
Construction 
Housekeeping 
and  more... 


ARIBA® 

This  is  Spend  Management 
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A,B,C 


ABB,  82 
Aberdeen  Asset 

Management,  148 
Adidas,  163 
Alaska  Airways,  133 
Alliurra,  62 
Allied  Capital,  50 
American  Airlines,  46 
American  Funds,  30 
Amoi,  76 
AmorePacifk ,  I  1 1 
Apollo  Investment  Group,  44 
Apple  Computer,  107,  172 
Axiom  Legal,  1 36 
BEI  Technologies,  176 
BMW,  163,  176 
BP,  140 
BYD  Auto,  76 
Bang  &  Olufsen,  108 
Bank  of  America,  30,  172 
Barclays,  20,  163, 170 
L.L.  Bean,  133 
Benchmark  Electronics,  174 
Bird,  76 

Black  &  Decker,  76 
Blackstone  Group,  44 
Bluetooth,  110 
Boeing,  46 
Boston  Co.  Asset 

Management,  172 
Boston  Consulting  Group,  82 
Bristol-Myers  Squibb,  64 
CI  Global,  164 
Capital  One  Financial,  54 
Carlsberg,  151 
Cascade  Forklift,  176 
Charles  River  Labs,  58 
Chery,  78 
China  Telecom,  82 
Chiron,  58 
Christie's,  182 
Circuit  City  Stores,  54 
Cisco  Systems,  41, 67 
Citigroup,  30,  151 
Claria,  133 
Coca-Cola,  30 
Colgate-Palmolive,  30 
Colonial  Properties  Trust,  172 
Coppola,  135 
Covance,  58 

Credit  Suisse  First  Boston,  145,  165 
Crown  Advisors,  1 76 
Cytos,  180 

Dassault  Systemes,  152 
Davis  Polk  Si  Wardwell,  136 
DeCode  Genetics,  145 
Dell  Computer,  104, 112 
Deloitte  Touche  Tohmatsu,  60, 85 
Denny's,  22 
Deutsche  Bank,  162 
Dolphin  Medical,  88 
Dongfeng  Motor,  78 
Doubleclick,  136 
EMI  Group,  172 


Earthlink,  133 
Ebay,  133, 183 
Emerson  Electric,  80 
Entrust,  53 
Ericsson,  69,  76 
Fannie  Mae,  178 
Federal  Express,  44 
Federated  International,  148 
Fidelity  Investments,  20,  30 
First  Automotive  Works,  78 
Fisher  Scientific,  172 
Flanders,  176 
Fleet  National  Bank,  85 
Ford  Motor,  50,  72,176 
Freddie  Mac,  178 
Fresenius  Medical  Care,  165 


Geely,  78 

General  Motors,  4 1 ,  50, 

60,  76,  176 
St.  George  Distillery,  183 
Georgia-Pacific,  54 
Gevalia,  133 
Gillette,  54 

GlaxoSmithkline,  64,  140 
Global  Asset  Management,  170 
Globalvest  Management,  166 
Goldman  Sachs  Group,  46, 136 
Greenlight  Capital,  50 
Grupo  Financiero  Banorte,  168 
H8<H  Bagels,  135 
Hana  Bank,  151 
Harrods,  183 
Hertz,  133 

Hewlett-Packard,  54,69,  104 
Hibernia,  174 
Hite  Brewery,  151 
Home  Depot,  81 
Honda,  78 
Honeywell,  54,  136 
Hopewell  Holdings,  140 
Huawei  Technologies,  74,  82 
Hudson's  Bay,  68 
IBM,  4 1,69,  102 
IDC,  108 
Inframat,  24 
Intel,  54, 102,  176 
International  Finance,  147 
Internet  Auction,  151 
Investment  Technology 

Group,  56 
iRiver,  107 


J,  K.L 


Jabra,  108 
Jeffries  8;  Co.,  60 
Jordan  Kuwait  Bank,  148 
Juniper  Network,  4 1 , 69 
K&S,  146 

John  Keells  Holdings,  148 
Kidder  Peabody,  178 
KohJberg  Kravis  Roberts,  44 
Kookmin  Bank,  151 
KorAm  Bank,  LSI 
Kroger,  135 

Las  Vegas  Hotel  Group,  1 33 


Legacy  Trading,  60 
Lehman  Brothers,  72 
Life  Sciences  Research,  58 
Lions  Gate  Entertainment,  172 
Lipper,  136 
Logitech,  108 
Lone  Star,  151 


S.T.U 


M.N.O 


Macallan,  183 

Marathon  Oil,  174 

Marsh  8i  McLennan,  60 

Matrox,  1 12 

Matsushita,  140 

Matthews  International  Capital 

Management,  150 
Maverick  Tube,  1 74 
McCarthy,  183 
McTear's,  182 
Merck,  146,  176 
Merrill  Lynch,  85 
Metro,  163 
Microsoft,  52, 74, 102 
Mitsubishi  Motors,  78,  176 
Monterey  Networks,  74 
Morgan  Stanley,  46,  54,  56 
Morningstar,  144 
Motorola,  76, 82,  102, 108 
Mrs.  Fields  Famous  Brands,  24 
NHN,  151 

Nabi  Biopharmaceuticals,  180 
Nature's  Best,  1 35 
New  Line  Cinema,  107 
News  Corp.,  146 
Nike,  163 

Nokia,  76, 102, 145 
Nong  Shim,  151 
Nordstrom,  133 
Novartis,64,  140 
Oak  Associates,  74 
Ocean  Breeze 

International,  24 
O'Melveny  &  Myers,  136 
180solutions,  133 
Orascom  Telecom,  148 

RQ..R 

J.  C.  Penney,  133 
PeopleSoft,  54 
PepsiCo,  30 

Pirelli  Optical  Systems,  74 
Plantronics,  108 
Portrait  Displays,  114 
Presidio  Venture  Partners,  58 
Printingforless.com,  41 
Procter  &  Gamble,  30 
Prommune,  180 
Prudential  Financial,  151 
Pure  Foods,  135 
Putnam  Investments,  30 
RCA,  107 

Radio  Free  Europe/Radio  Libert)',  62 

Radio  Sawa,  62 

Red  Lion  Inn,  135 

Reuters,  136 

Road  Runner,  133 

Royal  Dutch/Shell,  46 


Salomon  Brothers,  163 
Samsung  Electronics,  102, 112 
Saturn,  50 

Scaled  Composites,  50 
Sears,  Roebuck,  54 
Shaklee,  58 
Shanghai  Automotive 

Industry,  78 
Sharper  Image,  24 
Shuanghuan,  78 
Sony,  102,  112,  140 
Sony  Ericsson,  108 
Southtrust  Bank,  68 
Southwest  Airlines,  54 
Space  Adventures,  50 
Spectrum  Equity  Investors,  133 
Spirit  Sciences  USA,  44 
Sprint,  54,  102 
State  Street  Global 

Advisors,  148 
Sumitomo,  58 
Sun  Microsystems,  69,  174 
Sybase,  41 

T.  Rowe  Price  Group,  144 
TCL,  76 
TDC,  147 

Taiwan  Semiconductor,  148 

Target,  135 

TechRanch,  41 

Tele  Nordeste  Celular,  168 

Telecom  Italia,  168 

Telekomunikasi  Indonesia,  148 

Templeton  Global 

Advisors,  138 
3Com,  74 
Tidewater,  174 
Tom  Group,  146 
Tower  Group,  52 
Toyota  Motor,  22, 50, 176 
Trilogy  Advisors,  1 64 
24/7  Real  Media,  133 
U-Haul  International,  133 
UBS,  145 
UPS,  133 

United  Airlines,  46 

United  Microelectronics,  148 


v,w 


Vanguard  Group,  30,  56 
Viacom,  172 
ViewSonic,  112 
Voice  of  America,  62 
Volkswagen,  76 
Wachovia  Securities,  172 
Waddell  &  Reed  Advisors,  145 
Wal-Mart  Stores,  22, 46,  69 
Walden  Asset 

Management,  54 
Wells  Fargo,  133 
WhenU,  133 


X.Y.Z 


Xenova,  180 
Zabar's,  135 
Zango  Creative,  133 


FORBES  is  published  biweekly,  monthly  in  January  and  August,  with  an  extra  issue  in  April  and  October,  by  Forbes  Inc.,  60  Fifth  Avenue,  New  York,  N.Y.  1001 1.  Subscriptions:  U.S.A.,  one 
year  $59.95.  Canada,  one  year  C$89.95  (includes  GST).  Forbes  Subscriber  Service  is  available  online.  To  subscribe,  change  your  address,  or  for  other  assistance,  please 
visit  www.forbes.com/customer  service.  Or  write  Forbes  Subscriber  Service,  P.O.  Box  547 1 ,  Harlan,  IA  5 1 593-097 1 .  To  purchase  back  issues  of  Forbes  magazine,  call  1  -800-429-0 1 06. 

Where  necessary,  permission  is  granted  by  the  copyright  owner  for  those  registered  with  the  Copyright  Clearance  Center  (CCC),  222  Rosewood  Dr.,  Danvers,  MA  01923, 
to  photocopy  articles  owned  by  Forbes  for  a  flat  fee  of  $1.50  per  copy  per  article.  Send  payment  to  the  CCC  stating  the  ISSN  (0015  6914),  volume,  and  first  and  last  page  number  of  each 
article  copied.  Copying  for  other  th  in  personal  use  or  internal  reference,  or  of  articles  or  columns  not  owned  by  Forbes  without  express  permission  of  Forbes  or  the  copyright  owner  is 
expressly  prohibited. 

To  order  reprints,  call  212-620-2399  or  fax  212-206-51 18  or  e-mail  reprints@forbes.com  (minimum  order  500);  to  request  permission  to  republish  an  article,  call  212-620-1819 
or  fax  212-206-51 18.  Reprints  reproduced  by  others  are  not  authorized. 


16     FORBES"  Julv  26, 2004 


AMERICAN  EXPRESS  FINANCIAL  ADVISORS 


Investing  is  smart. 
Keeping  it  simple  is 
even  smarterr 

Ask  about  the 
AXP  Portfolio 
Builder  Series. 


Call  1-877-MY-ECONOMY  for  a  free  AXP  Portfolio  Builder  Series 
brochure  and  to  arrange  a  complimentary  risk  assessment  with  an 
American  Express  financial  advisor.  With  our  AXP*  Portfolio  Builder  Series 
of  mutual  funds,  your  American  Express  financial  advisor  can  guide  you  toward  the 
right  investment  vehicles  while  eliminating  the  confusion  associated  with  endless 
investment  options.  The  AXP*  Portfolio  Builder  Series  offers  six  strategic  asset 
allocation  funds  covering  a  full  range  of  investment  objectives,  from  conservative  to 
aggressive.  Once  you're  invested,  we  can  help  you  actively  manage  and  reallocate 
your  assets  to  match  your  changing  needs.  Because  these  funds  are  overseen  by 
the  American  Express  Capital  Markets  Committee,  you  further  benefit  from  the 
insights  and  experience  of  our  most  senior  investment  professionals  covering 
markets  around  the  globe.  Visit  us  at  americanexpress.com/myeconomy 


Managing  the  economy  that  means  most:  yours. 


>:07PM  LOG  INTO  HOT  SPOT  2:08  PM 
NETWORK  SECURESTHIN  AIR  2:09PM 
rRANSMIT  FILESTHROUGH  THIN  AIR 
>:25PM  UPDATE  PURCHASE  ORDER 
>:35PM  EXPENSE  COFFEE  ORDER 

ie  more  freedom  you  give  employees  to  work  anywhere,  the  more  you  can  achieve.  That's  good.  But,  at  the  same  time,  the  more  you  expose 
>urself  to  intruders  and  worms.  That's  not  so  good.  How  far  can  a  network  travel  to  protect  your  office?  Now,  the  answer  is  everywhere.  Cisco 
jtworks,  with  integrated  wireless  security,  protect  mobile  workers  who  constantly  move  outside  the  safety  of  the  corporate  network.  So 
formation  is  secured.  No  matter  where  it  exists.  To  learn  more  about  how  Cisco  can  help  plan,  design  and  implement  your  network  security, 
sit  cisco.com/securitynow.  SELF-DEFENDING  NETWORKS  PROTECT  AGAINST  HUMAN  NATURE. 
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The  Passive-Aggressive  Portfolio 

Our  survey  of  international  stocks  is  aimed,  in  part,  at  investors 
who  like  to  roll  up  their  sleeves.  On  page  152  Andrew  T.  Gillies  can 
get  you  started  picking  through  the  49,000  available  securities. 

Too  overwhelming?  The  other  extreme  is  what  they  call  pas- 
sive investing.  You  get  a  mindless  basket  of  stocks  through  an 
index  fund.  In  this  genre,  Fidelity's  Spartan 
International  Index  Fund  is  a  good  buy.  It 
has  1,048  stocks  in  it  and  a  low  0.5% 
expense  ratio. 

Now  here's  a  third  option.  It 
combines   elements   of  passive 
investing  with  a  simple  but  effective 
tax  dodge.  It  demands  only  a  min- 
imum of  trading  decisions,  quite 
within  the  range  of  any  brokerage 
customer,  or  even  an  educated 
monkey.  What  I  have  in  mind  is 
a  basket  of  baskets. 

Instead  of  plunking  $200,000  into  one  index  fund,  put 
$10,000  each  into  20  different  ones.  Barclays  offers  iShares — 
fixed  baskets  of  stocks — for  1 5  developed  markets  and  6  emerg- 
ing ones.  If  you  want  to  get  fancy,  you  could  try  to  play  hunches, 
overweighting,  say,  Malaysia  while  skipping  Spain.  Or  you  could 
just  buy  the  whole  lot.  The  point  is  simply  to  get  a  lot  of  diver- 
sification while  maintaining  separate  positions,  useful  at  tax 
time.  (The  advice  here  is  relevant  only  to  taxable  accounts — not 
your  IRA.) 

Once  a  year  scan  your  brokerage  statement  for  any  positions 
underwater  by  $1,000  or  more  and  sell  them.  Of  course  you 
hope  that  all  20  go  straight  up,  but  that's  not  going  to  happen. 
Over  the  short  term,  let's  face  it,  performance  is  determined  by 
roulette  wheels.  A  year  from  now  it  could  be  that  economies  in 
the  civilized  nations  are  all  doing  badly  while  France  is  up. 
There's  no  telling. 

Stay  out  of  the  losers  for  31  days  (to  avoid  the  "wash  sale" 
rule  limiting  tax  deductions),  then  get  back  in.  Hang  on  to  the 
winners.  Over  a  long  period  the  whole  portfolio  should  climb, 
just  like  the  international  index  fund,  but  your  tax  returns  will 
tell  a  different  story.  They  will  be  peppered  with  capital  losses. 
The  deductions  can  be  applied  against  any  amount  of  capital 
gains,  plus  up  to  $3,000  of  your  salary.  Unused  losses  can  be  car- 
ried forward  indefinitely. 

What  if  you're  putting  $2  million  abroad?  The  $3,000  write- 
off may  seem  puny,  but  then  you're  probably  the  kind  of  person 
who  has  timberlands  or  Matisses  that  throw  off  capital  gains, 
and  this  is  a  way  to  shelter  those  gains.  Next  to  making  money 
on  100%  of  your  trades,  the  best  thing  is  having  a  capital  loss 
carryforward. 


£/v  mrv^r^w  editor 
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THE  MOST 
EXCITING  THING  IN 
SHIPPING  SINCE 


BUBBLE  WRAP 


nally,  a  new  choice  for  domestic  shipping.  People  who  work  with  you  the  way 
>u  want  to  work.  Call  us  at  1-800-CALL  DHL  to  hear  what  we  can  do  for  you 
id  see  how  we're  bursting  the  duopoly's  bubble. 


'ww.dhl.com 


WE  MOVE  THE  WORLD 


READERS  SAY 


These  Jays  Ain't  Blue 


"If  You  Build  a  Cheaper  Mousetrap, 
They  Will  Come"  (June  21,  p.  60)  cor- 
rectly points  out  that  our  club  has 
struggled  on  the  field  this  year.  But 
FORBES  failed  to  mention  the  rash  of 
player  injuries  we  have  suffered  this 
season.  No  fewer  than  five  members 
of  our  opening  day  starting  lineup 
have  spent  time  on  the  disabled  list 
this  year.  In  2003  we  won  86  games 
for  a  .531  winning  percentage,  good 
for  sixth  in  the  American  League. 
That  marked  the  second-highest  win 
total  for  the  Blue  Jays  since  the  team 
won  the  World  Series  in  1993.  At  the  same  time  our  farm  system  has  blos- 
somed into  one  of  the  top-rated  systems  in  baseball. 

PAUL  V.  GODFREY 
President  and  Chief  Executive  Officer 
Toronto  Blue  Jays  Baseball  Club 
Toronto,  Ont. 
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Objects  Slower  Than  They  Appear 

I  enjoyed  "Just  in  Time  Meets  Just 
Right"  (July  5,  p.  66).  However,  what 
Toyota  says  is  greatly  removed  from 
what  it  delivers.  I  just  received  my  2004 
Camry  SE  with  ABS  and  side/curtain  air 
bags.  I  had  ordered  the  car  in  February, 
and  the  dealer  promised  a  six-to-eight- 
week  delivery.  More  than  two  months 
later  I  contacted  Toyota  about  the  delay. 
They  offered  no  guarantee  I'd  receive 
the  vehicle  with  the  "exact  options 
requested,"  even  though  I  had  created 
them  using  the  Toyota  Web  site.  In  June 
my  car  arrived  at  the  dealer  but  was 
again  delayed  because  of  two  other 
deliveries.  I  asked  for  a  couple  of  extra 
keys  as  compensation  for  my  wait  and 
was  told  that  keys  cost  $40  apiece.  Wal- 
Mart  made  me  two  for  a  few  dollars 
with  no  hassle.  Is  Honda  listening? 

HANK  SIMON 
Arlington,  Tex. 

Role  Racket? 

As  a  third-generation  member  of  the 
International  Alliance  of  Theatrical 
State  Employes  [sic],  I  take  exception  to 
"Side  Lines"  (July  5,  p.  22).  Motion  pic- 
ture production,  despite  its  glamorous 


image,  is  just  that:  production.  It 
involves  many  different  jobs,  most  of 
which  can't  safely  or  efficiently  be  inter- 
changed. Would  you  allow  your  trash 
collector  to  install  the  electrical  system 
in  your  home?  Your  landscaper  to  do 
your  plumbing?  No  one  "sits  around" 
waiting  for  us.  We  sit  around  waiting  for 
actors  to  wake  up,  show  up,  and  some  to 
sober  up.  Maybe  tomorrow  I'll  be  an 
editor. 

JOHN  R.  FORD 
President,  Local  52,  IATSE 
New  York,  N.Y. 

Grilled  No  More 

In  "Short-Order  Chef  (June  21,  p.  106) 
you  note  that  Denny's  continues  to  reel 
"from  a  racial-discrimination  suit."  In 
fact,  Denny's  is  recognized  as  one  of  the 
leaders  in  corporate  diversity  and  is 
listed  among  the  top  companies  in 
America  for  minorities.  And  why  limit 
reporting  our  financial  results  to  Febru- 
ary? Last  ApriJ  was  our  eighth  consecu- 
tive month  of  positive  same-store  sales. 

NELSON  J.  MARCHIOLI 
Chief  Executive  and  President 
Denny's  Corp. 
Spartanburg,  S.C. 


Aetna's  Leadership 


Our  innovations  in 
consumer-directed 
plans  keep  us 
ahead  of  the  pack. 

The  Aetna  HealthFund®  family  of  plans 
was  the  first  consumer-directed  solution 
offered  by  a  national,  full-service  health 
insurer.  And  we've  been  innovating 
and  improving  it  ever  since.  Today,  we 
offer  a  suite  of  products,  including 
Medical,  Dental,  Pharmacy,  and  Long- 
Term  Care  coverage  for  companies  of 
all  sizes.  We're  also  one  of  the  first  to 
release  studies  showing  high  levels  of 
member  satisfaction,  and  our  plans' 
ability  to  help  control  costs.  And  now 
our  products  include  the  option  of 
Health  Savings  Accounts.  To  find  out 
how  our  experience  can  help  you  find 
plans  that  are  right  for  your  business, 
call  your  broker,  Aetna  representative, 
or  visit  us  today  at  aetna.com. 


©  2004  Aetna  Inc.  Aetna  HealthFund  plans  are  offered  through  Aetna  Life  Insurance 
Company.  Plans  contain  exclusions  and  limitations.  Information  is  based  on  an  Aetna 
Integrated  Informatics  Study  of  Aetna  HealthFund  enrollment  (January-September  2003). 
-2004104 
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GearTrack™  Channels 

Get  items  off  the  floor. 
Reposition  with  ease. 


Freezerator™  Convertible 
Refrigerator/Freezer 

Innovative  garage  appliance 
with  a  large  freezer  on  the  bottom 
and  a  refrigerator  on  the  top. 


Gladiator™  Roll  Flooring 

Renew  and  protect  your  floor. 

Gladiator™ GarageWorks  GearBoxes 
start  at  just  $149.99.  Call  866-342-4089. 
or  visit  GladiatorGW  com  to  learn  more. 
Join  the  Team  Gladiator"'  inner 
circle  for  special  offers. 

^Registered  trademark/IMTrademark  of  Whirlpool.  U  S.A. 
©2004  Whirlpool  Corporation.  All  rights  reserved. 
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Debt-to-Cookie  Ratio 

Rather  than  adding  to  existing  debt,  as 
"CCC  Sickness"  (June  21,  p.  62)  suggests, 
the  purpose  of  Mrs.  Fields  Famous  Brands 
bond  offering  was  to  issue  new  debt  as  part 
of  an  overall  refinancing.  The  bonds  were 
offered  to  qualified  institutional  buyers. 
They  knew  when  they  bought  them  that 
Mrs.  Fields  was  reorganizing  some  of  its 
entities.  In  fact,  the  bonds  were  rated  B3  by 
Moody's  and  CCC+  by  S&P. 

SANDRA  BUFFA 
Chief  Financial  Officer 
Mrs.  Fields  Famous  Brands 
Salt  Lake  City,  Utah 

Calling  Lou  Dobbs 

I  don't  believe  for  one  nanosecond  that 
Inframat  Chief  Executive  David  Reisner 
can't  find  any  qualified  Americans  to 
work  at  his  company  ("In  Dust  We 
Trust,"  June  21,  p.  180).  Over  the  last  four 
years  tens  of  thousands  of  highly  quali- 
fied American  citizens  with  science  and 
engineering  degrees  have  lost  their  jobs. 
The  H- IB  visa  holders  he  insists  on  hiring 
have  none  of  the  workplace  rights  that 
most  of  us  take  for  granted.  The  H-1B  visa 
program  should  be  ended  at  once. 

RANDLE  C.  SINK 
Brea,  Calif. 

Dustbusters:  James  Hsiao,  David 
.Reisner  and  Oanny  Xiao  of  Infr 


Clearing  the  Air 

In  your  otherwise  excellent  analysis  of 
Sharper  Image's  litigation  with  Con- 
sumers Union  over  the  effectiveness  of 
the  Ionic  Breeze  air  cleaner,  "A  Mighty 
Wind"  {July  5,  p.  62),  two  points  need 


clarifying.  In  the  Bose  case,  Consumers 
Union's  position  was  upheld  by  both  a 
Court  of  Appeals  and  the  U.S.  Supreme 
Court.  In  fact,  Consumers  Union  is  15- 
for-15  in  litigation.  We  have  never  lost  a 
case  and  never  paid  money  to  settle.  And 
Consumers  Union  first  published  prod- 
uct test  reports  in  1936,  making  it  68 
years  old,  not  86. 

R.  DAVID  PITTLE 
Senior  Vice  President,  Technical  Policy 
Consumers  Union 
Yonkers,  N.Y. 

Battle  of  the  Bulbs 

It  would  have  been  interesting  in  "Safe 
Streets  Act"  (June  21,  p.  90)  to  mention 
how  U.S.  dollars  sent  to  Colombia  to 
subsidize  that  nation's  flower-growing 
industry  have  decimated  U.S.  flower- 
growing  agriculture.  Nine  of  the  top  100 
U.S.  growers  are  situated  in  the  Carpin- 
teria  Valley  of  California,  where  growers 
fight  their  own  enemies,  like  the  Califor- 
nia Coastal  Commission  and  the  Santa 
Barbara  County  Supervisors.  We  use  tax 
dollars  to  help  growers  in  Colombia  and 
to  fight  growers  in  California.  What  a 
system. 

JUNE  VAN  WINGERDEN 
Co-Owner,  Ocean  Breeze  International 
Carpinteria,  Calif. 

Pass  the  Tofu  Dressing 

In  "Attacking  Heart  Attacks" 
(June  21,  p.  152)  FORBES  fails 
to  mention  the  best  way  to 
deal  with  heart  disease.  The 
work  of  doctors  like  John 
McDougall  and  Dean  Ornish 
proves  that  there  is  a  cheap, 
safe,  almost  painless  way  to 
prevent  or  even  reverse  cardio- 
vascular disease.  To  paraphrase 
an  old  FORBES  editorial: 
"Vegan  Diet,  Anyone?" 

DEAN  WAHLS 
Venice,  Calif. 


Forbes 


Send_e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 


'RKS  OF  ART  BELONG  BEHIND  GLASS.  Gladiator  GarageWorks  by  Whirlpool  Corporation  is  a  fully  modular 
ige  solution  that  is  an  impressive  addition  to  your  home.  Each  unit  is  built  garage-tough  and  is  designed  to 
you  back  in  control  of  your  garage.  There's  everything  from  tread  plate  GearBoxes  to  wall  storage  options  to 
>r-covering  solutions.  To  design  your  own  custom  garage  system  and  find  a  Gladiator'"  GarageWorks  dealer 
r  you,  call  1-866-342-4089  or  log  on  to  GladiatorGW.com. 

tered  trademark/'MTrademark  of  Whirlpool.  U.S.A.  ©2004  Whirlpool  Corporation.  All  rights  reserved. 


GLADIATOR 

G  ARAGE  WORKS 

by  Whirlpool  Corporation 


1°  REAL-TIME  NIRVANA 


No  more  Information  lags.  Sybase  Real 
Time  Data  Services  proactively  pushes 
data  to  where  it's  needed,  when  it's 
needed,  in  the  form  it's  needed. 


©2004.  Sybase.  Inc.  Sybase  and  the  Sybase  logo  are  registered  traaemarks  of  Sybase,  Inc  XPIANATIONS'"  by  Xplane.nm 1  AU  other  company  and  product  names  mentor ed  may  be  trademarks  of  the  respective  companies  wrm  which  they  are  associated 


Sybase  Real  Time  Data  Services 

can  help  your  enterprise 
become  smarter,  faster,  and  more 

responsive.  Implementing 
a  real-time  initiative?  Start  with 


our  new  White  Paper. 


The  Enterprise.  Unwired. 


"We  couldn't  have  been 
happier  with  the  35% 
increased  productivity 
Citrix  gave  our  28,900 
users.  Until  they  reduced 
our  internal  IT  costs 


Reiner  Schmitt,  IT  Manager 
SAP  AG 


INFRASTRUCTURE  FOR  THE  ON-DEMAND  ENTERPRISE 

As  the  recognized  leader  in  providing  collaborative 
business  solutions  for  all  types  of  industries  and  for 
every  major  market,  SAP  knows  the  value  of  an  efficient 
enterprise.  So  when  they  needed  their  own  28,900 
employees  to  have  better  access  to  mission-critical 
applications,  SAP  did  what  99%  of  the  Fortune  500  have 
already  done.  They  turned  to  Citrix*  software  to  deploy 
more  than  40  applications  centrally,  including  mySAP™ 
Business  Suite,  for  secure,  easy,  and  instant  access  to 
business-critical  information — anywhere,  anytime,  from 
any  device.  We  call  it  the  on-demand  enterprise.  And 
it's  helping  more  than  120,000  of  our  customers  save 
money  and  reduce  IT  complexity.  To  learn  what  Citrix 
can  do  for  your  business,  call  888-820-7918  or  visit 
www.citrix.com. 


CITRIX 


CC0CW  Car*  Systems.  He  Al  nyts  MMd  Ctw  6  a  registered  »3derre*  of  Ore 
Systems,  ix.  n  the  US-  and  omer  countnesAJ  otter  trademarks  anoreojsterec 
trademarks  are  me  property  or  ther  respect*  owners  SAP,  nySfiP.  my  SAPccm, 
«Apps.  xApp.  SAP  NetWfeewr  and  other  SAP  products  and  sences  mertaned  nerer 
as  vwl  as  ther  respectee  cgx  are  trademarKs  or  regSered  tademaW  of  SAP  AG  n 
German)  and  r  sewra  otner  coirtnes  al  w&  me  <wo  aj  ctrer  product  and  servce 


FACT  AND  COMMENT 

5y  Steve  Forbes,  Editor-in-Chief 

'With  all  thy  getting  get  understanding" 


No  Wonder 


USK  TAKING  IS  THE  FUNDAMENTAL  FOUNDATION  OF  ECONOMIC 
progress.  Societies  that  allow  or  encourage  it  flourish;  those  that 
ion't,  don't.  Economically  sluggish  western  Europe's  attitude 
oward  entrepreneurship  is  captured  by  a  provision  in  Italy's 


bankruptcy  law.  If  your  business  goes  broke  in  Italy,  you  are  pro- 
hibited from  starting  a  new  one  for  ten  years.  The  only  reprieve: 
If  you  can  persuade  a  court  that  you  are  making  a  "good  faith 
effort"  to  pay  your  creditors,  the  ban  will  be  cut  to  two  years. 


Health  Care  Crisis  Cure 


fflE  SALVATION  OF  AMERICAN— AND  GLOBAL— HEALTH  CARE  IS 
it  hand.  In  June  the  U.S.  Treasury  Department  issued  a  ruling 
hat  removes  one  of  the  last  major  hurdles  to  the  widespread  use 
)f  tax-free  Health  Savings  Accounts.  HSAs  are  modeled  after 
RAs — money  for  medical  purposes  can  be  deposited  free  of  tax, 
t  can  grow  tax  free,  and  it  can  be  spent  for  medical  care,  tax  free. 

Several  states  mandate  first-dollar  coverage  for  certain  types 
)f  health  insurance  benefits,  no  deductibles  permitted.  One  of 
he  key  foundations  of  HSAs  is  a  large  deductible.  The  Treasury 
Department  has  mandated  a  transition 
period  for  states  to  remove  regulatory 
mpediments  to  HSAs.  In  the  meantime 
:onsumers  will  be  able  to  access  this  fan- 
astic  new  tool. 

The  premise  of  HSAs  is  to  once  again 
>ut  the  patient,  i.e.,  the  consumer,  in 
:harge  of  the  health  care  market.  HSAs 
illow  employers  to  offer  health  insurance 
vith  high  deductibles — up  to  $2,600  for 
ndividuals  and  $5,150  for  families.  These 
evels  make  health  insurance  policies  infi- 
litely  cheaper.  In  turn,  companies — 
vorkers,  as  well — put  money  into  HSAs, 
ax  free,  that  will  cover  the  lion's  share  of 
he  deductible.  What  an  employee  doesn't 
lse  stays  in  the  HSA  earning  tax-free  interest  for  future  use.  This 
s  the  antithesis  of  Flexible  Spending  Accounts,  in  which  the 
vorker  loses  whatever  money  in  the  account  hasn't  been  spent 
fy  year's  end. 

For  years  at  Forbes  we  have  provided  what  have  been,  in 
;ffect,  Health  Savings  Accounts.  The  insurance  itself  is  a  bargain 
relatively)  because  the  policy  deductible  is  high.  What  makes  the 
)lan  so  attractive,  though,  is  that  we  give  everyone  who  works 
lere  $2,000  each  year,  which  covers  most  of  the  deductible. 

Money  that  isn't  used  is  rolled  over.  If  medical  bills  exceed 
)oth  that  $2,000  and  the  employee  portion  of  the  deductible, 
raditional  health  insurance  kicks  in.  Our  premiums  last  year 
vent  up  only  a  fraction  of  the  national  average.  When  compa- 
res initially  put  such  a  plan  in  place,  they  often  see  a  decline  in 


employers  rightly  figure  that  those  dollars  will  be  spent  more 
carefully,  more  wisely.  For  instance,  why  get  an  MRI  when,  in 
certain  situations,  an  X  ray  would  be  just  as  good? 

The  virtue  of  HSAs,  however,  goes  well  beyond  this  semi- 
zero-sum  mentality:  The  way  health  care  is  delivered  will  change 
as  providers  find  it  in  their  best  interest  to  come  up  with  inno- 
vative breakthroughs.  The  traditional  cost-plus  mind-set  will 
wither  away.  We  truly  will  get  more  for  less. 

Two  examples  that  have  already  proved  this — plastic  surgery 
and  laser  vision  surgery.  Neither  is  cov- 
ered by  traditional  health  insurance 
unless  the  surgery  is  needed  because  of 
accident  or  disease.  The  cost  of  plastic 
surgery  has  not  experienced  the  kind  of 
inflation  that  has  afflicted  the  rest  of  the 
health  care  industry.  In  recent  years  laser 
eye  surgery  that  reshapes  the  cornea  so  a 
patient  no  longer  needs  to  wear  glasses 
cost  more  than  $1,500  per  eye;  today  the 
same  procedure  can  be  done  for  less  than 
$500  per  eye.  As  HSAs  become  more 
common,  similar  results  will  be  seen  in 
the  rest  of  American  medical  care. 

With  HSAs  consumers  will  want  to 
know  what  a  procedure  costs  in  advance. 
Using  the  Internet,  they  can  comparison  shop,  not  only  for  price 
but  also  for  quality.  More  and  more,  insurers  will  make  available 
easily  accessible  checklists  of  what  patients  should  expect  from  var- 
ious kinds  of  consultations  and  procedures.  Today  if  you  question 
a  hospital  or  physician  about  prices,  they'll  look  at  you  like  you're 
some  kind  of  nut  or,  even  worse,  someone  who's  uninsured. 

Up  to  now  there  have  been  precious  few  consumer-directed 
pressures  to  bring  about  better  care  at  less  cost.  Every  other  facet  of 
a  free- market  economy  experiences  technological  advances  that 
make  for  better  products  and  services  at  less  cost.  Food  outlays  as  a 
percentage  of  our  incomes  have  been  declining  for  more  than  100 
years.  When  you  adjust  for  inflation,  it's  clear  you  get  more  car  for 
your  money  today  than  you  did  a  couple  of  decades  ago.  Ditto  with 
housing.  Ditto  with  personal  computing.  In  most  sectors  growing 


jremiums.  Now  that  employees  will  have  "skin  in  the  game,"     demand  is  considered  healthy,  but  in  health  care  it's  considered  a  cri- 
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sis.  Incentives  for  good  consumer  behavior  are  nearly  nonexistent. 
When  you  or  a  family  member  needs  care,  you  grumpily  wonder 
how  much  it's  going  to  cost  you  before  you  surpass  the  deductible. 

Health  Savings  Accounts  will  let  patients  own  and  control  a 
big  chunk  of  the  dollars  spent  on  health  care.  People  will  try  to 
get  value  for  those  dollars.  HSAs  don't  take  benefits  away  from 
people;  they  reward  them  for  spending  wisely.  There  will  still  be 
catastrophic  coverage.  People  will  be  able  to  build  up  a  rainy- 
day  reserve,  tax  free.  The  account  will  belong  to  the  employee, 
not  the  insurer,  the  employer  or  the  government. 

Companies  applying  HSAs  will  see  a  remarkable  phenome- 
non unfold:  Growing  amounts  of  money  will  accumulate  in 
these  accounts.  The  accounts  won't  rival  401  (k)s  in  size,  but  for 


many  people  they  will  become  a  significant  asset,  thanks  to  the 
miracle  of  compounding  interest.  (After  a  certain  high  thresh- 
old, some  people  may  opt  to  put  a  piece  of  this  money  into 
bonds  or  even  stocks.)  HSAs  will  make  insurance  more  afford- 
able for  small  businesses,  which  will  be  a  boon  for  many  of 
today's  uninsured.  If  Washington's  chest-beating  pols  who  pos- 
ture as  tribunes  of  the  people  really  want  to  help,  they  will  allow 
individually  owned  HSAs  to  escape  state  regulations  that  vastly 
inflate  medical  insurance  costs,  just  as  corporate  plans  do  today. 

For  health  care  we  will  finally  see  the  return  of  genuine  insur- 
ance— coverage  for  major  risks,  instead  of  the  dollar- for-dollar 
kind  of  coverage  we  have  now.  And,  amazingly,  consumers  will 
be  better  off  with  HSAs  than  they  are  with  what  they  have  now. 


Political  Grandstanding 


THE  SECURITIES  &  EXCHANGE  COMMISSION  HAS  DECREED  THAT 
every  mutual  fund  must  have  an  independent  chairman — an  indi- 
vidual who  is  an  outsider  and  who  under  no  circumstances  has  any 
ownership  in  the  fund's  management  company.  The  idea  is  that 
these  outsiders,  who  may  have  only  a  cursory  knowledge  of  funds  in 
particular  and  investing  in  general,  will  be  better  able  to  prevent 
abuses  and  protect  investors'  interests.  Thus,  Fidelity  Investments' 
part-owner  and  CEO,  Ned  Johnson,  can  no  longer  serve  as  chair- 
man of  Fidelity's  various  individual  funds.  The  SEC  declares  his 
serving  as  chairman  to  be  an  inherent  conflict  of  interest — after  all, 
the  Johnsons  of  the  world  might  squeeze  out  higher-than-necessary 
fees  to  fatten  their  own  bottom  lines  at  fund  shareholders'  expense. 

Nice  theory,  but  one  without  any  corroborating  evidence 
from  the  real  world.  Scandal-scarred  Putnam  Investments,  for 
instance,  which  had  euchred  its  fund  shareholders,  had  an  inde- 
pendent chairman,  and  80%  of  its  fund  directors  were  indepen- 
dent. No  reputable  academic  study  on  company  governance  has 
discovered  any  correlation  between  corporate  performance  and 
the  independence  of  its  directors.  No  matter,  Ned  Johnson  must 
step  down.  The  appearance  of  reform  has  trumped  substance. 

With  independent  directors  and  an  independent  chairman,  a 
fund  theoretically  could  transfer  its  management  contract  from 
one  management  firm,  say  Vanguard,  to  another,  such  as  American 
Funds.  Following  that  logic,  bank  CDs  should  each  have  an  inde- 
pendent board  of  directors,  and  if  the  directors  weren't  happy  with 


Citibank,  they  could  transfer  your  CD  to  Bank  of  America.  Ditto 
with  toothpaste — an  independent  chairman  and  his  directors 
could  move  Crest  from  Procter  &  Gamble  to  Colgate-Palmolive. 
Or  how  about  taking  Coca-Cola  from  Coca-Cola  and  moving  it 
to  Pepsi?  "Brands  are  the  opiate  of  the  masses"  must  be  the  new 
SEC  mantra.  The  consequences  of  this  attitude  will  be  real:  How 
many  new  funds  will  be  created  if  they  can  be  easily  hijacked? 

The  SEC — and  Washington — can't  seem  to  fathom  that  fund 
shareholders  are  not  helpless.  Unhappy  with  performance?  Unhappy 
with  fees?  There  are  more  than  300  investment  companies  and 
more  than  8,000  mutual  funds.  Talk  about  choice!  It  isn't  hard  these 
days  to  move  money  from  one  fund  to  another.  (If  Washington 
really  wanted  to  help,  it  could  do  away  with  the  capital  gains  taxes 
that  are  levied  when  money  is  switched  from  one  fund  to  another.) 

Which  leads  us  to  a  basic  question:  Why  does  each  mutual 
fund  need  a  separate  board  of  directors  and  chairman  in  the  first 
place?  Mutual  funds  in  other  countries,  such  as  Britain  and  Aus- 
tralia, don't  have  them.  Exchange-traded  funds  here  don't, 
either.  The  management  company  itself  could  be  charged  with 
making  sure  regulations  and  laws  are  obeyed,  as  well  as  with  hir- 
ing the  appropriate  compliance  officers  or  setting  up  compli- 
ance committees  to  make  sure  that  job  is  done. 

As  for  potential  conflicts  of  interest,  life  is  riddled  with  'em. 
There  are  already  enough  laws  on  the  books  to  deal  with  self- 
dealing  and  the  violation  of  fiduciary  responsibilities. 


RESTAURANTS:  GO,  CONSIDER,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  Spice  Market-403  West  13th  St.  (Tel.:  212-675-2322).  This 
open  and  inviting  eatery  adds  yet  another  bit  of  flavoring  to  the 
Meatpacking  District.  The  menu  is  stylish  and  substantial.  Try  the 
lobster  roll  with  dill  and  sriracha  (a  pickled  vegetable)  or  the  cod 
with  Malaysian  chili  sauce  and  Thai  basil.  Do  consult  your  server; 
the  levels  of  spiciness  range  from  benign  to  thermonuclear. 

•  Quatorze  Bis-323  East  79th  St.  (Tel.:  212-535-1414).  One  of 
the  best  French  bistros  in  town  offering  up  delicious  classics. 
Don't  miss  the  grilled  trout  served  with  scrumptious  mashed 


potatoes  and  the  moist  and  yummy  strawberry  shortcake.  A 
good  choice  for  a  good  meal,  good  value  and  a  good  experience. 

Megu— 62  Thomas  St.,  between  Church  St.  and  West  Broad- 
way (Tel.:  212-964-7777).  Not  cozy,  casual  or  a  bargain,  but 
boy,  can  you  eat  well  here.  The  setting  is  as  dramatic  and  glam- 
orous as  it  gets,  and  the  food  is  sublime.  Especially  notewor- 
thy: rich  and  subtle  miso  soup,  luscious  sea  urchin  sashimi, 
and  foie  gras  that  defines  opulence.  Desserts  are  on  a  par  with 
the  rest  of  the  meal,  and  the  service  is  worthy  of  the  setting.  F 


SOMEONE  IN  H.R.  HAS  A 

DRUG  PROBLEM. 


If  you  work  in  human  resources, 
you  know  that  if  an  employee  has  a 
problem,  it's  your  company's  problem, 
too.  Millions  of  parents  have  trouble 
talking  to  their  child  about  illegal 
drugs  —  or  what  to  do  about 
an  existing  problem.  Struggling 
with  this  can  make  it  hard  for 


is  a  free,  easy-to-implement  resource 
that  focuses  on  an  employee's  family 
by  providing  prevention  tips,  warning 
signs,  strategies,  and  information  on 
where  to  find  help. 

A  broad  range  of  small  and 
large  organizations  —  from  private 
businesses  to  government  agencies 


SOCIETY  EOR 


employees  to  focus  on  meetings  human  to  nonprofits  —  have  implemented 


RESOURCE 


or  deadlines  at  work  —  or  even  management  the  @Work  program  and  have 
make  it  to  work.  Which  can  end  up         seen  what  it  can  do. 


seriously  affecting  your  company's 
bottom  line. 

But  you  can  help  them  —  and  keep 
your  company  running  smoothly.  How? 
By  providing  your  employees  with  the 
right  tools  to  help  them  keep  their 
kids  drug-free.  The  @Work  program 


The  one  thing  they  all  have  in 
common?  The  shared  knowledge  that 
helping  to  keep  an  employee's  family 
safe  is  —  without  a  doubt  —  one  of  the 
most  valuable  benefits  their  company 
can  ever  offer.  To  learn  more,  visit 
theantidrug.com/atwork 


WORK  I  theantidrug 


PREEMPTIVE  SECURITY  IS  HERE: 


The  only  effective  security  is  preemption.  This  preemptive  power  is  only  available  with  the  Proventia"  Security  Platform  from  Internet 

Security  Systems.  When  software  security  flaws  are  discovered,  Internet  Security  Systems'  world-renowned  research  team  updates  Proventi 
to  immediately  shield  against  any  attacks  targeting  weak  spots.  Regardless  of  the  size  of  your  business,  this  new  standard  in  Internet 
security  can  help  keep  you  off  the  path  to  disaster  and  reduce  your  total  cost  of  ownership  -  In  fact,  when  we  manage  Proventia  for  yoi 
we'll  even  guarantee  protection.  Need  proof?  Get  your  free  whitepaper,  Preemptive  Protection:  Setting  a  New  Standard  in  Security,  al 

www.iss.net/proof/whitepa pel  or  call  800-776-2362. 
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PREEMPTS  THE  THREAT.  OTHERS  REACT  TO  IT. 


Q  Internet  I  Security  S  Systems' 

Ahead  of  the  threat. 


I 

I 


OTHER  COMMENTS 


There  is  an  old  saying  "Well  begun  is  half  done" — 'tis  a  bad  one. 
I  would  use  instead — Not  begun  at  all  till  half  done. 

—JOHN  KEATS 


China's  Miscalculation  As  Communists,  China's 

leaders  often  see  things  through  the  perspective  of  economics.  So 
not  surprisingly,  Beijing's  plans  are  to  extend  to  Hong  Kong  the 
same  compact  it  offered  its  Mainland  subjects:  For  the  right  to 
grow  rich,  citizens  surrender  political  rights  that  can  threaten  com- 
munist prerogatives.  The  promotion  of  nationalist  pride  further 
cements  loyalty  to  the  state.  What  China's  leaders  fail  to  understand 
is  that  free  people  do  not  willingly  give  up  their  liberties.  The  com- 
pact worked  on  the  Mainland  because  many  (but  certainly  not  all) 
Mainland  Chinese  will  not  easily  recognize  something  they  have 
never  enjoyed:  freedom.  When  they  are  poor,  many  are  more  will- 
ing to  sacrifice  it  when  prosperity  is  offered  in  its  stead.  But  the  cal- 
culus is  different  in  Hong  Kong,  where  people  recognize  that  free- 
dom is  not  mutually  exclusive  with  wealth,  but  is  a  precondition. 

— Far  Eastern  Economic  Review 

Shuffled  Boards  Independent  chairmen  [of  mutual 
funds]  are  no  guarantee  of  better  "governance."  Some  of  the 
fund  companies  that  committed  the  worst  sins  recently  had 
"independent"  chairmen,  while  others  that  acted  ethically 
had  "interested"  board  heads.  A  recent  Fidelity  study  showed 
that  fund  companies  with  independent  chairmen  have  worse 
investment  performances.  We've  not  heard  [SEC  Chairman  Bill] 
Donaldson  explain  any  of  these  disparities. 

The  board  hubbub  diverts  attention  from  the  real  mutual 
fund  problems.  In  the  case  of  late  trading,  it's  criminals  who  break 
the  law  and  hide  their  acts.  Criminal  behavior  is  best  deterred  by 
prosecution  and  jail  time.  In  the  case  of  market  timing,  the  prob- 
lem is  stale  prices  that  allow  market-timers  to  rush  in  and  out  of 


"Are  you  there  now,  Linda?  Are  yon  in  that  happy,  safe  place  that 
brings  you  peace  and  assurance  and  deep  contentment?" 


funds.  We've  said  before  that  the  latter  problem  is  best  addressed 
by  the  SEC  enforcing  the  rule  it  already  has  for  "fair-value  pric- 
ing"— which  requires  funds  to  adjust  stale  prices  to  values  that 
they  would  obtain  if  trading  were  continuous.  Alas,  this  doesn't 
seem  to  be  enough  for  politicians  and  their  regulatory  agents  who 
prefer  to  rearrange  the  boardroom  furniture  and  call  it  reform. 

— Wall  Street  Journal 

ThrOW  Me  a  Bone  European  butchers  can  no  longer 
give  their  customers  bones  for  their  pets.  European  Union  reg- 
ulations have  declared  such  bones  to  be  waste  that  cannot  be 
passed  on  to  the  public.  However,  if  customers  ask  for  bones  for 
their  own  consumption,  butchers  may  provide  them. 

—CHARLES  OLIVER,  Reason  Online 

Seeing  Eye  tO  Eye  Employees  like  Health  Savings 
Accounts  because  they  maximize  their  choice  and  control  over 
their  health  care.  Employers — especially  small  business  employ- 
ers— like  HSAs  because  they  help  keep  costs  under  control  and 
allow  them  to  put  more  money  into  their  businesses,  not  into 
the  pockets  of  insurance  companies,  doctors  and  hospitals. 
That's  a  winning  combination  for  health  care  consumers, 
employees,  employers  and  our  economy. 

—KAREN  KERRIGAN,  chairman,  Small  Business 
Survival  Committee,  Chicago  Sun-Times 

Flying  High  and  Crying  Poor  For  the  first  time 

since  9/11,  airlines  are  flying  high.  Airports  are  teeming,  planes 
are  full  and  commercial  travel  in  April  topped  traffic  for  the 
same  month  in  2000.  Yet  two  vestiges  of  the  post-9/11  down- 
turn remain:  steep  losses  by  most  airlines  and  a  federal  bailout 
program  that  has  pumped  $6.5  billion  into  the  industry.  [In 
May]  the  airlines  were  back  on  Capitol  Hill  seeking  new  relief 
from  taxes  and  insurance  costs. 

Another  bailout  would  only  waste  more  taxpayer  money  with- 
out solving  a  problem  of  the  industry's  own  making  before  9/ 1 1 :  In 
an  era  of  cutthroat  competition  from  discount  airlines,  many  major 
airlines  can't  operate  profitably,  even  in  boom  times.  Addressing 
that  problem  is  the  job  of  the  marketplace,  not  Washington. 
More  federal  subsidies  would  only  postpone  what  ailing  airlines 
need  to  do — cut  costs,  obtain  private  loans  or  go  out  of  business. 
If  an  airline  can't  make  it  on  its  own  in  today's  soaring  air-travel 
market,  it  won't  make  it  with  taxpayers  carrying  it  on  their  backs. 

—USA  Today 

Creative  Writing  101  What  an  author  likes  to  write 
most  is  his  signature  on  the  back  of  a  check. 

—BRENDAN  FRANCIS  F 
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Flying  just  got  better  because  we've 
joined  the  Star  Alliance  network. 

Now,  going  anywhere  in  Asia  with  us,  you  get  so  many  more  connecting  flights  that  you 
spend  less  time  traveling.  Having  the  Star  Alliance  behind  us  means  a  simple  one-stop 
check  in  with  688  airports  in  125  countries.  And  opportunities  to  collect  air  miles  with 
all  our  partners.  For  First  Class,  Business  Class  or  Star  Alliance  Cold  Card  members,  there 
are  500  Star  Alliance  lounges  around  the  world.  Add  to  that  our  world-class  cuisine,  in-flight 
entertainment  and  180°  sleeper  seats  in  First  Class,  and  your  journey  will  fly  by.  Contact  us  at 
www.flyasiana.com 

Asiana  Airlines 


A  STAR  Ac  I  iANGF  MFMBFR  *  1 


•  HIROSHIMA  •  SENDAI  •  FUKUOKA  •  NAGOYA  •  FUKUSHIMA  •  OSAKA  •  TOKYO  •  YONAGO  •  MIYAZAKI  •  NEW  DELHI 


CURRENT  EVENTS 


►y  Ernesto  Zedillo,  former  president  of  Mexico 
•irector,  Yale  Center  for  the  Study  of  Globalization 


Last  Chance  to  Avert  Hibernation 


HE  DOHA  ROUND  OF  TRADE  LIBERALIZATION  HAS  BEEN  FOR 
he  most  part  a  tale  of  three  ugly  Fs:  frivolity,  frustration  and 
iasco.  The  frivolity  of  those  countries  that  were  supposed  to 
?ad  by  example;  the  frustration  of  those  that  entered  the  round 
/ith  ambitious  expectations;  and  the  fiasco  that  the  lack  of 
rogress  has  made  for  the  international  community  at  large. 

Ironically,  there  were  good  reasons  for  this  tale  to  have 
volved  differently.  They  are  the  same  ones  that  launched  the 
ound  in  November  200 1 : 

More  open  markets  worldwide  would  bring  about  very  large 
conomic  benefits  for  both  developed  and  developing  countries. 

Commerce  is  not  only  an  engine  of  prosperity  but  also  a  pow- 
rful  means  of  promoting  peace  and  security. 

The  pacific  consequences  of  trade  should  never  be  over- 
)oked,  least  of  all  in  this  era  of  new  threats  to  security.  Yet  this  is 
xactly  what  happened  throughout  negotiations  in  2002  and 
003.  The  sense  of  urgency,  commitment  and  leadership  that  U.S. 
-ade  diplomats  exhibited  in  getting  the  talks  started  vanished 
bortly  thereafter,  making  it  easy  to  predict  the  collapse  of  the 
VTO  Cancun  meeting  in  September  2003 — as  I  did  in  this  space. 

lack  on  Track  or  More  Disillusionment? 

'he  atmosphere  of  acrimony  and  cynicism  that  prevailed  before, 
uring  and  after  the  Cancun  breakdown  has  changed  over  the 
ourse  of  this  year.  The  first  wind  shift  came  in  January,  when  U.S. 
rade  Representative  Bob  Zoellick  sent  a  letter  to  all  WTO  trade 
linisters.  In  it  he  signaled  an  auspicious  departure  from  the  infa- 
lously  protectionist  US.-EU  joint  proposal  on  agriculture  that 
m  made  a  few  weeks  before  Cancun  and  precipitated  the  meet- 
lg's  failure.  Trade  diplomacy  at  various  meetings  all  over  the 
rorld  has  been  particularly  intense  since  late  April.  Whether 
ley've  been  in  London,  Dakar,  Paris,  Geneva,  Santiago,  Sea  Island 
r  Sao  Paulo,  all  meetings  have  attempted  to  narrow  differences. 

Everybody  seems  to  feel  that  progress  after  July — and  prob- 
bly  well  into  2005 — will  be  impossible  because  of  the  political 
ircumstances  in  the  U.S.,  Europe  and  elsewhere.  Moreover, 
lere  is  concern  about  whether  the  existing  trade-promotion 
uthority  enjoyed  by  the  U.S.  Executive  Branch  will  be  extended 
y  Congress  when  it  comes  up  for  review  next  year.  It  is  feared 
iat  in  the  absence  of  tangible  progress  at  the  WTO  talks  the 
xtension  could  be  blocked. 

That  aside,  WTO  headquarters  in  Geneva  has  left  behind  the 
:thargy  of  past  months  with  the  aim  of  clinching  some  mean- 
igful  agreements  by  the  end  of  July.  Of  course  the  original 


objective  of  concluding  the  talks  this  year  has  been,  if  not  explic  - 
idy,  then  practically,  abandoned.  The  chief  goal  now  is  simply  to 
avoid  a  situation  in  which  2004  becomes  another  lost  year  for 
the  round.  This  will  not  be  easy  even  given  the  modest  thresh- 
olds adopted  to  meet  that  goal,  as  for  example  something  the 
WTO  ambassadors  diffusely  call  "frameworks  for  modalities  of 
negotiation  in  agriculture  and  nonagricultural  products." 

Serious  Hurdles  Ahead 

Not  surprisingly — and  without  ignoring  the  enormous  difficulties 
in  other  areas — agriculture  will  continue  to  be  the  biggest  stum- 
bling block.  The  U.S.  and  the  EU  have  already  offered  more  flexi- 
bility on  the  crucial  question  of  export  subsidies,  but  they  will  need 
to  make  much  more  headway  on  import  barriers  and  domestic 
subsidies.  And  developing  countries  must  become  more  ambitious 
trade  reformers.  They  must  recognize  that  they  have  much  to  gain 
not  only  from  improved  access  to  rich  countries'  markets  but  also, 
and  very  substantially,  from  their  own  trade  liberalization. 

Let's  hope  the  reduced  expectations  of  2004  can  be  met,  but 
we  must  be  realistic  about  the  obstacles  that  will  be  encountered. 
Some  of  these  obstacles,  paradoxically,  stem  from  the  mercantilist 
logic  of  reciprocal  liberalization  that  for  more  than  half  a  century 
has  driven  the  impressive  expansion  of  international  trade.  Politi- 
cians don't  start  by  acknowledging  that  unilateral  liberalization  is 
good  in  and  of  itself.  They  generally  assume  that  opening  one's 
market  is  a  necessary  evil  in  order  to  gain  access  to  others'  markets. 

Developed  countries,  for  example,  argue  that  they  must 
receive  large  concessions  from  others  if  they  are  to  pay  the  high 
price  of  dismantling  their  agricultural  protectionism.  They  ignore 
the  fact  that  by  reforming  their  farm  policies  they'd  collect  two 
big  prizes:  lower  prices  of  farm  products  for  their  populations  and 
huge  savings  in  taxpayers'  money  now  spent  on  questionable 
farm  subsidies.  Developing  countries,  which  are  absolutely  right 
in  being  angry  over  the  rich  countries'  remaining  protectionism, 
are  very  wrong  in  so  ardently  holding  on  to  their  own.  With  these 
mind-sets,  bouh  groups  inflict  pain  on  themselves.  In  the  case  of 
developing  countries,  the  idea  that  opening  one's  own  markets  is 
a  concession  takes  on  almost  perverse  consequences.  According 
to  this  wrongheaded  notion,  the  poorer  a  country  is,  the  fewer — 
if  any — concessions  it  should  make.  However,  it  so  happens  that 
the  less  open  a  country  is,  the  more  likely  it  is  to  remain  poor. 

Will  arguments  of  this  type  carry  any  weight  at  the  WTO  talks? 
If  they  don't,  the  Doha  round  could  be  forced  into  a  long  period  of 
hibernation,  which  will  have  very  negative  consequences  for  all.  F 
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>  With  Sprint,  business  is  beautiful 


Sprint 


Technology  is  at  the  heart  of  business  right  now.  Today.  So  while  others  may 
sell  you  on  the  promise  of  a  beautiful  tomorrow,  we  offer  useful  innovation 
today.  Sprint  can  provide  your  company  with  integrated  wireless  and 
wireline  as  well  as  local,  long  distance  and,  of  course,  data  services.  From 
one  company.  Today.  Our  products  are  full  of  innovation  that's  real,  that  works, 
that  can  save  you  time  and  money,  and  that  lets  you  concentrate  less  on 
what  we  do  and  more  on  what  you  do.  And  we  think  that  is  a  beautiful  thing. 
With  Sprint,  business  is  beautiful. 

>  Visit  Sprint.com/beautiful  for  case  studies  or  call  877-777-5568  > 
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Islam  and  Democracy  in  Southeast  Asia 


ST  MARCH,  MALAYSIA,  WITH  A  POPULATION  OF  25.1  MILLION 
55%  Malay  and  indigenous  peoples;  35%  Chinese,  Indians  and 
thers),  held  its  11th  peaceful  general  election  since  indepen- 
ence.  The  United  Malays  National  Organization  (UMNO), 
mich  has  led  the  country  continuously  since  independence  in 
957,  had  suffered  a  serious  setback  in  1999's  general  election, 
/hen  the  Islamic  opposition  party  (PAS)  for  the  first  time  won 
lore  Muslim  constituencies  in  the  Malay  heartiand  than  UMNO. 
Tie  spiritual  head  of  PAS  advocates  Sharia  law,  which  mandates 
le  severing  of  hands  of  thieves,  the  stoning  to  death  of  adulter- 
us  women  and  a  return  to  the  purity  of  7th-century  Islam. 

Against  Terrorism  and  Muslim  Extremism 

Malaysia's  constitution  reflects  its  multiracial  society.  Article  III 
tates  that  Islam  is  the  religion  of  the  federation  but  that  other 
eligions  may  be  practiced  in  peace  and  harmony.  The  rise  of 
ilamic  religiosity  worldwide,  however,  has  helped  the  Islamic 
pposition  gain  support  for  Malaysia's  becoming  an  Islamic  state. 

When  Abdullah  Ahmad  Badawi  became  prime  minister  in  2003, 
e  neutralized  this  issue,  declaring  that  Malaysia  was  an  Islamic 
tate — one  that  follows  Islam  Hadhari  (progressive  Islam),  which 
tands  against  corruption  and  nepotism  and  encourages  cooperation 
nth  other  races  and  religions.  Badawi,  well  liked  for  his  honesty 
nd  fairness,  has  impeccable  Islamic  credentials.  He  is  the  son  and 
randson  of  respected  Muslim  scholars  and  holds  a  degree  in  Is- 
imic  studies.  In  this  age  of  resurgent  Islam,  such  credentials  matter. 

In  the  March  elections  Badawi  won  back  the  Muslim  seats  and 
rie  one  state  government  that  prime  minister  Mahathir  Mohamad 
)st  to  PAS  in  1999.  Badawi's  victory  showed  that  Muslims  will  sup- 
iort  a  progressive  Islamic  government  led  by  an  honest  leader  over 
slamists  who  present  themselves  as  the  only  force  able  to  prevent  the 
orruption  and  debasement  of  Muslim  societies.  With  the  hard- 
ore  Islamic  vote  for  PAS  increasing  from  15%  to  15.8%  it  is  clear, 
hough,  that  future  electoral  contests  will  be  about  the  nature  of  the 
slamic  state  and  whether  a  leader  has  the  right  Islamic  attributes. 

UMNO  has  taken  a  firm  line  with  PAS,  rooting  out  terrorists 
because  they  threaten  its  power  base.  Even  a  son  of  a  PAS  leader 
/as  detained  under  the  Internal  Security  Act  for  being  a  mem- 
ier  of  a  terrorist  group. 

K.  Different  Approach 

n  April,  Indonesia,  with  a  population  of  238  million  (88%  Mus- 
im,  8%  Christian,  2%  Hindu,  2%  Buddhist  and  other),  held  its 
econd  peaceful  parliamentary  elections  since  President  Suharto 


resigned  in  1998.  The  Muslim  parties'  vote  increased  by  1.3%  to 
38.9%,  but  61%  of  the  vote  went  to  secular  parties.  (The  three 
leading  candidates  in  the  presidential  election  are  nationalists, 
but  all  three  have  chosen  leading  Muslim  figures  as  vice  presi- 
dential running  mates  in  order  to  win  the  Muslim  vote.) 

The  feared  electoral  strength  of  the  Muslim  extremist  group 
Jemaah  Islamiah  (responsible  for  the  bombings  in  Bali)  did  not 
warrant  the  government's  kid-glove  handling  of  Abu  Bakar 
Baasyir,  the  group's  spiritual  leader.  In  Indonesia  only  those  ter- 
rorists directly  involved  in  bombings  are  prosecuted;  their  reli- 
gious mentors  are  left  untouched,  even  though  they  are  the 
most  crucial  part  of  the  terror  chain.  Because  of  this,  madrassas 
(religious  schools)  that  teach  and  promulgate  extremist  Islam 
continue  to  spawn  new  generations  of  suicide  bombers. 

Sobering  Reality 

Malaysia  and  Indonesia  carry  the  promise  that  Muslims  can  run 
democratic  systems  of  government.  However,  we  must  keep  in 
mind  that  democratic  elections  in  Indonesia  are  in  their  infancy. 
Moreover,  Indonesia  has  yet  to  establish  the  rule  of  law,  without 
which  no  constitutional  rights  are  guaranteed  or  enforceable. 
Both  countries  have  tolerant  Muslim  populations  that  have  lived 
peacefully  for  hundreds  of  years  with  indigenous  and  immigrant 
peoples  of  different  religions  and  races.  Both  have  educated  their 
people,  including  women.  Many  of  their  citizens  work  for  multi- 
national corporations  and  are  comfortable  with  foreigners. 

Can  similar  conditions  be  created  in  Arab  countries? 
Though  more  secular,  Iraqis  are  Arabs.  Theirs  is  a  male-domi- 
nant society.  Iraqis  are  more  intense  in  their  faith,  and  Muslim 
clerics  have  more  influence  than  political  leaders.  Over  many 
long  years  it  might  be  possible  to  create  conditions  like  those  in 
Malaysia,  but  it  is  doubtful  U.S.  forces  will  stay  that  long. 

On  June  28  American  authorities  restored  Iraq's  sovereignty 
under  a  UN  Security  Council  Resolution,  handing  authority  to  a 
caretaker  government  led  by  interim  Prime  Minister  Iyad  Allawi. 
Elections  for  a  representative  government  are  to  be  held  no  later 
than  Ian.  31,  2005.  The  result  should  be  a  better  Iraq.  But  if  U.S. 
forces  leave  precipitately  because  of  terrorist  attacks,  Muslim  ter- 
rorists throughout  the  world  will  be  triumphant.  Where  the  Viet- 
namese were  content  to  see  Americans  leave  and  to  concentrate  on 
building  socialism  in  Vietnam,  Islamic  militants  will  pursue  depart- 
ing Americans  to  all  corners  of  the  globe.  If  the  militants  succeed  in 
thwarting  the  U.S.  in  Iraq,  their  zealousness  to  die  in  pursuit  of  an 
Islamic  caliphate  spanning  the  globe  will  reach  new  heights.  F 
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The  right  software  can  transform  your 
infrastructure  into  an  on-demand  environment. 

The  best  way  to  survive  any  business  crisis  is  to  avoid  it  altogether.  That's  why 
our  management  software  is  designed  to  make  your  business  more  responsive 
than  ever.  It  lets  you  align  your  IT  to  fit  your  business  needs.  And  it's  seamlessly 
integrated.  As  a  result,  you  can  maximize  your  resources  and  increase 
profitability.  To  find  out  more  about  transforming  your  IT  environment  for 
business  success,  go  to  ca.com/management1. 
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DIGITAL  RULES 

By  Rich  Karlgaard,  publisher 


Around  the  World  in  80  Days 


MY  KIDS  LOVED  THE  MOVIE— THIS  SUMMER'S  REMAKE  STAR- 
ring  Jackie  Chan — so  I  thought  I'd  swipe  the  title  for  this  col- 
umn and  appear  cool  in  their  little  eyes.  No,  I  didn't  travel  the 
world  in  80  days.  But  I  did  sample  styles  of  entrepreneurship 
and  business  leadership  in  Europe,  Montana  and  Silicon  Valley, 
all  within  a  10-day  period. 

Europe.  Any  hope?  Yes,  actually.  The  U.K.  is  growing  at  a  3% 
rate,  and  Ireland's  a  land  afire.  To  the  east,  Poland  and  Russia 
have  put  in  supply-side  tax  reforms.  Even  the  French  have  eased 
tax  and  regulatory  burdens  for  startups.  The  government  hopes 
French  hearts  and  minds  will  follow.  Wish  'em  luck.  Today  70% 
of  French  university  students  say  their  dream  job  is  to  work  for 
. . .  the  civil  service.  Germany  is  the  sick  man  of  Europe,  unter 
alles  on  business  starts.  No  mystery  here.  German  entrepreneurs 
must  submit  their  plans  to  the  government  and  wait — past  one 
Oktoberfest,  then  another — for  an  average  of  18  months  while 
Berlin  decides  whether  the  baby  should  live.  Meantime,  oily 
politicians  often  leak  the  startup's  plans  to  the  large  companies. 

But  let's  return  to  happier  news.  No  story  is  more  inspiring 
than  Ireland's.  As  recendy  as  1987  Ireland  suffered  18%  unem- 
ployment. The  country's  GDP  per  capita  was  then  two-thirds  of 
England's.  Desperate,  Ireland  cut  income  tax  rates  by  15%  and 
courted  technology  companies.  The  results  would  surprise  only 
a  New  York  Times  reader.  Since  1994  Ireland  has  grown  8%  per 
year.  Unemployment  sits  at  a  low  4.5%,  half  of  France's.  The  real 
shocker:  Ireland's  GDP  per  capita  now  tops  England's  by  1 5% 
and  is  second  only  to  Luxembourg's  in  Europe. 

Is  capitalism  good  for  people?  Does  it  create  better  and  more 
humane  societies,  not  just  richer  ones?  Ireland  answers  these 
questions.  Centuries-long  anger  toward  England  has  decreased 
dramatically  since  1987.  So  have  alcoholism,  teenage  pregnancy, 
Ted  Kennedy  campaign  contributions  and  other  social  ills.  You 
can  credit  negotiations  between  Sinn  Fein  and  Britain's  Labour 
government  for  smoothing  the  troubles  up  north,  if  you  like.  I'll 
credit  free  enterprise.  It's  set  Irish  eyes  a-smilin'. 

London  to  Bozeman  ... 

Sybase's  John  Chen  is  one  of  my  favorite  CEOs.  In  London  he 
shared  tips  about  doing  business  in  China.  Tip  one:  Be  fore- 
warned that  Chinese  law  is  applied  rather  unevenly,  city  by  city. 
Tip  two:  China  has  towering  ambitions  of  becoming  a  world- 
class  country.  National  pride  is  at  stake.  So  whenever  your  busi- 
ness bumps  into  stubborn  Chinese  bureaucracy,  take  the  high 
road.  Gently  remind  your  hosts  that  world-class  countries 
behave  differently.  Conspire  to  help  your  Chinese  friends 
become  world  class.  Tip  three:  The  overheated  Chinese 
economy  will  slow  down  during  the  next  1 8  months.  At 


the  end  of  this  period,  Chinese  assets  will  be  cheap.  Save  your 
cash  and  get  ready  to  buy. 

A  few  days  after  London  I  found  myself  speechifying  in 
Bozeman,  Mont.  My  host  was  the  TechRanch,  an  incubator  for 
Bozeman  startups.  I  know  the  town  well.  During  the  summers 
of  2002  and  2003,  while  gathering  material  for  my  book,  Life  2.0, 
I  flew  my  Cessna  single-engine  airplane  into  Bozeman  to  meet 
some  local  entrepreneurs.  I  must  admit  that  I  lost  my  head  and 
fell  in  love  with  this  small  university  town  in  its  perfect  moun- 
tain setting.  So  it  was  thrilling  to  return,  quaff  Moose  Drool  ale 
and  catch  up. 

The  news  coming  out  of  Bozeman  is  still  fabulous.  Right- 
Now,  a  $40  million  company  that  automates  call  centers,  is 
slated  to  go  public  later  this  summer.  CEO  Greg  Gianforte  said 
it  will  be  Montana's  first  tech  IPO.  Twenty  miles  east  over  the 
Gallatin  Pass  in  Livingston,  I  swallowed  a  quick  Montana  lunch 
of  deep-fried-trout  burritos  and  then  visited  Andrew  Field, 
founder  of  Printingforless.com.  Field  said  his  company  is  enjoy- 
ing 50%  growth  this  year  and  will  hit  $17  million  in  sales.  A 
rabid  George  Bush  fan,  Field  says  the  U.S.  economy  is  not  only 
in  recovery  but  also  positively  rocking  and  rolling.  "I  know. 
Printing  has  always  been  a  bellwether,"  he  said. 

Oh,  yes — both  Montana  CEOs  were  wearing  cowboy  boots. 

...  to  Silicon  Valley 

Then  it  was  back  home  to  Silicon  Valley  for  a  pleasant  afternoon's 
chat  with  Juniper  Network's  CEO,  Scott  Kriens.  Juniper  was  a  Sil- 
icon Valley  moon  shot  in  the  late  1990s.  Sales  soared  from  $103 
million  to  $674  million  during  the  company's  third  year.  Juniper 
IPOed  in  1999  and  scored  a  peak  market  value  of  $78  billion  in 
2000,  more  than  General  Motors  or  even  Teresa  Heinz  Kerry. 
When  the  crash  came,  Juniper's  sales  dropped  by  20%.  But  even 
during  the  worst  of  it,  in  2002,  Juniper  never  lost  cash.  Now 
Kriens,  dressed  in  golf  shirt  and  blue  jeans,  told  me  the  company 
is  back  up  to  a  $1  billion  sales-run  rate  and  "is  generating  more 
than  $1  million  in  cash  a  day."  Market  value  is  $10  billion. 

Kriens  aims  to  steer  Juniper  into  a  gold  mine.  The  holy  grail  of 
CEOs  and  CFOs  in  almost  every  industry,  he  says,  is  a  fast  supply 
chain  with  variable  costs.  "Nobody  can  afford  to  be  trapped  by  fixed 
costs.  That  means  you  have  to  go  virtual."  Kriens  says  Juniper's  net- 
work technology  can  become  the  "Intel  Inside"  of  these  burgeoning 
virtual  supply  chains.  Of  course,  Juniper  will  have  to  elbow  past  big- 
ger Cisco  to  get  there.  But  Kriens  is  optimistic.  "Imagine  it's  1988. 
IBM  is  large,  broad-based  and  strong — just  like  Cisco  is  today.  Intel 
is  small  and  focused,  with  a  clear  view  of  the  future.  That's  us."  F 


F(0rbCS  I  ^'sit  ^'ch  Kar'§aara"s  home  page  at  www.life2where.com  or 
■^■m"  |  e-mail  him  at  publisher@forbes.com. 
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If  life  were  this  predictable,  you  wouldn't  need  to  prepare.  But  since  you  do,  why  not  have  a  com 
to  helping  you  make  your  retirement  income  last  a  lifetime?  For  more  information  about  annuities,  retirer 
Because  washing  your  car  more  often  might  not  be  enough.  You  can't  predict.  You  can  preparef 

Retirement  Services/401  (k)  Plans  •  Life  Insurance  •  Disability  Income  Insurance  •  Long  Term  Care  Insurance  •  Annuities  •  Trust  Services  •  Income  Products  •  Inve 

Carefully  consider  a  lira;;  investment  oh:oc: yosj.isks, charges  &  expenses  before  investing.  Ask  your  advisor  for  a  prospectus  con 

Springfield,  MA  01  Y\f.  Securities  products  andisertfjees  offered  through  MMC^vestqrs.  Services,  Inc  a  MassMutual  subsidiary.  memoerSIPC.  and  OppenheimerFunds  Distributor.  Inc.  OppenheimerFunds.  Inc..  is  an 
its  affiliated  insurance  comnames.  Pavment  of  lifetime  iMMie iscontinuent  ufilori  the  elainis  oavma  ability  of  tiie  ssuina  comnanv  or  companies. 
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Soon  to  Be  the  Ex-Prize? 

F 


Tick  tick  tick: 
Paul  Allen. 


orbes  400  billionaire 
Paul  Allen  spent  a 
reported  $20  million 
on  SpaceShipOne,  which 
last  month  over  the 
Mojave  Desert  drew  big 
notice  as  the  first  non- 
government craft  to 
reach  near-space  and 
return.  But  he'll  have  to 
hustle  to  collect  the 
$10  million  X  Prize.  That 


award  from  the  X  Prize  Foundation  goes  to  the  first  team  to  fly 
a  vehicle  62  miles  up  and  back  twice  within  two  weeks.  The  St. 
Louis  nonprofit  never  raised  sufficient  money.  So  it  agreed  sev- 
eral years  ago  to  pay  a  multimillion-dollar  premium  for  a  "hole- 
in-one"  insurance  policy — which  expires  on  Jan.  1, 2005.  Admits 
X  Prize  Chairman  Peter  Diamandis,  "I  don't  believe  the  under- 
writer would  renew  the  policy  at  this  point."    — Tomas  Kellner 

Racing  Around  the  Tax  Code 

Another  Forbes  400  billionaire,  Wisconsin's  John  R.  Menard,  is 
fighting  an  Internal  Revenue  Service  demand  for  $32  million  in 
taxes  and  penalties  from  him  and  his  home  improvement  chain. 
(That's  atop  $42  million  the  IRS  assessed  for  earlier  years,  which 
he  has  also  challenged  in  U.S.  Tax  Court.)  The  feds  claim  $29  mil- 
lion of  the  $33.6  million  Menard  Inc.  paid  its  owner  as  deductible 
salary  in  the  fiscal  year  ended  January  2001  was  excessive  and 
should  have  been  paid  as  a  dividend,  which  is  taxed  at  both  the 
corporate  and  individual  level.  They  also  say  another  $9.2  mil- 
lion Menard  Inc.  spent  on  the  Menard  racecar  team  was  really  a 
taxable  benefit  to  the  racing-buff  titan.  — Janet  Novack 

So  Stay  Private 

The  once-heralded  wave  of  hot  public  offerings  of  closed-end 
private  equity  funds  may  be  subsiding  as  investors  balk  at  high 
costs.  Blackstone  Group  quietly  cut  the  size  of  its  proposed  flota- 

Show  Me  the  Money  


informer@forbes.com 

tion  from  $850  million  to  $650  million,  agreed  to  lend  $8  mil- 
lion to  pay  underwriters,  dramatically  cut  the  fees  it  hoped  to 
collect — and  still  hasn't  done  the  deal.  Kohlberg  Kravis  Roberts 
filed  an  amended  offering  that  still  left  blank  most  of  the  fee- 
structure  description.  In  April  Apollo  Investment  Group  became 
the  only  one  of  a  dozen  leveraged-buyout  houses  to  take  a  fund 
public.  Its  shares  have  dropped  1 1%.  — Deborah  Orr 

Why  the  Soviets  Lost  the  Cold  War 

Since  2000  a  Los  Angeles  outfit  called  Spirit  Sciences  USA  has  got- 
ten significant  press  hawking  antihangover  pill  RU-21,  supposedly 
invented  by  Soviet  scientists  to  help  KGB  agents  get  over  binge 
drinking.  The  firm's  Web  site  states  that  a  scientific  study  about 
the  pill  will  be  published  in  the  British  medical  journal  Addiction 
Biology.  But  the  quarterly's  editor,  Rainer  Spanagel,  tells  FORBES 
that  is  "premature"  and  "false,"  saying  the  data  are  still  under  re- 
view by  outside  assessors  and  that  no  publishing  decision  has 
been  made.  News  to  me,  says  Spirit  Sciences'  Soviet-born  boss 
and  part-owner,  Emil  Chiaberi.        — Tatiana  Serafin 

Absolutely  Positively  Nitpicking 

A  Michigan  appeals  court  says  W.A.  Foote  Memorial  Hospital  of 
Jackson,  Mich,  blew  a  deadline  for  appealing  a  property  tax 
assessment  by  using  Federal  Express  instead  of  the  post  office. 
Michigan  law  states  an  appeal  is  filed  on  time  if  sent  on  or  before 
the  deadline  "by  certified  mail."  On  the  last  day  the  hospital 
used  FedEx.  The  statute's  "plain  and  ordinary  meaning  ... 
encompasses  only  'mail'  sent  by  the  United  States  Postal  Ser- 
vice," the  court  held.  — J.N.  and  William  P.  Barrett 


New  from  D.C.: 
Secret  Press  Releases 

Citing  an  "unwarranted  invasion  of  personal 
privacy,"  a  U.S.  Justice  Department  unit  has 
refused  a  Freedom  of  Information  Act  request  from  a 
private  party  for  copies  of  press  releases  already  issued  by 
the  agency  concerning  terrorism-related  indictments.  —W.P.B. 


The  $25  million  reward  for  Osama  bin  Laden  is  a  very  large  example  of  a  popular— if  not  always  successful— U.S.  law-enforcement 


tool.  Below,  some  other  recently  pending  bounties. 

-Richard Hyfler and  W.P.B. 

REWARD 

REASON  FOR  OFFER 

POSTED  BY 

$500 

vandalism  of  cemetery,  businesses  in  Winthrop,  Mass. 

local  Chamber  of  Commerce 

6,000 

killing  of  three  feral  cats  on  Hawaii's  Big  Island 

animal  rights  groups 

10,000 

commercial-building  arson  in  Watkinsville,  Ga. 

state  agency 

10,000 

murder  of  Juilliard  School  student  Sarah  Fox  in  New  York  park 

New  York  City 

20,000 

multiple-stabbing  death  of  Kevin  Clewer  in  Chicago 

victim's  family 

25,000 

slaying  of  Garen  Ketikyan  on  Hollywood  Freeway,  Los  Angeles 

City  of  Los  Angeles 

40,000 

killing  of  police  officer  Mark  Sawyers  in  Sterling  Heights,  Mich. 

city,  federal  agencies  1 

100,000 

still-unsolved  199^1  Killing  of  Jenny  Lin  in  Castro  Valley,  Calif. 

victim's  family 

g  it  partner 


Dunkin'  Donuts  franchisees  have  relied  on  CIT  for  financing  since  1958. 
Talk  about  a  perfect  combination.  Today,  the  menu  also  includes  Togo's  and 
Baskin-Robbins'  franchisees.  Sweet.  Visit  CIT.com.  We  see  what  you  see? 


OJLMY  M1NH 


By  Fred  L.  Smith  Jr.,  president,  competitive  Enterprise  institute,  a  eree  market  public  policy  group  in  Washington,  D.C. 

Guess  Your  Liability! 

Activists  want  companies  to  list  potential  environmental  liabilities  on  balance  sheets. 

This  is  full  disclosure  gone  berserk. 


IN  THESE  DAYS  OF  CORPORATE  SCANDAL,  WHO  CAN  ARGUE 
against  full  disclosure  on  financial  statements?  But  now  comes 
one  cockeyed  movement  that  pushes  the  concept  to  extremes.  It 
would  require  executives  to  guess  potential  liabilities  from  envi- 
ronmental and  social  problems  that  just  might  affect  their  com- 
panies, and  list  them  on  balance  sheets. 

I  can  envision,  for  instance, 
that  an  oil  company  like  Royal 
Dutch/Shell,  as  supplier  of  fuels  that 
supposedly  contribute  to  global 
warming,  would  have  to  report  the 
potential  environmental  liabilities. 
How  much?  A  ready  estimate  can 
be  derived  from  the  movie  The  Day 
After  Tomorrow.  As  the  film  ends, 
half  the  U.S.  population  lies  frozen 
beneath  a  gigantic  ice  sheet.  So 
let's  say  $100  billion.  Or  maybe 
$10  trillion  is  a  better  number. 

See  how  ludicrous  this  gets? 
Remarkably,  this  movement  is 
drawing  support  from  Wall 
Street.  In  June  Goldman  Sachs 
and  Morgan  Stanley  endorsed  a 
report  of  the  United  Nations 
Global  Compact  that  calls  upon 
regulators  to  "require  a  mini- 
mum degree  of  disclosure  and 
accountability  on  environmental, 
social  and  governance  issues  from 
companies,  as  this  will  support  financial  analysis." 

The  Rockefeller  Family  Fund,  the  Turner  Foundation  and 
the  United  Steelworkers  have  also  signed  on  to  the  balance-sheet 
responsibility  movement.  California  Treasurer  Phil  Angelides 
wants  his  state's  public  pension  funds  to  push  for  "accurate 
corporate  environmental  accounting."  The  Rose  Foundation  for 
Communities  &  the  Environment,  in  Oakland,  Calif.,  has 
already  asked  the  SEC  to  mandate  disclosure  of  "financially  sig- 
nificant environmental  liabilities."  These  activists  aren't  trying 
to  improve  the  reliability  of  Moody's  bond  ratings.  They  are  out 
to  influence  corporate  behavior. 

Yes,  environmental  and  social  liabilities  can  be  huge — wit- 
ness Superfund,  asbestos  and  breast-implant  costs.  In  today's 
world  of  strict,  joint  and  several  liability,  where  almost  anyone 
can  be  assigned  fiscal  responsibility  for  almost  anything,  conser- 
vative accounting  would  seem  to  require  the  disclosure  of  all  the 


"Activists  aren't  trying  to  improve  the  reliability 
of  Moody's  bond  ratings.  They  are  out  to 
influence  corporate  behavior." 


future  damage  that  could  be  done  by  tort  lawyers.  The  problem 
is  coming  up  with  a  number. 

A  federal  judge  in  California  just  gave  a  green  light  to  a  class 
action  on  behalf  of  1.6  million  women  who  worked  at  Wal-Mart 
anytime  since  December  1998.  The  plaintiffs  accuse  the  retailer 
of  denying  women  equal  pay  and  opportunities  for  promotion. 

Should  Wal-Mart  have  antici- 
pated this  suit?  Should  its  2004 
balance  sheet  have  included  a  lia- 
bility of,  say,  $104  million  (the 
amount  Home  Depot  paid  in 
1997  to  settle  similar  suits)  or 
maybe  $176  million  (what  Texaco 
agreed  to  pay  out  in  1996  to  settle 
a  race-discrimination  class  ac- 
tion)? Wal-Mart's  bigger,  though. 
How  about  a  few  billion  dollars? 

Note  that  American  and 
United  Airlines,  Boeing  and  the 
owners  of  the  World  Trade 
Center  are  all  being  sued  (by 
families  who  opted  out  of  the 
September  1 1th  Victim  Compen- 
sation Fund)  for  failing  to  take 
measures  to  prevent  the  attacks. 
Maybe  juries  will  size  up  damages 
in  the  billions.  Should  AMR,  UAL 
and  Boeing  be  listing  massive 
conditional  liabilities  on  their 
quarterly  reports? 
There  are  an  infinite  number  of  possible  futures  and  thus  an 
infinite  number  of  possible  asset/liability  estimates.  Which  of 
the  myriad  low-probability  (but  possibly  high-cost)  risks  should 
be  incorporated  on  companies'  balance  sheets?  At  what  point 
does  the  noise  introduced  by  adding  more  and  more  low- 
accuracy  valuations  destroy  the  informational  value  of  account- 
ing itself?  In  mandating  the  disclosure  of  information  about 
less-likely  risks,  don't  we  run  the  risk  of  omitting  information 
about  more-likely  risks? 

Assets  and  liabilities  that  can't  be  connected  to  historical 
transactions  or  tradable  contracts  have  no  assignable  market 
value.  Goodwill  is  like  that.  If  it  isn't  from  an  arm's-length  acqui- 
sition, the  number  you  might  put  on  this  asset  is  entirely  arbi- 
trary. So  investors  are  better  off  if  the  asset  is  not  counted.  So,  too, 
for  liabilities  that  are  to  be  plucked  from  the  air.  Accounting  is  not 
a  field  in  which  we  want  to  encourage  fanciful  thinking.  F 
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"AUSTRALIA  IS  A  MICROCOSM 
OF  ASIA,  EUROPE  AND  AMERICA: 

IT  IS  AGILE,  SERVICE  ORIENTED,  AND 
HAS  A  HIGH  ABILITY  TO  INTEGRATE 
ACROSS  MULTIPLE  DISCIPLINES." 

BOB  BISHOP,  CHAIRMAN  AND  CEO,  SILICON  GRAPHICS,  INC.,  USA 


Australia  |  the  place  to  grow  your  business  in  the  world's  fastest  growing  region 


With  almost  half  of  global  trade  now  focussed  in  the  Asia-Pacific 
-  the  world's  fastest  growing  region  -  Australia  is  the  contemporary 
business  base  for  Asia-Pacific  investment. 


Australia's  unique  geographic  and  time  zone  advantage,  its  cultural 
affinity  with  Asia  and  its  American/European  business  environment 
make  it  your  perfect  business  bridge  to  Asia. 

Services  account  for  almost  80%  of  economic  activity  in  Australia. 
This  fact,  coupled  with  our  strong  resource  industries,  highly  skilled 
R&D  capability,  world-class  information  technology  and  efficient 
governance  practices  make  Australia  an  ideal  investment  location. 


Silicon  Graphics,  Inc.  (SGI)  Silicon 
Graphics,  Inc.,  (SGI)  is  a  world  leader 
in  high  performance  computing, 
visualization  and  storage  dedicated  to 
providing  technology  that  unleashes 
the  power  of  human  creativity  and 
enables  the  most  significant 
breakthroughs  of  the  21st  century. 

Whether  its  sharing  images  to  aid  in 
brain  surgery,  finding  oil  more  efficiently, 
studying  global  climate  or  enabling  the 
transition  from  analog  to  digital 
broadcasting,  SGI  is  dedicated  to 
addressing  the  next  set  of  challenges  for 
scientific,  engineering  and  creative  users. 

With  an  annual  company  turnover 
of  almost  US$1  billion,  SGI  has  been 
operating  in  Australia  for  more  than 
15  years  and  has  built  a  successful  team 
of  product  researchers  and  developers 
working  on  large-scale  data 
management  products. 


AUSTRALIA  |  AT  A  GLANCE 


Most  resilient  economy  in  the  world  for 
the  third  successive  year  (WCY  2004) 

Ranked  as  one  ot  the  top  four  nations  in 
the  world  in  which  to  grow  a  competitive 
business  (WCY  2004) 

Ranked  as  having  the  lowest  risk  of  political 
instability  in  the  Asia-Pacific  region  (WCY  2004) 

Home  to  the  most  multilingual  workforce 
in  the  Asia-Pacific  region  (ABS  2004) 

Easiest  place  in  the  world  to  start  a  business 
with  regulatory  procedures  taking  just  two 
days  (World  Bank  2004) 

Modern  and  effective  intellectual  property 
regimes,  ranked  ahead  of  all  other  countries 
in  the  Asia-Pacific  region  (WCY  2004) 

Fourth  largest  investment  funds  under 
management  in  the  world  US$517b  (FEFSI) 


Don't  make  an  investment  decision 
in  the  Asia-Pacific  without  visiting 

www.  investaustralia.com 


alian  Government 
riu-st  Australia 


Invest  Australia  and  the  New  South  Wales  Department  of  State  and  Regional  Development 
are  proudly  hosting  the  Forbes  Global  CEO  Conference  in  Sydney  in  August-September  2005. 


New  South  Wales 
Department  of  State  and 
Regional  Development 


'I  want  a  bank  rooted 
in  the  community. 
Not  implanted." 

Nowadays  banks  only  seem  to  have  been  in  the  neighborhood  five  minutes  before  they  start 
claiming  they're  "local'.' 

Members  of  the  ABN  AMRO  group  were  born  and  bred  in  the  community  and  have  deep  local  roots. 
Standard  Federal  Bank  in  Michigan  since  1893.  Banco  Real,  part  of  Brazilian  life  for  over  85  years. 
ABN  AMRO  with  roots  in  Holland  since  1824.  For  25  years,  our  employees  have  been  actively  involved 
with  the  LaSalle  Bank  Chicago  Marathon,  helping  it  to  become  the  people's  marathon.  Unlike  most 
of  our  peers,  we  cherish  our  local  banks'  names  because  we  value  the  reputations  they've  earned. 
Backed  by  the  strength  of  our  shield. 

If  you're  interested  in  how  our  110,000  employees  work  with  communities  in  about  60  countries, 
just  ask  our  clients.  They  won't  quote  statistics.  They'll  talk  about  their  bank. 

Visit  www.abnamro.com  or  our  group  members  www.lasallebank.com,  www.standardfederalbank.com 
or  www.bancoreal.com.br 


This  announcement  appears  as  a  matter  of  record  only.  ABN  AMRO  Bank  N.V.  undertakes  US  securities  business 
in  the  name  of  its  indirect  wholly  owned  subsidiary,  ABN  AMRO  Incorporated,  an  SIPC,  NYSE  and  NASD  member. 


ABN  AMRO 


FOL  LO  W-THROUGH 


! 


APRIL  14,  2003 

Ooof! 

lince  our  story  about  how  Toyota  Motor  was  making  competitors  feel 
.like  they'd  been  punched  in  the  gut,  Toyota  has  kept  swinging.  It 
'earned  $10.2  billion  in  pretax  earnings  for  the  fiscal  year  ended  in 
March.  Toyota  also  made  headway  toward  its  long-term  goal  of  captur- 
ing 15%  of  the  world  market,  going  from  11%  in  2002  to  11.7%  in 
2003  by  selling  an  additional  500,000  vehicles.  In  May  Toyota  had  its 
best  U.S.  sales  month  ever,  and  it  kept  the  pressure  on  in  June.  Market 
share  through  the  first  half  of  the  year  is  1 1.9%,  up  from  11%  last  year. 

Toyota  is  making 
Rates        the  Big  Three  look 
mighty  small.  Through 
June  the  Toyota  brand 
had  sold  more  vehicles 
than  Dodge  and  Jeep 
combined.  In  June 
Toyota  sold  more 
Camrys  than  Pontiac 
sold  cars,  and  Camry 
beat  the  combined 
passenger-car  sales 
of     Buick  and 
Saturn.  Toyota's 

Corolla  model  trounced  the  combined  sales  of  the  Lincoln  and  Mercury  brands. 
Its  luxury  Lexus  brand  sold  more  passenger  cars  than  Ford's  premier  brands — 
Jaguar,  Volvo  and  Land  Rover — combined.  — Jonathan  Fahey 


FLASHBACKS 


85  YEARS  AGO  IN  FORBES  I  MAY  31,  1919 

Chrysler's  Character  Walter  P. 

Chrysler,  now  first-president  of  General 


JULY  5,  I99S 


Space  Cowboys 


Private  space  tourism  could  take  off  in  five  years,  we  wrote  in  1999.  That  hasn't 
happened  on  a  big  scale,  but  the  recent  launch  of  a  man  into  space  by  Scaled 
Composites  is  a  start.  The  Burt  Rutan-designed,  Paul  Allen-funded  project  cost 
just  $20  million.  By  contrast,  a  single  U.S.  Space  Shuttle  mission  (albeit  intended 
for  orbital  flight,  a  more  complex  affair)  costs  $500  million. 

Space  Adventures,  an  outfit  cited  in  the  story,  has  sold  dozens  of  $98,000 
advance  tickets  to  prospective  space  tourists.  But  the  company  concedes  its 
clients  won't  go  up  before  2006.  — James  M.  Clash 


JULY  22,  2002 


Allied's  Enemies 


Allied  Capital,  a  popular  stock  during  the  bear  market  because  of  its  fat  divi- 
dend, came  under  fire  two  years  ago  from  short-seller  David  Einhorn  of  hedge 
fund  Greenlight  Capital.  Einhorn  claimed  that  Allied  was  carrying  inflated 
assets  that  made  its  earnings  look  better  than  they  were.  Allied,  of  Washington, 
D.C.,  provides  financing  to  small  and  midsize  private  companies. 

Now  Allied  says  the  Securities  &  Exchange  Commission  is  inquiring  into 
allegations  made  by  short-sellers  over  the  last  two  years.  William  Walton, 
Allied's  chief  executive,  said  he  welcomes  the  opportunity  to  "demonstrate 
once  and  for  all  that  the  short-sellers'  allegations  are  false."  Allied's  stock,  at 
$29  when  our  storv  ran,  is  now  at  $24.  — Elizabeth  MacDonald 


Motors,  made  his  start  in  a  Union  Pacific 
roundhouse,  in  Ellis,  Kans.— with  a 
broom.  That  was  nearly  thirty  years 
ago.  Although  his  job  was  "just  sweep- 
ing the  floor,"  he  did  it  the  best  he 
knew  how  for  four  long  months,  when 
he  became  a  mechanic's  apprentice. 
Although  Mr.  Chrysler  is  a  worker  first  and 
last,  and  always  near  his  work,  which  seems 
almost  a  part  of  him,  he  takes  great  pleasure  in 
golf  and  motoring.  At  the  club— and  he  belongs  to 
three  of  them— he  is  sociable,  and  at  the  plant 
there  is  no  "private"  sign  over  his  door.  His  office 
is  never  closed  to  the  workers  who,  on  many 
occasions,  come  to  seek  advice  on  such  homely 
matters  as  concern  themselves  and  their  families. 


40  YEARS  AGO  IN  FORRES  I  J-ULY  15,  1964 

Lengthening  the  Golden  Years 

Retirement  has  always  been  a  touchy  subject, 
loaded  with  such  emotional  phrases  as  "commit- 
ting a  good  man  to  the  junk  pile."  Yet  while  the 
argument  still  rages  about  compulsory  vs.  flexible 
retirement,  a  quiet  development  has  been  building 
up  steam  over  the  past  two  decades:  retirement 
not  at  the  customary  65  but  at  60  or  even  55. 
A  recent  Hadassah  Hospital  study  of  1,000  peo- 
ple born  in  1920  showed  that  those  still  working 
at  age  70  and  up  were  2.5  times  as  likely  to  be 
alive  at  the  age  of  82  as  those  who'd  retired. 

15  YEARS  AGO  IN  FORBES  I  JANUARY  9,  1989 

Step  Into  the  Gap  Nobody  did  it  nke 

the  Gap  this  year.  Just  12  months  ago  the  San 
Bruno,  Calif.-based  retailer  of  men's  and  women's 
sportswear  was  an  ambulance  case,  the  victim  of 
overoptimistic  inventory  levels.  Worse  still,  its 
much-heralded  Banana  Republic  division  had 
turned  into  a  dog— how  many  khaki  hiking  shorts 
does  anybody  need?  Since  January  of  1988,  howr 
ever,  the  Gap's  stock  price  has  doubled.  What 
accounts  for  the  turnaround?  Under  the  guidance 
of  President  Mickey  Drexler,  out  went  the  blue 
jeans,  in  came  a  broad  mix  of  brightly  colored 
sportswear  modeled  suspiciously  like  the  stuff 
sold  by  archrival  Benetton. 
After  a  couple  of  rough  years  Gap  reported  a 
54%  jump  in  first-quarter  earnings  and  a  new 
advertising  spokesperson:  Sex  and  the  City  star 
Sarah  Jessica  Parker. 
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Profiles  in  Business  Mobility  #6  |  Productivity 


Working-from-Home  Walter  now  gets  more 
done  in  slippers  than  in  wingtips. 


NAME:  Working-from-Home  Walter 

QUOTE:  "Who  says  I  have  to  be  or  work  to  be  hard 
ot  work?" 

CHALLENGE:  His  company  needs  him.  His  family  needs  him. 
NOKIA'S  ANSWER  FOR  LI:  Nokia  Secure  Access  System 


MEETS  HIS  NEEDS  by  letting  him  work 
on  his  home  PC  when  he  needs  to  and 
still  have  access  to  business-critical 
applications  like  email,  sales  data,  and 
enterprise  resource  planning  software. 

MEETS  HIS  COMPANY'S  NEEDS  by  creating  a  more 
flexible  yet  cost-effective  and  secure  work 
environment  for  valuable  employees. 


Learn  how  to  mobilize  your  team  and  increase  business 
productivity.  Download  "The  Anytime,  Anyplace  World" 
white  paper  at  »nokiaforbusiness.com 


NOKIA 

Connecting  People 


utfront 


www.forbes.com 


Fear  Factor 

Billions  of  dollars  later,  are  we  any  safer  from  terrorism?  by  chana  r.  schoenberger 


After  Sept.  II  the  Electric  Power 

Research  Institute  declared  that  each  of 
the  country's  103  reactors  would  be 
able  to  withstand  a  direct  hit  by  a  fully 
fueled  767.  But  the  federal  Nuclear 
Regulatory  Commission  was  taking  no 
chances.  By  year's  end  companies  that 
own  nuclear  plants  will  have  spent 
$1  billion  on  additional  security  since 
the  attacks.  The  ranks  of  armed  guards 
are  up  33%  to  7,000,  with  all  new  hires 
enduring  intrusive  background  checks. 
Last  April  the  agency  mandated  tougher 
safety  rules,  blocking,  for  instance, 
unescorted  temp  workers  at  plants.  The 
industry  has  stepped  up  its  schedule  of 
simulated  military-style  attacks,  where 
guards  from  other  reactors  storm  the 
gates,  brandishing  laser  guns.  So  far  the 
only  interlopers  caught  were  several 
fishermen  whose  boats  ran  aground  too 
close  to  a  plant. 


The  Sept.  II  attacks  cost  just  $500,000 

to  pull  off.  Low-budget  terrorism 
makes  it  hard  to  spot  a  suspicious 
account,  so  banks  have  fallen  back  on 
geography  and  behavior.  Transfers  to 
and  from  Saudi  Arabia  and  the  United 
Arab  Emirates  are  flagged,  as  are 
excessive  deposits  into,  say,  a  restaurant 
payroll  account.  Under  the  Patriot  Act 
banks  get  a  biweekly  watch  list  of 
terrorist  suspects. 

The  computer  networks  that  run 
the  banks  are  under  constant 
surveillance.  Banks  frequently  swap 
info  on  hacks,  viruses  and  other 
threats.  A  recent  cyberworm  had  75 
bank  IT  directors  on  a  conference  call 
with  Microsoft,  discussing  patches. 
Banks  now  spend  $1.3  billion  on  IT 
security,  up  from  $1  billion  in  2002, 
according  to  a  study  by  the  Tower 
Group  consulting  firm. 


Guesstimate  of  the  economic  shock  of  a 

bomb-laden  shipping  container  tearing 
through  a  U.S.  port:  $58  billion,  says 
the  Organization  for  Economic 
Cooperation  &  Development.  The  U.S. 
Customs  Service  has  stepped  up 
searches  at  ports  and  is  precertifying 
shippers  who  do  more  to  prove  their 
containers  are  secure.  Ships  must  now 
submit  vessel  and  crew  histories  96 
hours  before  arriving  in  the  U.S.  and  a 
cargo  manifest  24  hours  before  loading 
in  a  foreign  port.  The  Coast  Guard 
keeps  a  database  on  every  arrival, 
paying  attention  to  the  ship's  security 
compliance  history.  The  government 
has  installed  more  than  150  gamma-ray 
detectors  since  Sept.  1 1,  at  $1  million 
each.  They  scan  containers  and  trucks 
for  bombs  and  the  like.  The  TSA  is 
considering  widespread  background 
checks  on  workers. 


ASSESSMENT:  YELLOW  Nuclear  plants 
are  guarded  by  gun-toting  pa  -  o  the 
threat  is  mitigated. 


ASSESSMENT:  Terrorists  are 

using  our  banks  to  hide  their  money 
despite  our  increased  vigilance. 


ASSESSMENT:  ORANGE.  It  s 
impossible  to  search  all  the  5.8  billion 
tons  of  cargo  shipped  worldwide. 
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In  the  last  two  years  the  Department  of  Homeland  Security  has  spent 
$70  billion  making  the  country  more  secure,  with  $40  billion  requested 
for  2005,  not  to  mention  the  money  that  businesses  have  paid  to  com- 
ply with  the  Patriot  Act  and  other  new  laws.  Whether  we're  any  safer 
from  terrorism  is  still  an  open  question.  Herein,  the  economy's  choke 
points— rated  from  yellow  (elevated  risk)  to  red  (severe  risk). 


All  checked  airline  luggage  now  gets 

screened  for  explosives,  and  both  air 
marshals  and  certified  pilots  carry  guns. 
TSA  screeners  have  confiscated 
12  million  prohibited  items  since 
March  2002,  including  an  average  of  40 
guns  a  month.  Screeners  now  have  to  be 
U.S.  citizens  and  undergo  background 
checks  going  back  seven  years. 

After  the  Madrid  train  bombings  the 
TSA  ordered  canine  patrols  and 
bombproof  trash  cans  for  train  plat- 
forms. Amtrak  has  also  stepped  up  sur- 
veillance, says  spokesman  Daniel  Stessel. 
The  TSA  wants  to  screen  train  passengers 
as  well.  A  monthlong  pilot  this  spring  ex- 
amined 9,000  riders  and  10,000  carry-on 
bags  in  Maryland's  New  Carrollton  sta- 
tion. The  next  step  was  a  June  trial  in 
Washington,  D.C.'s  Union  Station  to 
screen  200  checked  bags  a  day.  No  help 
on  commuter  trains. 


ASSESSMENT:  Terrorists  have 

hit  the  transportation  system  before,  so 
if  s  safe  to  assume  they'll  do  it  again. 


Some,  but  not  a  lot,  of  hacking  activity  has 

been  traced  to  terrorists,  says  F.  William 
Conner,  chief  executive  of  ID- 
management  software  maker  Entrust  in 
Addison,  Tex.  Does  it  matter  who  does 
it?  Damage  from  an  al  Qaeda  nut  or  a 
bored  teenager  is  one  and  the  same. 

Last  year  saw  twice  as  many 
security  breaches  on  computer 
networks  as  in  2002.  A  House 
subcommittee  gave  the  federal 
government  a  D  this  year  for  computer 
security,  up  from  last  year's  flunking 
grade.  Luckily,  85%  of  the  country's 
computer  infrastructure  is  private. 
Three-quarters  of  security  execs  are 
doing  more  this  year  than  last,  with 
$5  billion  spent  on  firewalls  and 
barriers.  "I'd  give  us  a  C+,"  says  Robert 
Holleyman,  chief  executive  of  the 
Business  Software  Alliance. 

ASSESSMENT:  RED.  It  used  to  take 
months  for  a  vandal  to  concoct  a  virus  for 
a  newly  discovered  software  vulnerability. 
Now  it  takes  days— or  hours. 


MIKE  ON  MIKE 

Michael  Moore's  Fahrenheit  9/11  docu- 
mentary is  a  smash  hit,  and  nobody 
could  be  happier  than  Michael  Wilson, 
a  28-year-old  aspiring  filmmaker  who  is 
hawking  a  Moore-bashing  movie  called 
Michael  Moore  Hates  America. 

Wilson,  who  lives  in  Minneapolis, 
has  spent  the  past  18  months  chasing 
Moore  around  with  a  digital  video  cam- 
era, badgering  the  left-winger  the  way 
Moore  badgered  others  in  Roger  &  Me 
and  Bowling  for  Columbine. 

Hollywood  ignored  Wilson— until  the 
anti-Bush  Fahrenheit  9/11  started  to 
look  like  a  hit.  In  May  Wilson  landed  a 
$100,000  investment  from  Brian  Cart- 
mell,  a  Bush-supporting  Seattle  Internet 
millionaire.  An  award-winning  docu- 
mentary producer,  Curt  Johnson, 
signed  up  to  whip  Wilson's  raw  footage 
into  shape.  In  June,  with  the  picture 
stili  unfinished,  Hollywood  distributors 
began  making  offers. 

Moore  has  refused  to  let  Wilson 
interview  him.  But  one  scene  making 
the  rounds  on  the  Internet  shows 
Moore  blowing  his  stack  after  Wilson 
provokes  him  during  a  speech  on  a 
college  campus.  Wilson,  who  describes 
himself  as  a  libertarian,  insists  he 
received  no  funding  from  political 
organizations.  "Michael  Moore  is  an 
example  of  how  we've  become  so 
polarized,"  says  Wilson.  "I  want  to  make 
a  commentary  about  all  this  shrillness 
that  has  engulfed  America." 

Moore's  distributor 
won't  comment  on 
Wilson.  Too  bad 
Republicans  didn't 
take  that  p.r.  position 
with  Fahrenheit  9/11. 

—Daniel  Lyons 
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So  That's  Where  My  Proxy  Goes 

If  you  think  your  shareholder  vote  counts,  we've  got  a  bridge  to  sell.  |  by  Robert  lenzner 


OR  A  SECOND  YEAR  A  BAND  OF 
unhappy  shareholders,  led  by 
Boston's  Walden  Asset  Manage- 
ment and  including  a  number  of 
religious  groups,  organized  a  re- 
volt against  the  way  razor  blade  giant 
Gillette  elects  its  directors  and  manages  its 
affairs.  This  April  the  rebels  won  68%  of 
the  vote  for  their  plan  to  eliminate  the  stag- 
gered board — a  common 
takeover  defense — in  favor  of 
full  annual  elections. 

What  did  Gillette's  direc- 
tors do?  They  ignored  share- 
holder wishes,  as  they  were 
legally  empowered  to  do.  The 
reason  given:  They  wanted  the 
ability  to  "assure  the  best  re- 
sults for  shareholders  in  the 
event  of  any  takeover  offer." 

So  much  for  shareholder 
democracy.  Provoked  by  the 
rash  of  corporate  scandals, 
shareholders  in  company  after 
company  rebelled  against 
management  this  past  spring. 
A  remarkably  high  161  of  the 
roughly  1,000  stockholder 
antimanagement  proposals 
voted  on  at  annual  meetings 
this  year  obtained  a  majority 
of  votes,  up  from  about  100 
the  year  before.  Over  the  last 
50  years  it  has  been  rare  for 
50%  or  more  of  a  company's 
shares  to  be  voted  against 
management  on  matters  of 
corporate  governance. 

Yet  at  about  half  the  companies,  in- 
cluding giants  like  Sears,  Roebuck,  Honey- 
well and  Morgan  Stanley,  executives  chose 
not  to  adopt  the  shareholder  resolution. 
That's  a  better  response  rate  than  the  year 
before,  when  85%  of  companies  gave 
shareholders  the  back  of  their  hands,  says 
the  Council  of  Institutional  Investors. 

Why  the  uptick  in  responsiveness  to 
popular  will?  It  seems  that  companies  were 
nervous  about  a  proposed  Securities  &  Ex- 
change Commission  rule  that  would  give 


large  shareholders  greater  power  to  nomi- 
nate directors.  But  now  that  proposal, 
fought  bitterly  by  the  business  lobby,  looks 
dead  because  of  a  deadlock  at  the  SEC. 

"The  corporate  establishment  is  mak- 
ing a  mockery  of  shareholder  democracy," 
says  Robert  Monks,  a  founder  of  the  Cor- 
porate Library  and  a  leading  guru  of  cor- 
porate governance.  "Every  effort  to  limit 


or  curb  corporate  power  has  failed." 

The  issue  that  management  most  often 
sidestepped  was  the  expensing  of  stock  op- 
tions. Twenty-six  companies,  including 
Intel,  Hewlett-Packard  and  PeopleSoft, 
have  yet  to  bend  to  shareholder  majorities 
who  want  the  option  costs  deducted  from 
profits.  Only  six,  including  Capital  One 
Financial  and  Georgia-Pacific,  have  gone 
along.  An  Intel  spokesman  says  the  54% 
vote  "shows  that  shareholders  are  about 
evenly  divided."  Sort  of  like  Florida? 

Executives  had  less  of  a  problem  sub- 


mitting to  shareholders'  votes  to  drop  the 
poison  pill  defense;  39  did  so,  including 
Southwest  Airlines,  Allstate  Insurance  and 
Circuit  City  Stores,  while  24  kept  it  intact. 
Not  a  tough  choice:  There's  been  a  dearth  of 
hostile  takeovers.  And  at  all  14  companies 
where  it  came  up,  management  adopted 
shareholder  measures  to  cut  golden  para- 
chute pay  for  dismissed  executives. 

The  way  most  corpora- 
tions are  set  up,  shareholder- 
resolution  votes  taken  during 
the  annual  meeting  season 
are  advisory  only.  A  typical 
corporate  charter  allows  for 
binding  shareholder  votes 
only  on  major  decisions  like  a 
takeover  or  dissolution  of  the 
company.  You  could,  of 
course,  write  a  corporate 
charter  that  would  allow  for 
plebiscites,  but  changing  the 
charter  would  demand  action 
by  the  directors. 

Monks  has  come  up  with 
a  hardball  tactic  to  pressure 
companies — while  making  a 
buck  or  two.  He  formed  Lens 
Governance  Advisors  as  the 
exclusive  "governance"  ad- 
viser to  feared  securities 
lawyer  William  Lerach.  When 
Lerach  negotiates  a  settlement 
with  a  company,  he  includes 
Monks'  proposals  for  changes 
in  governance  (and  pays 
Monks  an  advisory  fee).  One 
victory:  Along  with  paying  a  $50  million 
settlement  in  2003,  Sprint  agreed  to  elect  its 
entire  ten-member  board  annually  rather 
than  stagger  the  members  a  few  at  a  time. 

Management  can  expect  to  face  even 
more  majority-shareholder  votes  in  com- 
ing years.  That's  because  the  SEC  has 
mandated  that  mutual  funds  reveal  their 
votes  on  stockholder  proposals,  begin- 
ning July  31.  Institutions  may  be  reluc- 
tant to  vote  publicly  against  governance 
reform.  Whether  management  will  listen 
is  another  matter.  F 
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Crusade 

The  SEC  missed  the  after-hours 
fund-trading  scandal.  It's  trying  to 
make  up  for  lost  opportunities. 

BY  EMILY  LAMBERT  AND  NEIL  WEINBERG 

|  HE  SECURITIES  &  EXCHANGE  COMMIS 
sion  was  a  wee  bit  embarrassed  when 
the  New  York  attorney  general's  office, 
with  a  much  smaller  staff,  discovered 
market-timing  and  after-hours  trading  at  mu- 
tual funds.  What  could  the  federal  agency  do 
to  restore  its  credibility  as  a  defender  of  the  small 
investor? 

The  first  answer  came  June  23,  with  a  man- 
date that  fund  board  chairmen  be  "indepen- 
dent" of  the  companies  that  run  the  funds.  In 
theory,  an  independent  board  could  fire  a  sec- 
ond-rate fund  operator.  It  remains  to  be  seen 
whether  this  regulation  will  get  investors  any- 
thing they  couldn't  get  by  just  redeeming  their 
shares.  But  it  sounds  like  reform,  and  so  it  will 
save  some  face  for  the  SEC. 

The  next  battle  concerns  the  way  brokers 
retail  mutual  funds.  A  proposal  before  the  SEC, 
on  which  it  is  expected  to  vote  later  this  year, 
would  require  brokers  to  disclose  what's  in  it  for 
them  before  herding  investors  into  mutual 
funds.  They  would  have  to  show  what  investors 
would  pay  in  one-time  loads  and  ongoing 
expenses,  whether  the  brokerage  has  a  side  deal 
going  in  which  the  fund  firm  throws  trading 
business  its  way  in  exchange  for  flogging  the 


funds  and,  horror  of  horrors,  how  much  the 
broker  personally  will  earn  from  the  sale. 

Some  of  this  information  is  already  available 
to  investors  but  is  buried  inside  monster  docu- 
ments. "Disclosure  can  be  done  on  one  page," 
says  Mercer  Bullard,  president  of  Fund  Democ- 
racy, a  scold  for  the  fund  industry. 

The  Securities  Industry  Association,  the  bro- 
kerages' main  lobby,  is  cloaking  its  opposition  to 
the  disclosure  regs  in  the  guise  of  investor  con- 
cern. It  claims  the  paperwork's  cost  would  be  $6 
billion  to  start — nearly  five  times  the  SEC's  esti- 
mate— and  would  come  out  of  investors'  pockets. 

Or  are  brokers  fearful  that  educated  investors 
will  make  informed  choices?  Morgan  Stanley  has 
attracted  $1.9  billion  to  its  high-cost  S&P  index 
fund,  where  buying  $100,000  worth  of  its  A 
shares  costs  $3,000  to  get  in  and  $650  a  year  in 
expenses.  Vanguard  sells  the  same  thing  with  no 
upfront  fee  and  only  $180  a  year  in  expenses. 

The  disclosure  rule  is  sure  to  provoke  a  lot  of 
squawking — maybe  enough  to  restore  the  SEC's 
credibility.  F 


If  you're  of  the  school  that  says  the 
Federal  Reserve's  quarter-point  move 
isn't  bold  enough  to  thwart  inflation, 
consider  this  twist.  Research  by 
Richard  Anderson  of  the  Federal 
Reserve  Bank  of  St.  Louis  points  out 
that  in  the  past  20  years  the  fraction 
of  U.S.  currency  held  outsiau  the  U.S. 
has  doubled  to  44.5%  from  22.5%.  65      70      75      '30      '85      '90      '95  02 

Countries  in  political  and  eCCnomiC  Source.  Federal  Reserve  Bank  of  St.  Louis. 

turmoil,  Japan  and,  of  course:,  drug  dealers  love  U.S.  currency.  With  so  much  currency  outside 
our  borders,  the  316%  growth  in  the  money  supply  (currency  plus  reserves  in  the  Reserve  Bank 
system)  over  the  past  20  years  did  not  create  a  corresponding  upward  push  on  prices. 

--Michael  K.  Ozanian  and  Lacey  Rose 


A  HEDGING 
HAND 

Sometimes  investors  do 
catch  a  break,  in  the 
strangest  of  ways.  Last 
month  the  folks  who  run  the 
benchmark  Russell  2000 
small-cap  index  did  their 
annual  reconstitution— 
replacing  377  of  the  2,000 
companies  that  had  out- 
grown or  become  too  small 
to  fit  the  index.  Managers  of 
funds  that  track  the  index 
($41  billion  in  assets)  made 
the  appropriate  trades. 

Typically  fund  investors 
get  hosed  during  a 
"recon"— the  prices  of 
entering  stocks  get  pushed 
higher  while  exiting  stocks 
sell  on  the  cheap.  The  cost 
of  that  spread  to  investors 
was  $200  million  in  just 
one  day  in  2002,  estimates 
Jian  Yang,  vice  president 
of  research  at  Investment 
Technology  Group,  a 
Manhattan  brokerage 
firm.  Dealers  are  the 
beneficiaries. 

Not  this  year.  Turns  out 
hedge  funds  had  placed 
bets  even  before  Russell 
announced  changes  to  its 
index,  hoping  to  unwind 
those  positions  on  the  final 
day— or  "front-running  the 
reconstitution,"  says  Gus 
Sauter,  chief  investment 
officer  at  Vanguard  Group. 

But  too  many  hedge 
funds  bought  more  of  the 
entering  stocks  than  the 
index-fund  managers 
needed.  The  selling  pres- 
sure pushed  prices  on 
entrants  down  0.5%  on 
June  25,  even  as  the  over- 
all index  advanced  1.5%. 
All  in  all,  says  Yang,  "fund 
investors  got  a  fair  price." 

-Brett  Nelsor 
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dw  you  get  an  extra  hour  of  sleep  with  British  Airways'  new  Sleeper  Service,  a  start-to-finish  redesign  of  our  business  class  service  on 
ening  flights  to  London*.  A  pre-flight  supper  and  a  quieter  cabin  mean  you  can  cozy  into  our  180-degree  flat  bed  right  after  takeoff. 
On  arrival,  invigorate  with  a  shower  and  spa  treatment  at  our  Arrivals  Lounge.  It  all  adds  up  to  a  better  night  for  a  better  day.  ... 

To  learn  more,  visit  ba.com/thesleeperservice. 
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A  screamfest  in  Manhattan. 


Beware 
Of  People 

Animal-rights  activists 
are  getting  more  violent. 

BY  HEIDI  BROWN 


ATE  ON  THE  NIGHT  OF 
May  30  an  off-duty 
police  officer  was  guard- 
ing the  Monrovia,  Calif, 
house  of  Mitchell  Lard- 
ner.  At  some  point  during  the 
night  someone  hurled  a  brick- 
like object  through  the  guard's 
car  window,  breaking  his  jaw  in  two  places. 

The  guard  was  there  because  Lardner,  his  wife  and  two 
small  children  have  been  under  siege  for  weeks  by  animal- 
rights  activists.  They  had  spray-painted  his  home  with  words 
like  "Puppy  Killer"  and  "You  Can't  Hide"  and  paraded  by  in 
frightening  masks  and  black  robes,  announcing  with  bull- 
horns "Mitchell  Lardner  kills  500  puppies  a  day!" 

Animal-rights  activists  are  no  longer  content  to  set  up 
picket  lines.  Groups  such  as  Stop  Huntingdon  Animal  Cruelty 
(Shac)  and  an  even  more  radical  group  called  Animal  Liber- 
ation Front  see  themselves  as  soldiers  in  the  war  against  vivi- 
section, the  use  of  live  animals  in  scientific  research.  "Shac  is 
absolutely  violent,"  says  LaRae  Quy,  an  FBI  special  agent  in 
San  Francisco. 

And  they're  cutting  a  wider  swath.  Lardner  has  never 
worked  for  or  with  any  animal  labs.  He's  a  director  at  Pre- 
sidio Venture  Partners,  the  high-tech  investment  subsidiary 
of  Japan's  Sumitomo  Corp.  He's  a  target,  say  the  protest 
groups,  because  a  completely  unrelated  chemicals  division  of 
Sumitomo  has  done  business  with  Life  Sciences  Research.  This 
firm,  formerly  known  as  Huntingdon  Life  Sciences,  does  ani- 
mal tests  for  drug  companies.  In  May  a  federal  grand  jury  in 
New  Jersey  indicted  Shac  and  seven  of  its  members,  including 
a  lawyer  and  a  paramedic,  four  days  before  the  brick-throw- 
ing incident,  for  interstate  stalking  and  conspiracy  to  physi- 
cally disrupt  Huntingdon  Life  Sciences. 

Animal-rights  groups  are  becoming  better  funded,  better 
organized  and  more  radical,  according  to  ActivistCash.com,  a 
Web  site  that  tracks  not-for-profit  funding.  Last  summer  bombs 
went  off  at  the  Emeryville,  Calif,  headquarters  of  Chiron,  a 
biotech  firm,  and  the  Pleasanton,  Calif,  offices  of  Shaklee,  a 
direct  marketer  of  health  products.  Shac  denies  any  role  in 
the  blasts  but  dutifully  reported  both  events  on  its  Web  site. 
Police  have  not  charged  anyone. 

Such  depredations  could  have  a  far-reaching  impact  in  slow- 
ing drug  research.  "People  [in  the  research  community]  should 


Animals  used  in 
research  in  2002. 

of  lab  animals 
are  rats  and  mice. 

Flu 

vaccines  produced  per 
year  via  animal  tests. 

Sources:  Foundation  lor  Biomedical 
Research;  U.S.  Department  of  Agriculture. 


Little  common  ground  .  ,  ,    .  . 

exists  between  activists  Probably  be  getting  prepared, 
and  scientists.  This  is  not  a  theoretical  problem," 

says  John  Gallagher,  a  Chiron 
spokesman. 

Two  years  ago  Ohio  State 
University  veterinarian  and 
researcher  Michael  Podell  walked 
away  from  a  $1.7  million  grant 
from  the  NIH  and  his  career  as  a 
research  scientist.  Someone  had 
sent  him  a  photo  of  a  British  sci- 
entist's car  that  had  been  fire- 
bombed;  strangers  had  accosted 
his  kids  at  school. 
So  how  are  we  going  to  cure  cancer  without  lab  animals? 
More  moderate  activists  say  labs  should  use  more  human  tis- 
sue and  computer  modeling.  Animal  tests,  though,  are  man- 
dated by  the  Food  &  Drug  Administration.  David  Jacobson- 
Kram,  an  associate  director  in  the  FDA's  Office  of  New  Drugs, 
says  that  the  tendency  of  a  drug  to  cause  birth  defects,  cancer 
or  toxicity  cannot  be  discovered  through  computer  model- 
ing. Diethylstilbestrol  (DES),  a  synthetic  form  of  estrogen  pre- 
scribed between  1940  and  1971,  wasn't  tested  on  animals  and 
turned  out  to  cause  a  rare  vaginal  cancer  in  the  daughters  of 
women  who  took  it.  Says  Jacobson-Kram:  "Animal-rights 
activists  see  no  difference  between  the  value  of  an  animal's 
life  and  a  human  life.  We  do." 

Shac  and  its  ilk  have  shrewdly  focused  their  efforts.  No  other 
firm  that  runs  animal  labs  or  sells  animals — such  as  Covance  of 
Princeton,  N.J.  and  Charles  River  Laboratories  in  Wilmington, 
Mass. — has  attracted  the  vitriol  aimed  at  the  former  Huntingdon. 
"If  you  have  a  wall  you  want  to  knock  down,  you  don't  hit  it  in  25 
different  places,"  says  Shac  spokeswoman  Emily  Greene. 

Huntingdon  provoked  international  outrage  when  a  BBC 
documentary  in  1997  showed  a  staffer  slapping  a  beagle. 
(Management  admitted  making  mistakes  but  says  it  now  dili- 
gently maintains  high  ethical  standards.)  Shac  was  founded 
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in  1999  to  force  Huntingdon's  demise  by  intimidating  any 
business  associated  with  it.  Activists  threatened  its  employ- 
ees, a  broker  of  its  shares  (Schwab  Europe)  and  its  banker  (the 
Royal  Bank  of  Scotland).  Its  chief  executive  was  assaulted  out- 
side his  home  in  2001.  The  Bank  of  England  became  HLS' 
banker,  since  no  other  bank  would  work  with  it. 

When  the  company  fled  the  U.K.  and  changed  its  name, 
Shac  followed,  setting  off  a  new  wave  of  animal  rights  protests 
directed  at  Life  Sciences.  Its  American  business  partners 
started  defecting  with  frightening  speed.  Jefferies  &  Co. 
stopped  making  a  market  in  its  stock,  but  denies  being  intim- 
idated. Auditor  Deloitte  &  Touche  withdrew  late  last  year  after 
getting  threats  at  offices  worldwide.  The  current  auditor,  Hugh 
Scott,  has  refused  to  reveal  its  headquarters'  location. 


One  rare  soul  willing  to  stand  up  to  the  animal-rights  ter- 
rorists is  Stephan  (Skip)  Boruchin,  the  head  trader  at  Legacy 
Trading  in  Edmond,  Okla.,  the  only  consistent  marketmaker  in 
Life  Science  Research's  stock.  He  withstood  two  years  of  intim- 
idation, including  seeing  his  and  his  wife's  Social  Security  num- 
bers posted  on  the  Web.  Someone  severed  his  phone  and  elec- 
tric lines,  too.  Boruchin  says  it's  not  that  he  loves  what  Life 
Sciences  does;  he  has  an  African  Grey  parrot  he  hand-bathes 
every  morning.  Says  he:  "No  individual  or  organization  has  a 
right  to  tell  someone  what  they  can  or  can't  do  because  of 
political  beliefs." 

So  far  no  one  has  died  in  an  animal-rights  bombing.  Of 
course,  there's  no  way  of  counting  the  people  who  may  die  of 
cancer  someday  because  of  the  violence.  F 


■■WHAT  GREAT  RUMBLt  IS  COMING 
from  Michigan's  Supreme  Court — 
mighty  enough,  perhaps,  to  send 
ripples  of  reversal  throughout  the 
land.  The  decision,  expected  in  late  July,  in- 
volves die  strongest  challenge  yet  to  a  1981 
decision  known  as  "Poletown,"  in  which  the 
court  allowed  the  city  of  Detroit  to  bulldoze 
an  entire  ethnic  neighborhood  to  make 
room  for  a  GM  plant.  A  rollback  could  have 
impact  well  beyond  Michigan's  borders. 
Judges  in  other  states  have  repeatedly  cited 
Poletown  in  allowing  the  government  to 
grab  property  from  one  private  owner  to 
give  it  to  another.  The  Fifth  Amendment  re- 
quires victims  of  these  seizures  to  be  com- 
pensated. An  open  question  is  the  extent  to 
which  the  amendment  limits  the  aim  of 
such  grabs  to  a  narrowly  defined  public  use. 

The  current  case  challenges  plans  by 
Wayne  County,  Mich,  to  build  a  1,300-acre 


Detroit-HamtramaP 

office/industrial  complex  next 
to  the  municipal  airport.  The 
county  already  owns  most  of  the 
land  but  can't  budge  a  few  stub- 
born holdouts,  including  Ed- 
ward Hathcock,  an  MIT  grad 
who  owns  a  12-employee  factory  that 
makes  millwork  and  kitchen  cabinets.  The 
plant,  he  says,  sits  dead  square  in  the  mid- 
dle of  the  proposed  project,  and  he  doesn't 
want  to  move.  Though  the  county  offered 
him  $360,000  for  the  factory  and  its 
1-acre  site  (he  paid  $170,000  in  1985), 
Hathcock  says  it  would  cost  far  more  to 
replace  because  of  tighter  building  and 
safety  regulations.  Plus,  he  says,  "I  have 
customers  who  don't  even  know  my  phone 
number,  but  they  know  where  I  am." 

The  county,  which  won  in  the  lower 
courts,  says  it  isn't  working  for  any  partic- 
ular private  interest.  But  the  potential  pay- 


Good-bye,  Poletown. 
Hello,  General  Motors 


A  Michigan  case  could  put  the 
kibosh  on  bureaucrats  who  use 
the  power  of  eminent  domain  in 
creative  ways  by  daniel  fisher 

off,  it  argues,  is  too  great  to  be  squelched  by 
a  few  reluctant  landowners.  "If  economic 
development  is  not  the  proper  job  of  gov- 
ernment, then  it  seems  our  elected  bodies 
should  just  stay  home,"  says  Mark  Zaus- 
mer,  Wayne  County's  lawyer. 

Stay  home,  says  Dana  Berliner,  a 
lawyer  for  the  libertarian  Institute 
for  Justice  who  filed  a  brief  to 
overturn  Poletown.  She  argues 
that  condemnation  should  be 
reserved  for  building  taxpayer- 
owned  real  estate  like  roads  and 
police  stations,  or  for  ensuring 
that  tumbledown  houses,  say, 
pose  no  physical  threat.  "It  can't 
be  used  to  play  favorites  between 
different  owners,"  she  says. 

The  Michigan  Supremes — once  dom- 
inated by  Democrats,  now  with  a  5-to-2 
Republican  majority — seem  inclined  to 
agree.  Departing  from  normal  practice,  the 
judges  asked  the  parties  whether  the  prece- 
dent should  be  scrapped,  leading  a  dis- 
senting judge  to  describe  the  request  as  "a 
road  map  to  an  inevitable  destination." 

Hathcock's  lawyer,  Alan  Ackerman, 
hopes  so,  although  it  might  cost  him  work. 
"I'm  writing  myself  a  40%  pay  cut,"  says 
Ackerman,  who  followed  his  father  into  a 
practice  that  pries  more  money  out  of  the 
government  in  condemnation  cases.  F 
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With  SAS,  the  leader  in  business  analytics  software... 


Make  breakthrough  decisions. 
And  make  an  impact. 

Go  beyond  business  intelligence  with  SAS",  the  one  software  that  delivers  accurate  information  to 
everyone.  So  you  can  drive  profits,  reduce  costs,  manage  risk  and  transform  the  way  you  do  business. 
Now  that  SAS*9  has  arrived,  you  can  take  advantage  of  our  proven  predictive  analytics  through  a  single, 
scalable  platform  that  spans  the  enterprise.  And  interact  with  SAS  by  choosing  the  custom-tailored 
interface  that  fits  the  way  you  work.  Give  us  a  call  at  1  866  270  5739  for  a  free  demonstration  of  today's 
SAS.  Or  visit  our  Web  site  for  a  quick  interactive  tour. 

www.sas.com/breakthrough 
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The  Power  to  Know, 
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Other  brand  and  product  names  are  trademarks  of  their  respective  companies.  ©  2004  SAS  Institute  Inc.  All  rights  reserved  2761 30US. 0404 
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HOUSE  WINS 

The  proposed  $79  billion  acquisition  of 
Mandalay  Resort  Group  by  MGM  Mirage  will 
yield  a.whoppef  of  a  casino  company:  It  will 
control  28  casinos  worldwide— including 
half  of  the  74,000  hotel  rooms  on  the  Las 
Vegas  Strip,  37%  of  its  slots  and  39%  of  its 
table  games:  Expected  to  gross  $6.5  billion 
in  revenue  in  2005,  the  gaming  giant  will 
soon  hold  most  of  the  cards  in  Sin  City, 
Here's  who  will  hit  the  jackpot— or  lose  his 
shirt— as  a  result. 

WINNERS 

Kirk  Kerkorian:  Deal  solidifies  reclusive  billion- 
aire's status  as  one  of  the  great  casino  moguls  in 
history.  Kerkorian  owns  57%  of  MGM  Mirage. 

Atlantic  City:  Supersize  MGM  Mirage  will  generate 
billions  of  dollars  in  cash  for  expansion.  Great  for 
downtrodden  gaming  towns. 

Boutique  Casinos:  The  Hard  Rock  and  the 
Palms,  smaller  alternatives  to  giant,  themed  MGM 
Mirage  casinos,  are  enticing. 

International  Game  Technology:  The  world's 
largest  slots  manufacturer  will  be  supplying 
Mandalay  casinos  with  thousands  of  fresh 
machines  over  the  next  few  years. 


LOSERS 

Gamblers:  MGM  Mirage  will  likely  raise  prices 
of  rooms,  shows  and  restaurants  and  trim 
giveaways. 

Entertainment  Promoters:  No  competition 
between  MGM  Mirage  and  Mandalay  casinos 
means  promoters  of  boxing  matches  and  rock 
concerts  will  have  just  one  bidder  on 
their  events. 

The  Union:  The  power- 
ful culinary  union's 
contract  has  wage 
increases  through 
2Q07.  After  that  MGM 
Mirage  will  have  plenty 
of  bargaining  power, 

Nevada  Politicians: 
With  fewer  gaming 
companies  to  hit  up  for 
donations,  pels  will  see 
campaign  funding  drop. 

^-M&fthew  Miller 


Britney  Does  the  Mideast 

While  U.S.  soldiers  battle  Iraqi  insurgents,  there's  another 
insurgency  on  the  airwaves  by  seth  lubove 


ORMAN  PATTIZ,  6 1 ,  DIDN'T  NEED 
to  take  on  this  aggravation.  As 
founder  and  now  chairman  of 
the  $570  million  (expected 
2004  sales)  Westwood  One 
radio  programming  empire,  he  could 
afford  to  retire  early  and  enjoy  more  Los 
Angeles  Lakers  games  in  his  $2,000-per- 
game  seats  next  to  his  beloved  home 


Radio  exec  Norm  Pattiz 
is  riling  overseas  public  broadcasting. 


team's  bench.  Or  he  could  relax  at  his 
Beverly  Hills  mansion  or  tool  around  in 
his  powder-blue  Bentley  convertible. 

Instead,  he  chose  to  earn  as  little  as 
$20,000  a  year  as  a  member  of  the  U.S. 
Broadcasting  Board  of  Governors,  the 
semiautonomous  federal  agency  that 
oversees  the  Voice  of  America,  Radio 
Free  Europe/Radio  Liberty  and  other 
U.S.  broadcasting  outlets  charged  with 
spreading  the  American  word. 

Now  he's  become  one  of  the  most 
controversial  characters  in  the  Middle 
East  since  Saddam  Hussein  was  toppled. 


Pattiz's  two  biggest  creations — the 
$30  million  (startup  cost)  Radio  Sawa 
and  the  $  1 07  million  Alhurra  satellite  tele- 
vision network — have  been  alternately 
described  as  unqualified  successes  and  as 
fiascos  that  have  further  set  back  Ameri- 
can relations  with  the  Middle  East.  He's 
been  accused  of  seeking  to  personally 
profit  from  the  taxpayer- funded  ventures, 
either  by  having  a  hand  in 
the  outside  companies 
that  do  the  ratings  re- 
search or  by  seeking  to 
privatize  them  (he  denies 
both  accusations).  He's 
even  blamed  for  con- 
tributing to  the  slow 
death  of  the  VOA,  Amer- 
ica's flagship  overseas 
communications  tool 
since  1942. 

"They  think  I'm  the 
Antichrist,"  Pattiz  sighs. 
"It's  about  protecting  the 
status  quo  and  jobs  within 
the  federal  system." 

After  Bill  Clinton 
appointed  him  to  the 
Broadcasting  Board  in 
2000,  Pattiz  set  about 
applying  his  commercial, 
ratings-driven  radio  exper- 
tise to  the  U.S.'  broadcast- 
ing operations.  Even  be- 
fore the  World  Trade 
Center  attacks  he  focused  on  the  Middle 
East,  where  the  VOA  squeaked  over  a  weak 
shortwave  signal  that  pulled  in  less  than 
2%  of  the  potential  audience. 

Pattiz  imposed  a  new  mind-set:  Get 
the  audience  first  and  their  minds  will 
follow.  He  replaced  the  VOA's  Arabic 
service  in  2002  with  Sawa,  which  uses 
powerful  FM  signals  to  squeeze  brief 
news  reports  in  between  "upbeat" 
bubblegum  music  from  the  likes  of 
Britney  Spears  and  her  Mideast  coun- 
terparts. He  followed  that  last  Febru- 
ary with  the  launch  of  the  slickly 


YOUR  WORKFORCE  IS  MOBILI 
SHOULDN'T  THEIR  OFFICES  BE  MOBILE  TOO? 


With  T-Mobile  HotSpot,  mobile  employees  can  wirelessly  access  the  office  from 
wherever  they  go.  Each  location  offers  Wi-Fi  Internet  service  for  laptops  or  PDAs, 
and  is  a  part  of  the  nation's  largest  Wi-Fi  network.  Check  e-mails.  Download 
data-rich  files.  Upload  presentations  on  the  fly.  It's  Wi-Fi  in  its  most  secure  and 
reliable  form,  and  it's  here  to  help  the  modern  workforce  get  more  out  of  each  day. 
For  more  information,  log  on  to  www.t-mobile.com/hotspot  or  call  1-877-822-SPOT. 
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produced  Alhurra,  which  offers  NBA  Inside  Stuff,  Inside  the 
Actors  Studio  and  soft  features  about  "luxury"  travel,  among 
the  usual  talking  heads  and  news  reports. 

The  result,  according  to  Pattiz's  research:  Alhurra  is  penetrat- 
ing 29%  of  the  satellite-equipped  households  in  the  region,  while 
Sawa  has  a  38%  average  listenership  in  20  Mideast  countries. 

Congress  and  the  Bush  Administration  are  big  fans,  but  Pat- 
tiz's moves  have  riled  the  VOA  rank  and  file.  A  recent  petition 
signed  by  some  500  VOA  staffers  singles  out  Pattiz  for  "disman- 
tling the  nation's  radio  beacon — the  VOA — piece  by  piece"  and 
demands  that  Congress  conduct  an  "immediate  inquiry"  into 
the  Broadcasting  Board's  "serious  attacks"  on  the  VOA. 


"You've  got  kids  listening  to  pop  music,  and  guess  what? 
They  hate  us  even  worse,"  complains  Timothy  Shamble,  a  VOA 
production  specialist  and  union  leader.  "The  mullahs  say  it's  a 
good  thing  to  strap  dynamite  around  your  waist  and  blow  peo- 
ple up.  Britney  Spears  won't  convince  them  not  to  do  it." 

Pattiz's  critics  can  forget  about  any  changes  in  the  strategy, 
says  an  enamored  Kenneth  Tomlinson,  a  confidant  of  Bush 
adviser  Karl  Rove  and  chairman  of  the  Broadcasting  Board  as 
well  as  the  Corporation  for  Public  Broadcasting.  Defiant,  too, 
Pattiz  shuttles  between  Washington  and  Hollywood,  where  he's 
tapping  studio  bosses  for  more  content  for  Sawa  and  Alhurra. 

"Listen,  this  is  fun,"  he  smiles,  climbing  into  his  Bentley.  F 


The  Impatient 

A  subject  in  a  clinical  trial 
isn't  waiting  for  Bristol- 
Myers  to  reveal  the  results 
of  a  new  drug. 

BY  ROBERT  LANGRETH 

HE  BMS-354825  PHASE  I 
trial  is  proceeding  at  a  fast 
pace  now,  and  I  expect  that 
Phase  II  will  begin  soon  ... 
but  I  do  not  know  for  sure, 
so  take  this  statement  as  an  educated 
guess."  So  goes  a  recent  entry  in  the 
Web  diary  of  Jerry  Mayfield,  a  56-year- 
old  former  Louisiana  state  trooper  with 
chronic  myelogenous  leukemia,  a  deadly 
cancer  affecting  the  white  blood  cells.  Last 
November,  after  Mayfield's  case  proved 
resistant  to  the  gold  standard  drug  on  the 
market,  Novartis'  Gleevec,  he  entered  a 
small,  early-stage  trial  of  a  drug  from  Bris- 
tol-Myers Squibb.  Within  three  months  his 
white  cell  count  returned  to  normal,  an 
initial  sign  that  the  experimental  treatment 
was  working.  And  he  started  keeping  a 
blog,  tracing  the  day-to-day  results  of  his 
treatment  and  those  of  others. 

Disclosure  that  personal — and  pub- 
lic— is  virtually  unheard-of  in  the  secretive 
world  of  clinical  trials.  Preliminary  results 
are  kept  under  wraps  for  months  or  even 
years  until  the  drug  trial  is  over,  the  data 
carefully  analyzed  and  the  findings  unveiled 
at  a  scientific  meeting.  At  a  time  when  drug- 
makers  are  under  fire  for  concealing  data — 
New  York  Attorney  General  Eliot  Spitzer 
claims  in  a  suit  that  GlaxoSmithkline  hid 


Drug  diarist:  Jerry  Mayfield. 


negative  data  about  the 
impact  of  Paxil  on  depressed 
kids — here  comes  a  tell-all 
account  from  a  patient. 
Because  Mayfield  never 
signed  a  nondisclosure 
form,  Bristol-Myers  has  little  say  over 
what  he  writes  about  himself  or  others  in 
the  trial  at  UCLA  and  M.D.  Anderson  Can- 
cer Center.  You  can  find  out  how  he  is  doing 
by  going  to  www.newcmldrug.com  and 
clicking  on  "Jerry's  Diary." 

So  far,  anyway,  Mayfield  seems  guilty 
only  of  premature  exuberance.  Late  last 
month  he  detailed  the  drug's  effects  on  a 
patient  in  end-stage  "blast  crisis,"  often 
fatal  within  months:  "I  know  this  is  going 
to  sound  far-fetched,  but  I  swear  it  is  true 
...  In  the  first  two  days  on  the  drug  his 
white  count  plunged  from  119,000  to 
6,300."  On  June  1  he  enthused,  "Some- 
times I  cannot  sleep  at  night  for  thinking 


about  all  the  exciting  results  we  are 
having  ...  I  know  that  some  of  these 
responses  could  be  transient  ... 
However,  at  this  point  it  is  evident 
that  BMS-354825  is  exceeding  the 
expectations  of  everyone." 

Moshe  Talpaz,  Mayfield's  oncol- 
ogist, worries  about  the  potential  for 
misinformation  that  might  convince 
cancer  patients  to  rush  prematurely 
into  a  trial.  But  University  of  Penn- 
sylvania bioethicist  Arthur  Caplan  is 
all  in  favor  of  such  exposure  because 
it  gives  trial  candidates  a  sense  of 
what  they're  getting  into,  "the  ups 
and  downs,  the  costs  and  the 
nuisances,"  he 
says.  He  predicts 
an  explosion  of 
such  journals,  posi- 
tive and  negative. 
Bristol-Myers  says  it 
"has  no  problem" 
with  Mayfield's  diary 
as  long  as  it  doesn't 
reveal  proprietary  in- 
formation. Still,  Bristol-Myers  cancer  test- 
ing chief  Renzo  Canetta  expresses  some 
misgivings:  "One  day  you  are  great  and  a 
savior,  and  the  next  day  you  are  a  terrible 
guy."  Mayfield  has  used  the  blog  to  lobby 
Bristol-Myers  to  allow  patients  to  reduce 
the  frequency  of  tests  so  they  can  spend 
more  time  at  home.  He  himself  is  $14,000 
in  debt  because  of  having  to  maintain  a  res- 
idence near  M.D.  Anderson  in  Houston  as 
well  as  one  back  home  in  Monroe,  La. 

Where  will  this  likely  end?  Probably  with 
some  sort  of  censorship,  imposed  or  self- 
inflicted.  Since  FORBES  contacted  Mayfield, 
he  has  posted  a  disclaimer  on  his  site.  F 
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What  Makes 
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John  Chambers  has  a  new  vision  of  what  his  compa 


JOHN  CHAMBERS  HAS  SOME  EXPLAINING  TO  DO.  HERE  HE  IS,  PRAC- 
tically  pounding  a  table  about  what  his  networking  can  do  for  the 
world,  when  he  should  just  feel  lucky  to  be  alive. 

For  a  fleeting  moment  four  years  ago,  Cisco  Systems,  paragon 
of  the  Internet  revolution,  was  the  most  valuable  company  in  the 
world.  It  had  a  market  capitalization  of  $550  billion,  and  its  stock 
price  had  climbed  35-fold  in  five  years,  clearing  the  $80  mark. 
To  leverage  this  bounty,  Cisco  issued  millions  of  new  shares  to 
fund  $33  billion  in  rapid-fire  acquisitions.  Undaunted  by  having  to 
absorb  so  many  new  properties,  Cisco  kept  racking  up  40%  annual 
sales  growth  and  relying  on  an  omniscient  ability  to  track  orders  and 
forecast  demand. 
Then  came  the  Internet  crash.  Suddenly  revenue  declined  18%,  Cisco's 
stock  price  plunged  90%,  and  it  was  forced  to  take  $1 .2  billion  in  charges  to  shut 
factories  and  reconcile  having  overpaid  in  the  buy- 
out binge.  Especially  embarrassing,  Cisco  took 
another  $2  billion  in  inventory  writeoffs  be- 
cause, omniscience  aside,  it  had  utterly  mis- 
calculated market  demand.  Chambers 
chopped  8,500  jobs,  18%  of  his  company. 
"It  was  the  darkest  moment  of  my  life,"  he 
says.  Since  then  Cisco  is  back  to  its  peak  of 
$22  billion  a  year  in  sales,  and  it  posted  net 
income  of  $3.6  billion  in  fiscal  2003 — 
higher  even  than  in  the  bubble.  But  its 
stock  price  has  recovered  to  only  $25  or 
so;  thousands  of  current  shareholders 
likely  bought  in  at  prices  that  were  dou- 
ble that  or  even  higher.  Ouch. 

Yet  here's  Chambers,  talking  up  the 
next  boom  in  a  conference  room  out- 
side his  office  at  Cisco's  San  Jose,  Calif, 
headquarters.  Never  mind  the  bubble  and 
the  burst — he  wants  to  deliver  the  next  In- 
ternet revolution.  He  promises  it  will  un- 
lock a  torrent  of  new  services,  new  uses,  new 
products  and  new  efficiencies  as  never  before. 
As  a  billion  people  and  gadgets,  from  PDAs  and  MP3 
players  to  fridges  and  stereos  and  laptop  computers,  link 
to  the  Net,  Chambers  envisions  old  businesses  un- 
shackled and  new  ones  created,  adding  millions  of  new 
jobs  in  health  care,  education,  telecom,  leisure  and  gov- 
ernment. New  intelligence  inside  the  latest  Cisco  gear 
will  bring  it  all  together,  from  video-ready  Internet 
phones  to  security-hardened  switches  and  a  speedy 
new  router  that  can,  in  a  single  second,  move  1 1  tril- 
lion bytes  of  data,  or  roughly  1 1  million  novels. 


nd  the  world,  can  be.  By  Quentin  Hardy 


PHOTOGRAPHS  BY  JOE  PUGUESE  FOR  FORBES 


FOR 


E  S 


July  26,  2004  67 


CiSCQ 


Cisco  has  a  great  case  study  for  preaching  this  brave  new 
boom:  itself.  Since  the  crash  Cisco  has  overhauled  its  internal 
network,  transforming  it  into  something  akin  to  a  cunning 
supercomputer.  Chambers  claims  this  nascent  "intelligent  infor- 
mation network"  saved  Cisco  $2. 1  billion  last  year  in  everything 
from  factory  operations  to  worker  training.  Cisco  handled  2.6 
million  support  questions  online  and  took  90%  of  its  orders  elec- 
tronically, saving  almost  a  billion  dollars.  It  put  training  and 
meetings  online  and  saved  $800  million.  Just  imagine  what 
smarter  networks  can  do  for  the  U.S.  economy,  he  says;  instead 
of  productivity  reaching  2%  to  3%,  a  sustained  5%  should  be 
achievable.  That  would  double  the  economy's  output  in  14  years 
instead  of  in  three  decades. 

"We  have  very  selfish  reasons  for  wanting  to  be  a  role 
model,"  Chambers  says,  his  cheery  West  Virginia  twang 
infected  with  a  bit  of  swagger  and  a  ton  of  iron- 
will  certainty.  If  Cisco  can  lead  this  newly  net- 
worked world,  he  figures  revenue,  now  at  $22  bil- 
lion, could  nearly  double  in  his  tenure,  taking 
profits  (and  investor  returns)  along  for  the  ride. 
Chambers  all  but  says  it:  Bet  on  us.  "Out  of  our 
top  10  or  1 1  competitors  ten  years  ago,  only  3  or 
4  are  competitors  today,"  he  says,  his  elbows 


parked  on  the  table,  hands  in  motion.  "Ten  years 
ago  they  were  worth  $70  billion,  and  we  were 
worth  $10  billion.  Today  we  have  a  whole  new  set 
of  competitors,  and  they're  still  at  $70  billion. 
We're  at  $140  billion." 

This  talk  might  seem  a  foolhardy  boast,  soapy 
residue  from  the  high-tech  bubble  that  popped  back 
in  March  of  2000,  but  for  two  critical  factors.  One  is 
strong  evidence  that  sophisticated  networks  help  the 
bottom  line.  Canadian  retailer  Hudson's  Bay  has 
trimmed  $121  million  from  its  inventory,  saving  $7.6 
million  a  year.  It  uses  a  Cisco  network  that  constantly 
tracks  retail  sales  patterns  and  an  Internet  customer 
center  that  routes  calls  to  agents  based  on  the  lan- 
guages they  speak  and  their  areas  of  expertise. 


"The  worst  thing  is  for  a 
product  to  be  killed.  The  last 
three  years  were  rife  with  that." 


Chambers  could 
have  screamed 
at  Cisco  M&A 
Chief  Dan 
Scheinman.  It 
never  happened. 


SouthTrust  Bank  collapsed  805  office  phone  systems 
into  a  single  Internet  system,  saving  $5  million  a  year. 
Retirement  fund  TIAA-CREF  says  consolidating  its 
computer  security  saved  four  times  as  much  money 
as  it  spent  doing  so;  revamping  its  phone  system  like- 
wise saved  three  times  as  much  money  as  it  cost. 

The  other  critical  factor  in  Chambers'  favor  is 
the  company's  remarkable  growth  record,  which  he 
looks  to  for  ultimate  vindication.  He  lays  it  out  in  a 
blur:  Even  after  the  big  market  plunge,  Cisco's  stock 
is  up  370-fold  since  its  1990  debut,  up  150-fold  since 
he  joined  in  1991.  Since  1995,  when  Chambers  be- 
came chief  executive,  Cisco  is  up  twelvefold;  the  Nas- 
daq less  than  tripled  in  the  same  period.  The  gross 
profit  margins  (revenue  minus  the  cost  of  goods 
sold)  at  other  hardware  makers  have  collapsed  to 
commodity  levels  of  30%,  but  Cisco's  have  climbed 
to  70%.  So  has  its  market  share. 

With  sales  and  profits  now  beating  bubble-era 
levels,  Chambers  has  six  new  business  forays  ahead 
and  looks  for  $  1  billion  in  extra  revenue  from  each: 
net-phone  service,  storage, -security,  wireless,  home 
networking  gear  and  optical  networking.  Six  more  are  in  the 
works.  Internet-based  phones  have  sold  3  million  units,  5%  of  the 
total  opportunity,  Cisco  execs  say. 

But  Cisco  is  under  assault  from  all  sides,  raising  the  question 
of  when  it  will  ever  make  it  back  up  above  the  $80  mark  its 
shares  hit  in  March  2000.  It  faces  daunting  challenges  from 
China  Inc.  and  the  free  software  movement,  and  its  high-mar- 


gin  boxes  may  yet  fall  under  the  same  relentless  cost  pressure 
that  has  long  strained  most  hardware  businesses.  Upstarts  have 
begun  using  a  version  of  Linux — the  freeware  that  hurt  prof- 
its at  Sun  Microsystems  and  Hewlett-Packard — for  their  Cisco- 
killer  products.  At  Juniper  Networks,  a  younger  Cisco  rival, 
Chief  Scott  Kriens  scoffs  at  Chambers'  grand  ambitions  and 
snipes  at  Cisco's  older  design.  "It's  convenient  to  buy  at  Cisco — 


like  it's  convenient  to  buy  at  Wal-Mart," 
but  the  quality  sometimes  isn't  there,  he 
argues. 

To  fill  in  the  technology  gaps  and  fish 
for  new  customers,  Chambers  relies  on  big 
partnerships,  including  a  thriving  deal  with 
IBM  and  a  new  one  with  Ericsson  (see  box, 
p.  74).  Cisco,  with  34,700  employees,  figures 
it  would  need  1 50,000  salespeople  if  it  had 
to  sell  everything  itself. 

But  even  Cisco's  partnerships  could 
backfire,  for  Chambers'  big  ambitions  could 
threaten  some  of  these  allies.  Cisco's  high- 
end  routers  look  more  like  supercomput- 
ers, a  province  of  IBM.  His  storage  networks 
already  stretch  the  capacity  of  existing  boxes 
by  400% — tough  on  partner  Hewlett- 
Packard,  whose  best  profits  are  on  storage 
it  sells  to  data  centers.  Recent  Cisco  efforts  in 
home  networking  could  make  the  personal 
computer  little  more  than  a  dumb  termi- 
nal, undercutting  Microsoft. 

There's  always  a  natural  tension  in 
working  with  Cisco  these  days,  says  Craig 
Mundie,  Microsoft's  chief  technology  offi- 
cer. A  recent  defector  from  HP  adds:  "The 
thing  that  scares  IBM  and  HP  is  that  Cisco 
will  go  further  into  storage.  It's  the  last 
hardware  they  have  with  good  margins. 
Cisco  was  always  good  at  playing  us  off  each 
other  to  keep  their  own  margins — cus- 
tomers want  that  brand — but  what  happens 
when  they  sell  storage?" 

Surrounded  by  the  many  challenges, 
Chambers  is  unfazed,  optimistic — you 
might  even  say  beatific.  A  tireless  networker, 
he  ends  sales  calls  and  even  press  interviews 
by  asking,  "How'd  I  do?"  After  his  market 
collapsed  in  2001,  he  hunkered  down  with  a 
brain  trust  of  two  dozen  trusted  executives, 
looking  at  how  the  deluge  of  hurried  acqui- 
sitions fractured  the  organization  and  dis- 
rupted coordination  among  businesses.  Yet 
rancor  and  regret  were  absent. 

"Plenty  of  times,  behind  closed  doors, 
he  could  have  said,  'Scheinman,  how  could 
you  do  this?' "  says  Daniel  Scheinman,  head  of  mergers  and  ac- 
quisitions. "He  just  got  more  focused,  more  positive.  He  assumed 
there  would  be  a  turn."  One  wall  of  Scheinman's  conference 
room  is  lined  with  a  few  dozen  bound  takeover  books,  relics  of  a 
hell-bent  binge. 

Chambers  puts  his  faith  in  the  network  and  its  growing  in- 
telligence. "You  can't  separate  markets  anymore  by  service 


R&D  boss  Mario 
Mazzola  has  an 
eye  on  thousands 
of  engineers, 
hundreds  of 
products  and 
China  Inc. 
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To  succeed  in  an  ocean  of  ever-changing  tides  requires  the  fundamental  strength  of  capital  and  people  to  overcome  the 
elements  and  prosper  where  others  might  founder.  Many  of  the  world's  leading  Energy,  Marine,  Drilling,  Exploration, 
Mining  and  Research  companies  rely  on  the  fundamental  strength  of  the  XL  Capital  companies  -  our  capital  anc 


eople  -  to  help  them  thrive  in  a  vast  ocean  of  opportunity,  www.xlcapital.com 
NSURANCE  I  REINSURANCE  I  FINANCIAL  Experience  our  strength. 

The  XL  Capital  group  is  rated  A+  by  AM  Best. 
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Cisco 


provider,  Internet,  wireless,  cable,  home — they  will  all  transform 
together,"  he  says.  Cisco's  newest  gear  is  designed  to  effortlessly 
cross  back  and  forth  over  those  seams,  innately  sensing  whether 
a  digital  packet  is  video,  e-mail  or  an  order  and  routing  it  only  to 
the  destination  that  can  best  use  it. 

Cisco's  first  push  in  this  smarter-is-better  crusade  lies  in  per- 
vasive network  security.  Instead  of  firewalls  and  virus  checkers, 
the  company  pitches  a  network  that  monitors  individual  data 
packets,  shuts  off  rogue  computers  and  isolates  questionable 
users.  Right  now  Cisco  can  sort  through  packets  on  a  storage 
network  at  8  gigabits  a  second — about  ten  yards  of  books;  it  aims 
to  increase  that  tenfold.  Routers  that  once  just  shifted  data  pack- 
ets around  the  Internet  now  figure  out  what  new  item — Internet 
phones,  a  laptop,  a  PDA,  possibly  an  appliance — is  joining  the 
network.  The  router  then  determines  the  user's  security  clear- 
ance and  gives  his  machine  the  right  data  and  services,  from  In- 
ternet phone  to  online  chat  to  two-way  video  broadcast. 

"Cisco  has  the  best  seat  in  the  house  for  worms  and 
viruses.  The  vision  they  have  is  to  understand  everyone  on 
the  network  and  have  rules  for  each  person,"  says  Bridget 
O'Connor,  chief  technology  officer  at  Lehman  Brothers. 
After  losing  5,000  workspaces  in  the  attacks  on  the  World 
Trade  Center,  Lehman  did  a  rebuild  that  switched  to  Inter- 
net phones.  Simply  automating  and  tailoring  voice  mes- 
sages for  clients  in  hedge  funds  and  mutual  funds  saved  mil- 
lions of  dollars  a  year,  O'Connor  says. 

At  Ford  Motor,  Cisco  is  helping  to  network  flexible  fac- 
tory lines  at  four  plants,  with  each  plant  aware  of  which 
parts  are  on  their  way  from  suppliers.  Ford  hopes  to  save  $2 
billion  over  ten  years  with  flexible  manufacturing.  It  has  in- 
stalled Internet  phone  service  for  2,400  workers  worldwide 
and  enabled  Web  seminars  for  up  to  12,200  people  at  once. 
"It  drives  change  ten  times  faster,"  says  Ford's  chief  infor- 
mation officer,  Marv  W.  Adams.  "I'd  say  it  improves  cost 
efficiency  by  at  least  that  much." 

oh  mv  Guinness 


Cisco  is  crowing  in  some  odd 
places  about  its  $500  million 


printed-paper  equivalent 
of  150  pickup  truck  loads. 


A  crash  "will  happen  again— 
there's  a  guarantee. 
How  well  do  you  handle  it?" 


The  battered  telephone  companies,  long  an  elusive  market  for 
Cisco,  could  use  this  kind  of  help.  Chambers  is  betting  their 
hunger  for  new  revenue  will  prompt  them  to  flee  their  old  net- 
works to  jump  onboard  the  Internet — ready  and  waiting  for 
Cisco's  musclebound  new  router  (see  box 
below).  It  spent  $500  million  on  the  new  line. 
Even  in  its  first  phase,  72  of  these  routers,  lashed 
together,  have  enough  bandwidth,  in  theory,  to 
move  the  Library  of  Congress  in  4.6  seconds. 
More  than  speed,  though,  Cisco  wants  the 
router  to  manage  complexity.  Say 
someone  downloads  porn  onto  a 
cell  phone  in  the  United  Kingdom. 
A  smart  network  makes  sure  that 
he  is  registered  as  an  adult,  checks 
his  credit  and  whether  he  wants 
sound  with  his  video,  then  bills 
him  accordingly.  If  the  router  fails, 
another  takes  up  its  chores.  Autho- 
rizing and  provisioning  cell  phones 
and  laptops  for  everything  from 
conference  calls  to  porn  extends 
Cisco's  reach  into  more  of  the  tech 
market.  The  company  wants  to 
have  "trusted  agents" — bits  of  soft- 
ware that  communicate  with  Cisco 
wares — inside  other  firms'  prod- 
ucts. No  word  yet  on  how  other 
companies  feel  about  that. 

Some  of  the  next  technological 
advances  could  come  from  the  re- 


last  for  ten  years,"  Volpi  says. 
Besides,  he  says,  "there's  a  mat- 
ter of  perception— customers 
believe  the  high  end  represents 
a  company's  ability  to  stay 
ahead  on  innovation.  It  affects 
sales  of  all  products." 

Guinness  may  like  the 
$450,000  box,  but  at  Juniper 
Networks,  Cisco's  foremost  com- 


petitor for  high-end  routers, 
Chief  Executive  Scott  Kriens  is 
not  impressed.  He  notes  that  the 
CRS-I  is  the  first  Cisco  router  to 
use  the  kind  of  modular  software 
that  Juniper  used  seven  years 
ago.  "You  could  put  together  two 
of  our  best  routers  and  get  the 
same  performance  for  about  the 
same  price,"  he  sniffs. 

A  month  after  the  CRS-I  pre- 
miered, Cisco  paid  $89  million 
for  staff  and  assets  of  another 
maker  of  super-routers.  Cisco 
may  have  moved  as  fast  as  its 
new  router,  afraid  Juniper  would 
buy  them  first. 
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What  makes  the 
newT.  Rowe  Price 
SmartChoice  Rollover 
smarter? 


With  the  newT.  Rowe  Price  SmartChoice  Rollover  IRA, 
you  get  the  rollover  you  want,  and  we  do  the  work. 

We  select  the  investments —  with  theT.  Rowe  Price  SmartChoice  Rollover  IRA,  you  don't  have  to 
go  through  the  complex  task  of  choosing  individual  funds.  We'll  provide  a  well-diversified  port- 
folio for  you  with  one  of  our  Retirement  Funds.  And  we'll  adjust  the  fund  over  time  to  reflect 
your  need  for  reduced  investment  risk  — gradually  making  the  investment  more  conservative 
as  your  retirement  date  approaches. 

Proven  performance  —  with  our  67  years  of  proven  performance,  you'll  feel  confident  knowing 
thatT.  Rowe  Price  is  the  smart  choice  for  your  rollover. 

Low  expenses  — with  no  loads,  sales  charges,  or  commissions,  and  expense  ratios  for  the 
Retirement  Funds  45%  below  their  category  averages,*  aT.  Rowe  Price  Rollover  IRA  is  the 
smarter  choice.  All  funds  are  subject  to  market  risk. 

To  get  started,  just  call.  Our  Rollover  Specialists  will  handle  the  rest.  If  you  want,  we  can 
even  open  your  account  right  over  the  phone  and  handle  most  of  the  paperwork  for  you. 


TROWEPRICE.COM/ROLLOVER 


1-800-366-1  785 


Request  a  prospectus,  which  contains  complete  information,  or  a  briefer  profile;  each  includes 
investment  objectives,  risks,  fees,  expenses,  and  other  information  that  you  should  read  and 
consider  carefully  before  investing. 

*As  of  3/31/04.  the  Retirement  Funds'  total  expense  ratios  versus  their  individual  investor  Lipper  category  average  are  0.67%,  0.72%,  0.76%,  0.80%,  0.82%,  0.85%,  0.84%,  and  0.85% 
lor  the  Retirement  2005, 2010, 2015, 2020, 2025, 2030, 2035,  and  2040  Funds,  respectively,  versus  1 .56%  (or  the  flexible  portfolio  funds  category;  and  0.60%  for  the  Retirement  Income 
Fund  versus  1.19%  for  the  income  funds  category,  f,  Rowe  Price  Investment  Services,  Inc.,  Distributor.  IRAR069656 
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mains  of  the  myriad  companies  Cisco 
bought  during  the  boom.  So  far  a  few  of  the 
biggest  deals  have  produced  little.  Cisco  paid 
$500  million  in  1999  for  optical  transport 
company  Monterey  Networks  but  ended  up 
writing  off  much  of  the  investment;  it  spent 
$2.15  billion  for  Pirelli  Optical  Systems, 
which  also  proved  disappointing. 

But  the  deals  have  embedded  Cisco  with 
the  soul  of  an  entrepreneur,  populating  it 
with  swashbucklers.  "These  are  entrepre- 
neurs who  failed,  parts  of  companies  that 
didn't  make  it,"  says  Charles  Giancarlo,  who 
heads  Cisco's  product  development.  At 
Cisco  "they  have  the  advantage  of  a  great 
sales  force,  customer  trust.  They  are  drawn  by  money,  but  they 
could  build  something,  too,  a  product  people  can  use,"  he  says. 
"The  worst  thing  is  for  a  product  to  be  killed.  The  last  three  years 
were  rife  with  that." 

To  better  rein  in  Cisco's  disparate  parts,  Chambers  has  ex- 
tended his  oversight  to  13  executives  who  report  directly  to  him. 
By  contrast,  Chief  Steve  Ballmer  of  Microsoft  has  8  direct  re- 
ports. Chambers  jokes  that  it  keeps  him  from  interfering  in  any 
one  part  of  the  empire. 

Managers  with  responsibility  for  10  people  took  on  20,  flat- 
tening their  own  organizations.  Cisco's  42  "distinguished  engi- 
neers"— the  best  brains  in  the  company — were  told  to  spend  half 
their  time  outside  the  groups  they  run,  looking  for  novel  tech- 
nologies they  could  borrow  from  other  product  lines.  Chambers 


Cisco's  Productivity  Promise 


Revenues  per  employee 
at  Cisco,  by  fiscal  year 
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To  become  a  key  Cisco 
partner,  be  a  good  company 
in  trouble.  John  Chambers 
says  his  deal  with  Ericsson 
to  sell  network  systems  to 
phone  companies  "has  the 
potential  to  do  [in  telecom] 
what  our  relationship  with 
:JBM  did  in  the  enterprise.1 
Big  claim,  sii  :-j:  ;3,VI  and 
Cisco  both  rate  their  tie  as 
their  most  important 

The  crashed  tek-.om 
sector  has  foro  C'csson 
to  sell  assets  ana     s*  >ch 
for  years.  The  stock  I'd! 
fioma2000highoi  i?33 
to  $3.60  in  2002,  ar  - 
now  at  $29.  While  — 
dire  as  that.  IBM  formed  its 
partnership  with  Cisco 
after  failing  in  its  own  ne; 
woo  ing  foray. 

I6i^  management  "sold 


cur  network  hardware  busi- 
ness to  Cisco  in  1999,"  says 
Donald  Fitzpatrick,  who 
manages  the  IBM-Cisco 
alliance  at  IBM.  "It  was  the 
key  enabler."  Not  surprising 
to  Chambers.  "Most  people 
move  when  they  are  in  trou- 
ble and  have  the  require- 
ment'' of  a  partner,  he  says. 
"We  always  move  when 
there  is  an  opportunity ...  as 
opposed  to  being  forced." 

f  irzpatrick  says  Cisco 
even  moved  on  IBM  ahead 
of  itself.  At  the  firs;  talks 
Cisco's  Mario  Mazzola  told 
I'M  to  waif  six  months  whiie 

transition  from  prod- 
>:>  systems,  i  need  to 
:?e<:  our  products  coalesce," 

•  *!',cl<  recalls.  "Six 

it'.,;  litter,  they  did  " 
-  ?  Ericsson  dec.i  be- 


put  in  a  bonus  plan  that  rises  or  falls  by  30%  based  on  how  many 
of  your  peers — up  to  six  people,  who  thoroughly  rate  you  in  six 
areas — see  you  as  a  team  player.  This  in  a  firm  whose  boss  is  so 
all-for-one  that  he  plays  only  team  sports.  Even  in  tennis  Cham- 
bers plays  only  doubles;  in  golf  he  brings  along  his  wife  if  he  lacks 
a  partner. 

Some  in  the  ranks  worry  that  the  focus  on  big,  unified  proj- 
ects makes  it  harder  to  spot  threats  that  seem  to  come  out  of 
nowhere.  Mario  Mazzola,  Cisco's  research  chief,  says  he  is  watch- 
ing the  coming  competition  from  China  and  "companies  that 
can  get  government  help  and  have  low  labor  costs."  Huawei, 
China's  biggest  router  company,  now  sells  cheap  equipment  to 
U.S.  businesses  thorough  a  joint  venture  with  3Com  Corp.,  a 
company  recently  near  death  in  the  face  of  Cisco's  onslaught. 
"So  far  I'm  not  impressed  with  China  Inc.'s  creativity  or  inno- 
vation, but  maybe  that  will  come,"  Mazzola  says. 

Cisco  investors  are  patient  thus  far,  happy  with  the  stock's 
170%  rebound  in  less  than  two  years.  Hap- 
piness is  a  function  of  when  they  got  in:  In 
five  years  Cisco's  stock  price  is  down  26%. 
These  days  it  trades  at  37  times  earnings, 
vastly  below  the  221  times  earnings  at  its 
peak.  "The  business  model  of  Cisco  wasn't 
broken.  What  was  broken  was  the  market, 
the  valuations,"  says  Douglas  MacKay,  a 
money  manager  at  Oak  Associates,  a  mu- 
tual fund  operator  in  Akron,  Ohio.  He 
hopes  for  $80  a  share  in,  say,  five  years — or 
sooner  if  there's  another  bubble. 

Chambers  knows  investors  are  watch- 
ing. "We're  on  uncharted  ground,  playing 
these  moves  over  a  period  of  decades,"  he 
says.  He  stops  short  of  proclaiming  a 
return  to  the  huge  market  value  of  the 
past  and  warns  that  the  crash  will  recur, 
someday.  "It  will  happen  again.  There's  a 
guarantee  that  it  will,"  Chambers  declares. 
"The  question  is,  how  well  do  you  handle 
it?  How  well  do  you  prepare  your  com- 
pany for  it?"  F 


gan  before  Cisco 
flagship  router.  Soui 
bitious,  but  Johan  Bergen- 
dahl,  marketing  vice  presi- 
dent at  Ericsson,  says  Cisco 
"is  humble  now,  compared 
to  four  years  ago.''  Cisco's 
Daniel  Scheinman  works 
with  him  on  the  business 
structure,  Charles  Gian- 
carlo on  future  technology. 

Both  companies  part- 
ner, thinking  Cisco  could 
still  move  on  their  turf. 
"How  do  you  know  they 
won't''  get  into  Ericsso 
consulting  business?  asl 
Bergendahl.  "I  feel  like  they 
will.  For  now  they  want  to 
concentrate  on  hardware." 
Adds  Fitzpatrick,  "I  feel  the 
point  on  a  daily  basis,  but 
we  3lso  see  the  value 
every  day." 


China 


mm]   ME\    .1  iND  BOOMING  CHINESE  AUTO  MARKET  NOW 
1  dominated  b)  foreigners,  a  small  Chinese  company  called 
I  BYD  Auto  is  barely  noticeable.  It  sold  20,000  vehicles  last 
I  year,  good  for  a  mere  half-point  of  market  share  in  China. 
I  By  contrast  ( ieneral  Motors  sold  387,000  vehicles,  for  a 
I  10%  share.  BYD's  first  car,  the  $4,000  flyer,  features  a  puny 
I  0.8-liter  engine  and  a  tinny  door  that  shuts  when  it  feels  like 
it.  At  the  Beijing  Auto  Show  in  June,  BYD's  cars  were  an  after- 
thought lo  its  circa-1950s  display  booth,  which  featured  two 
models  wearing  golden,  shell-shaped  bikini  tops  and  matching 
mermaid  tailfins. 

Amateur  hour  maybe,  yet  it  would  be  foolhardy  for  GM, 
Volkswagen  and  other  foreign  makers  to  ignore  Chinese  com- 
panies like  KYI  >.  The  foreign  makers  accounted  for  a  command- 
ing 70%  of  the  3.7  million  vehicles  sold  in  China  last  year  and  are 
pumping  at  least  $10  billion  into  new  factories  and  research  and 
development  in  anticipation  of  a  doubling  of  sales  in  six  years. 
But  there's  a  long  history  in  China  of  foreign  companies  invited 
in  In  gel  ,in  industi  y  stai  led  and  (hen  pushed  aside  in  favor  ol 
domestic  firms.  It  happened  in  televisions,  motorcycles  and  mo- 
bile phones.  In  1995,  for  instance,  virtually  all  mobile  phones 
sold  in  China  were  made  by  one  of  three  global  giants:  Nokia, 
Motorola  or  Ericsson.  Today  their  combined  market  share  has 
fallen  to  60%.  On  the  rise:  Chinese  brands  such  as  Bird,  Amoi 
and  TCL. 

In  the  auto  industry  Chinese  makers  are  pursuing  a  twofold 
strategy:  Target  the  under-$  13,000  segment  largely  ignored  by 
global  manufacturers  and,  following  another  long  tradition,  copy 
loieign  brands.  1  '»>  1 1  has  1,500  engineers  dedicated  to  disassem 
bling  competitors'  cars.  "After  a  year  and  a  half  in  business,  we've 
realized  there's  a  lot  of  tei  hnology  that's  nol  patented  in  (  lima. 
We  i  an  learn  a  lot  from  that,"  says  BYD  Presidenl  Wang  Chuan 
fu,  unabashedly. 

Auto  analyst  Maryann  Keller,  pointing  to  the  growing  num- 
ber of  Chinese  engineers  being  trained  in  U.S.  universities,  cau- 
tions: I  el  's  not  kid  ourselves  about  China's  ability  to  become  a 
powerhouse.  China  has  had  two  very  good  mentors  at  how  to 
keep  foreigners  out — Japan  and  Korea." 

Right  now  China's  auto  industry  resembles  America's  at  its 
highly  fragmented  start:  There  are  120  or  so  Chinese  compa- 
nies that  have  popped  up  in  recent  years.  G.  Richard  Wagoner, 
chief  executive  officer  of  GM  (which  recently  announced  a  fresh 
China  investment  of  $3  billion)  is  convinced  that  a  lot  of  the 
small  Chinese  companies  will  fall  by  the  wayside  because  they 
lack  the  technology  and  capital  to  compete.  Their  current  30% 
share,  he  says,  will  be  divvied  up  among  the  big  global  players. 

Like  entrepreneurs  everywhere,  Wang  will  hear  nothing  of 
that.  He  predicts  somewhal  crazily  that  by  the  end  of  the 
decade  BYD  will  sell  1  million  vehicles  a  year,  including  newly 
developed  electric  cars,  and  become  the  leading  auto  manu- 
facturer in  China. 

BYD  started  out  in  1995  in  Shen  'hen  (near  Hong  Kong)  as 


a  manufacturer  of  rechargeable  batteries.  Today  it  has  28,000 
employees  and  a  customer  list  that  includes  Black  &  Decker  and 
Nokia.  In  2003  revenues  rose  77%  to  $492  million  while  earnings 
before  interest  and  taxes  grew  25%  to  $118  million.  Autos 
accounted  for  12.5%  of  revenues.  Publicly  traded  in  Hong  Kong 


tow  Move  Over 


ina's  fledgling  automakers  are  happy  to  learn  from  the  world's  best  right  now. 
t  judging  by  what  happened  in  mobile  phones  and  motorcycles,  companies 
3  GM  better  watch  out.  by  joann  muller 
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Whatever  sells:  BYD's  auto- 
show  display  took  center  stage. 


since  2002,  BYD  shares 
have  doubled. 

by  early  2003  Wang 
envisioned  not  only  a 
share  of  the  wealth  from 
China's  auto  industry  but 
also  tantalizing  synergies: 
BYD  could  use  its  expertise  to  develop 
rechargeable  batteries  for  electric  cars.  And 
why  stop  at  batteries?  Why  not  build  en- 
tire vehicles? 

BYD  bought  a  77%  stake  in  a  struggling 
slate  owned  auto  company,  Xian  Qin- 
chuan  Automobile,  and  renamed  it  BYD 
Auto  Co.  Then,  in  February  2004,  it 
bumped  up  its  stake  to  92%,  for  a  total  in- 
vestment of  $38.9  million.  While  the  Flyer 
isn't  much  to  brag  about,  later  this  year  BYD 
will  introduce  a  more  appealing  sedan, 
priced  around  $13,000,  that  is  larger  and 
comes  with  a  2.4-liter,  four-cylinder  engine 
built  by  Mitsubishi  in  China.  BYD  employ- 
ees assemble  the  cars  at  a  factory  in  Xian 
in  Shaanxi  Province.  Meanwhile  engineers 
at  BYD's  research  and  development  center 
in  Shanghai  are  working  on  rechargeable 
batteries  that  can  be  used  in  future  gener- 
ations of  electric  vehicles  and  electric 
hybrids. 

Luckily,  BYD  got  into  the  auto  market 
just  before  the  door  slammed  shut.  To 
weed  out  weaker  domestic  players,  the  Bei- 
jing government  in  lune  imposed  a  mini- 
mum investment  of  $240  million  for  new 
auto  factories.  That  will  limit  competition, 
helping  BYD  and  other  small,  hungry  Chi 


"Let's  not  kid  ourselves 
about  China's  ability  to 
become  a  powerhouse." 


nesc  auto  firms  like  Cieely,  Shuanghuan  and 
Chery.  These  companies  compete  on  price, 
partly  by  adapting  successful  car  designs 
and  parts  already  in  the  market  for  several 
years,  says  Michael  Dunne,  president  of  Au- 
tomotive Resources  Asia. 

But  complaints  about  copying  are 
rising.  The  $1 1,670  Shuanghuan  I.aibao  is 
remarkably  similar  to  Honda's  $28,900 
CR-V.  (Honda  has  sued.)  The  Chery  QQ 
minicar  is  nearly  identical  to  GM's  Chevro- 
let Spark,  but  at  $6,600  it  costs  20%  less.  Not 
surprisingly,  it  outsells  the  Spark  6-to-l.  GM 
has  complained  to  the  Chinese  government 
but  has  yet  to  take  legal  action. 

BYD  and  the  others  think  they  can  cap- 
ture the  low-price  market  as  demand  for 
cars  spreads  to  less  affluent  parts  of  China. 
Until  now,  most  of  China's  explosive 
growth  in  auto  sales  has  been  concentrated 
in  the  wealthier  coastal  areas  near  Beijing, 
Shanghai  and  Guangzhou,  where  big,  ex- 
pensive sedans  are  popular.  One-third  of 
all  cars  sold  in  ( !hina  cost  $23,000  or  more, 
an  unusually  large  share  for  a  developing 
country.  "The  makers  selling  cars  priced  at 
less  than  $13,000  will  slowly  encircle  the 
global  automakers,"  Dunne  predicts. 

The  global  giants  will  likely  enter  the 


cheapie  market,  too.  But  they  might  recall 
Honda's  fortunes  when  it  was  forced  to 
compete  on  price.  It  first  came  to  China 
selling  motorcycles  in  the  1980s  and  built  a 
strong  20%  share  through  three  joint  ven- 
tures. But  soon  cheaper  copycats  prolifer- 
ated and  Honda's  share  fell  to  10%.  Honda 
started  buying  cheaper,  lower-quality  Chi- 
nese components  to  match  pricing.  Ulti- 
mately I  londa  was  forced  to  enter  a  joint 
venture  with  the  copycats. 

China  has  made  no  secret  of  its  desire 
to  develop  a  strong,  homegrown  auto  in- 
dustry. It  has  encouraged  domestic  com- 
panies to  beef  up  their  engineering  exper- 
tise and  is  offering  tax  breaks  to  companies 
to  develop  their  own  products.  Following  a 
model  used  by  Japan  and  Korea,  China  is 
also  encouraging  foreign  automakers  to 
bring  modern  emissions  and  safety  tech- 
nology and  share  it  with  their  Chinese  part- 
ners. "Once  that  technology  is  resonant  in 
China,  what's  to  say  China  won't  be  able 
to  advance  it  on  their  own?"  says  Keller. 
"That's  exactly  what  happened  in  Japan." 

Its  biggest  hammer  is  a  policy  that  lim- 
its foreign  multinationals  to  50%  owner- 
ship of  any  manufacturing  operation  in  the 
country. 

The  beneficiaries  of  that  policy  are 
China's  "Big  Three"  automakers — Shang- 
hai Automotive  Industry,  First  Automotive 
Works  and  Dongfeng  Motor — and  a  hand- 
ful of  other  large,  state-owned  companies. 
They've  been  raking  in  money  from  the 
sale  of  their  partners'  Buicks,  VWs,  Hondas 
and  Citroens  in  China.  Shanghai  Auto, 
GM's  partner  and  the  largest  Chinese  auto 
firm,  generated  $1 1.7  billion  in  revenue  last 
year  on  the  sale  of  800,000  vehicles  bear- 
ing foreign  nameplates.  It  plans  to  sell 
30,000  cars  under  its  own  brand  in  2007. 

BYD's  Wang  has  a  jaded  view  of  these 
big  joint  ventures.  He  thinks  they'll  even- 
tually break  up  in  dissension  as  competi- 
tion intensifies  and  margins  decrease. 
"When  profits  are  big,  there's  no  problem," 
he  says.  "But  when  there's  a  lot  of  compe- 
tition it's  hard  to  protect  everybody's  in- 
terest." His  prediction:  Foreign  nameplates 
will  be  left  to  struggle  or  get  forced  out. 

Wishful  thinking  of  a  fevered  entrepre- 
neur? Maybe.  But  the  world's  automakers 
ought  to  be  banking  those  huge  profits 
while  they  can.  F 
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Michigan  has  attracted  over  10,000  new  business  and 
expansion  projects  during  the  past  seven  years.  That's 
about  four  new  projects  for  every  business  day,  more 
than  any  other  state. 

We've  attracted  ail  sorts  of  key  players-including  those 
of  the  2004  Ryder  Cup  Matches,  the  2005  Major  League 
Baseball  All-Star  Game  and  Super  Bowl  XL  in  2006. 


What  keeps  them  flying  in?  Maybe  it's  our  great  quality 
of  life  including  three  of  America's  top  ranked  cities  and 
regions  to  live,  work  and  play.  Or  maybe  it's  the  nations 
4th  largest  high  tech  workforce.  Or  the  nations  2nd  ranked 
business  climate,  according  to  Site  Selection  magazine. 
In  any  case,  we've  discovered  that  the  sky's  the  limit. 

Want  to  learn  more  about  how  we  can  help  your  business 
take  off?  Call  us  at  1.800.946.6829  or  visit  www.michigan.org. 
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Hiring  Hall 

With  its  eyes  fixed  firmly  on  Asia,  Emerson  is 
growing  again.  First  that  meant  factory  jobs  went 
abroad.  Now  new  design  and  engineering  jobs  are 


going,  too 


BY  RUSSELL  FLANNERY 


■■HEN  DAVID  PARK  BECAM]    1111    \si  \ 
HH&    j§B  Pacific  president  of  Emerson  Electric  in 
flSft  MB  1992,  the  region  was  barely  on  the  radar 
BmHM  back  at  headquarters  in  St.  Louis.  Veteran 
?WfcJ?  ffifc   s      chief  executive  Charles  V.  Knight  saw 
M     amw      potential,  but  told  colleagues  it  was  "a  young 
^mt      Wm      man's  game." 

Fair  was  the  young  man.  Asia  was  good  for  him,  and  good  for 
Emerson,  too.  Twelve  years  later  Farr,  49,  has  succeeded  Knight 
and  is  pushing  the  company  ever  more  into  emerging  markets, 
especially  China.  The  company's  products,  which  keep  industrial 
systems  powered,  flowing  and  cooled,  are  part  of  the  backbone  in 
manufacturing  centers.  First  Emerson  created  most  new  factory 
jobs  overseas.  Now  new  white-collar  hiring  is  shifting,  too — jobs 


for  engineers  and  product  designers.  There  are  two  reasons  for 
this.  One  is  that  overseas  is  where  the  business  is  coming  from — 
manufacturing  output,  a  proxy  for  demand  for  Emerson  goods, 
is  growing  at  8%  in  emerging  markets  compared  with  only  3%  in 
the  U.S.  The  other  reason  is  that  overseas  is  where  the  brainpower 
is.  China  hands  out  220,000  basic  engineering  degrees  a  year.  The 
U.S.  hands  out  only  60,000 — and  at  the  graduate  level  half  go  to 
foreigners. 

Today  about  2,000  of  Emerson's  7,000  engineers  work  out- 
side the  U.S.  and  western  Europe;  within  four  years,  says  Farr, 
the  company  hopes  to  still  have  about  5,000  in  developed 
countries  but  just  as  many  in  lower-cost  areas,  such  as  China 
or  Russia.  "If  half  of  your  sales  go  outside  of  the  United  States, 
you're  going  to  have  half  of  your  engineering  outside  of  the 


China's  bumper  crop  of  new  engineering  graduates  will  end  up  working  and  perhaps  living  at 
places  like  the  "Emerson  Industrial  Park"  under  construction  in  booming  Shenzhen. 


United  States,  too,"  says  Farr. 

Edward  L.  Monser,  Emerson's  chief  operating  officer,  pulls 
out  a  chart  showing  the  rapid  jump  in  the  number  of  Chinese 
engineering  graduates.  U.S.  students  aren't  keeping  up  the  pace, 
says  Monser,  a  53 -year-old  electrical  engineer.  But  maybe  the 
American  students  are  acting  rationally  to  prefer  law  or  medi- 
cine. The  world  is  going  to  be  flooded  with  Chinese  and  Indian 
engineering  talent.  Why  compete  with  those  low  wages? 

China  has  lured  400  multinational  companies,  including 
Emerson,  to  set  up  research  and  development  centers.  A  recent 
addition:  Intel.  Among  the  group,  Emerson  is  one  of  the  furthest 
along  at  tapping  local  engineers  for  global  projects. 

"You'll  see  a  growing  influence  of  China-based  design  stan- 
dards, China-based  measurement  and  approval  standards  and 


Chinese  safety  standards,"  says  Monser. 

That  heralds  a  revolution  at  an  American  industrial  icon  like 
Emerson.  Founded  in  1890  by  two  Scottish-born  brothers,  Emer- 
son became  known  in  the  U.S.  for  electronic  motors  and  fans. 
Many  of  its  industrial  devices,  such  as  motors  and  compressors,  are 
tucked  anonymously  into  home  appliances  and  commercial  prod- 
ucts carrying  other  companies'  brand  names.  However,  Emerson's 
own  brand  name  adorns  power  products,  and  some  consumer 
items,  such  as  Ridgid  tools  sold  at  Home  Depot,  have  been  hits. 
Emerson's  sales  and  earnings  peaked  in  2000  at  $15.3  billion  and 
$1.4  billion.  Farr  stepped  into  the  chief  executive  job  in  late  2000, 
on  the  cusp  of  recession,  and  is  trying  to  rebuild  profits  to  their  old 
level.  (In  the  quarter  ended  in  March  net  profit  grew  by  35%  from 
a  year  earlier  to  $318  million  on  revenue  of  $3.9  billion.)  To  that 
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Emerson 


end  the  company  has  shed  50  plants  since  2000,  mostly  in  North 
America  and  Europe,  to  eliminate  excess  capacity. 

This  year  Emerson  expects  to  sell  $900  million  worth  of  goods 
in  China,  up  from  $750  million  in  2003.  In  the  former  German 
enclave  of  Qingdao,  Emerson  this  year  will  sell  at  least  $20  million 
worth  of  motors  to  the  country's  white-goods  leader,  Haier,  and 
others  from  a  plant  built  three  years  ago.  It  sells  fan  motors  to 
appliance  maker  Midea  in  southern  China  and  power  systems 
to  major  mainland  companies  like  China  Telecom  and  electronics 
firm  Huawei  Technologies.  Emerson's  China  factories  also  serve 
multinationals  it  sells  to  globally — among  them,  Carrier,  Exxon- 
Mobil and  BP. 

Emerson's  executives  may  be  patriotic,  but  they  can't  afford 
to  let  competitors  such  as  ABB  of  Zurich,  a  provider  of  power 
and  automation  equipment,  get  a  big  edge.  "Product  cycles  are 
typically  faster  in  China  than  in  the  rest  of  the  world  today,"  says 
Francis  Bassolino,  a  director  at  Alaris  China,  a  management  arm 
of  Allied  Capital  in  Washington,  D.C.  Motorola,  for  instance,  sells 


^250  (thou) 


pany's  $750  million  acquisition  of  the  electric  motor  unit  of 
Huawei  in  2001 .  Emerson  motivates  him  by  opening  up  its  global 
sales  channels  to  his  creations.  He  couldn't  get  the  international 
exposure  he  craved  at  Huawei,  whose  markets  are  still  mostiy 
domestic.  Zhou  says  he's  also  impressed  by  Emerson's  willingness 
to  hire  locally:  Only  3  employees  of  2,000  at  his  division  are  expats. 
Emerson  is  getting  a  payoff.  Zhou's  group  last  year  led  a  multi- 
national team  that  designed  new  cost-saving  features  for  a  line  of 
power-supply-protection  products. 

"A  lot  of  these  foreign  companies  with  research  centers  are 
only  in  the  early  stages  of  building  up  their  capabilities  in  China," 
says  Thomas  M.  Hout  of  Boston  Consulting  Group,  who's  on 
leave  from  the  region  to  lecture  at  Harvard  Business  School. 
"Emerson  is  different.  Its  experience  tells  you  the  value  of 
acquiring  a  business  [Huawei's  power  equipment  line]  in  China. 
A  multinational  that  tried  to  do  the  same  thing  by  building  up 
engineers  over  time  couldn't  succeed  so  fast." 

Farr  is  looking  to  use  the  same  approach — staffing  local 


Where  the  EngineersAre 
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China  now  leads  the  world  in  basic  engineering  graduates. 
Industrial  employers  are  adjusting  global  production  to  suit. 


First  engineering  degrees  awarded  in  2000  (or  most  recent  year). 
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Source:  Science  &  Engineering  Indicators. 


mobile  phones  with  newer  designs  in  China  than  in  the  U.S.,  and 
Emerson  needs  to  keep  a  similar  competitive  edge  over  global 
rivals,  he  says. 

In  an  Emerson  plant  in  Shanghai,  engineers  collaborate  with 
their  counterparts  from  a  customer — a  joint  venture  chemical  com- 
pany— in  front  of  a  row  of  monitors.  Speaking  Chinese,  they  hud- 
dle over  plans  to  link  Emerson's  process  control  devices  to  a  com- 
puter network,  part  of  a  $30  million  contract  Emerson  won  last  year. 

"You  can  see  that  customers  here  all  want  the  newest  kind  of 
products  and  are  willing  to  pay  for  them.  That  means  that  the  kind 
of  engineering  support  we  have  to  have  on  hand  to  compete  has 
to  be  good,"  says  Zhao  Dadong,  the  general  manager  of  Emer- 
son's holding  company  in  China.  The  division  handling  the  project 
has  hired  50  engineers  so  far  this  year  in  Shanghai  and  is  looking 
for  more,  he  says. 

In  Shenzhen,  the  boomtown  next  to  Hong  Kong,  Karl  Zhou  is 
an  example  of  how  Emerson  is  also  tapping  into  Chinese  talent  to 
compete  globally.  The  29-year-old  joined  Emerson  with  the  corn- 


engineers — in  other  markets,  particularly  Russia.  "With  the  price 
of  oil  and  the  price  of  natural  gas  so  high,  [the  Russians]  have  a 
natural  cash  machine,"  he  says.  "We're  buying  a  company  that 
will  not  only  double  my  engineering  capabilities,"  but  also  add  a 
local  sales  network. 

Emerson  is  keeping  some  important  engineering  work  in  the 
U.S.  "to  protect  certain  technologies,"  Farr  says.  Also,  in  the  same 
way  that  Emerson  wants  to  be  close  to  customers  in  Asia,  it  needs 
to  provide  engineering  support  in  North  America.  Diversifica- 
tion of  its  engineering  resources  is  a  good  idea,  too,  because 
China's  economic  reforms  are  still  evolving. 

But  as  the  world's  workshops  gravitate  to  the  emerging  coun- 
tries, the  engineering  shift  away  from  the  U.S.  is  likely  to  gain 
momentum.  "Engineering  is  a  profession  where  a  son  often 
follows  a  father  into  the  field  and  learns  from  the  work  and 
knowledge  the  father  has  done,"  says  Hout,  the  Harvard  lecturer. 
"If  the  father  isn't  getting  involved  in  some  of  these  technologies 
anymore,  the  son  isn't  going  to  follow  up  with  it,  either."  F 
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36-hour  Cialis. 

WHICH  MOMENT  WILL  BE 
RIGHT  FOR  YOU? 

ZilALIS  is  the  first  tablet  for  erectile  dysfunction 

"HAT  GIVES  YOU  UP  TO  ^6  HOURS  TO  CHOOSE  THE  MOMENT  THAT'S 
LIGHT  FOR  YOU  AND  YOUR  PARTNER. 

>iscover  Cialis  (pronounced  see-AL-iss),  a  prescription  tablet  for  erectile  dysfunction  (ED)  that  goes  to 
rork  fast  and  can  work  up  to  36  hours.::'  And  Cialis  is  made  to  work  only  with  sexual  stimulation,  so  a 
taxing  moment  can  turn  into  the  right  moment.  Which  moment  will  be  the  right  moment  for  you? 

>on't  miss  another  moment,  talk  to  your  doctor  and  see  if  a  free  sample  of  Cialis  is  right  for  you. 
or  more  information  visit  www.cialis.com  or  call  1-877-4-CIALIS. 

ee  important  safety  information  below  and  Patient  Information  on  following  page. 

>ialis  is  not  for  everyone.  If  you  take  nitrates,  often  used  for  chest  pain  (also  known  as  angina),  or  alpha-blockers 
3ther  than  Flomax  0.4  mg  once  daily),  prescribed  for  prostate  problems  or  high  blood  pressure,  do  not  take  Cialis. 
uch  combinations  could  cause  a  sudden,  unsafe  drop  in  blood  pressure.  Don't  drink  alcohol  in  excess  (to  a  level 
f  intoxication)  with  Cialis.  This  combination  may  increase  your  chances  of  getting  dizzy  or  lowering  your  blood 
ressure.  Cialis  does  not  protect  a  man  or  his  partner  from  sexually  transmitted  diseases,  including  HIV. 

'he  most  common  side  effects  with  Cialis  were  headache  and  upset  stomach.  Backache  and  muscle  ache  were  also 
sported,  sometimes  with  delayed  onset.  Most  men  weren't  bothered  by  the  side  effects  enough  to  stop  taking  Cialis. 
Jthough  a  rare  occurrence,  men  who  experience  an  erection  for  more  than  4  hours  (priapism)  should  seek  immediate 
ledical  attention.  Discuss  your  medical  conditions  and  medications  with  your  doctor  to  ensure  Cialis  is  right  for 
ou  and  that  you  are  healthy  enough  for  sexual  activity. 

In  clinical  trials,  Cialis  was  shown  to  improve,  up  to  36  hours  after  dosing,  the  ability  of  men  with  ED  to  have  a  single 
iccessful  intercourse  attempt. 
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Cialis 

(tadalafil)  tablets . 

Read  the  Patient  Information  about  CIALIS  before  you  start  taking  it  and  again  each  time 
you  get  a  refill.  There  may  be  new  information.  You  may  also  find  it  helpful  to  share  this 
information  with  your  partner  This  leaflet  does  not  take  the  place  of  talking  with  your 
doctor.  You  and  your  doctor  should  talk  about  CIALIS  when  you  start  taking  it  and  at 
regular  checkups.  If  you  do  not  understand  the  information,  or  have  questions,  talk  with 
your  doctor  or  pharmacist. 

What  important  information  should  you  know  about  CIALIS? 

CIALIS  can  cause  your  blood  pressure  to  drop  suddenly  to  an  unsafe  level  if  it  is  taken 
with  certain  other  medicines.  You  could  get  dizzy,  faint,  or  have  a  heart  attack  or  stroke. 

Do  not  take  CIALIS  if  you: 
•take  any  medicines  called  "nitrates." 

•  use  recreational  drugs  called  "poppers"  like  amyl  nitrate  and  butyl  nitrate. 

•  lake  medicines  called  alpha  blockers,  other  than  Flomax  (tamsulosin  HCI)  0.4  mg  daily. 

(See  "Who  should  not  take  CIALIS?") 

Tell  all  your  healthcare  providers  that  you  take  CIALIS.  If  you  need  emergency  medical 
care  for  a  heart  problem,  it  will  be  important  for  your  healthcare  provider  to  know  when  you 
last  took  CIALIS. 

Alter  taking  a  single  tablet,  some  of  the  active  ingredient  of  CIALIS  remains  in  your 
body  lor  more  than  2  days.  The  active  ingredient  can  remain  longer  if  you  have  problems 
with  your  kidneys  or  liver,  or  you  are  taking  certain  other  medications  (see  "Can  other 
medications  affect  CIALIS?"). 

What  is  CIALIS? 

CIALIS  is  a  prescription  medicine  taken  by  mouth  for  the  treatment  of  erectile  dysfunction 
(ED)  in  men. 

ED  is  a  condition  where  the  penis  does  not  harden  and  expand  when  a  man  is  sexually 
excited,  or  when  he  cannot  keep  an  erection.  A  man  who  has  trouble  getting  or  keeping  an 
erection  should  see  his  docior  for  help  if  the  condition  bothers  him.  CIALIS  may  help  a  man 
with  ED  get  and  keep  an  erection  when  he  is  sexually  excited. 

CIALIS  does  not: 

•cure  ED 

•  increase  a  man's  sexual  desire 

•  protect  a  man  or  his  partner  from  sexually  transmitted  diseases,  including  HIV.  Speak 
to  your  doctor  about  ways  to  guard  against  sexually  transmitted  diseases. 

•  serve  as  a  maie  form  of  birth  control 

CIALIS  is  only  for  men  with  ED  CIALIS  is  not  for  women  or  children  CIALIS  must  be  used 
only  under  a  doctor's  care. 

How  does  CIALIS  work? 

When  a  man  is  sexually  stimulated,  his  body's  normal  physical  response  is  to  increase 
blood  flow  to  his  penis.  This  results  in  an  erection.  CIALIS  helps  increase  blood  flow  to 
the  penis  and  may  help  men  with  ED  get  and  keep  an  erection  satisfactory  for  sexual 
activity.  Once  a  man  has  completed  sexual  activity,  blood  flow  to  his  penis  decreases,  and 
his  erection  goes  away. 

Who  can  take  CIALIS? 

Talk  to  your  doctor  to  decide  if  CIALIS  is  right  for  you. 

CIALIS  has  been  shown  to  be  effective  in  men  over  the  age  of  18  years  who  have  erectile 
dysfunction,  including  men  with  diabetes  or  who  have  undergone  prostatectomy. 

Who  should  not  take  CIALIS? 

Do  not  take  CIALIS  if  you: 

•take  any  medicines  called  "nitrates"  (See  "What  important  information  should 
you  know  about  CIALIS?").  Nitrates  are  commonly  used  to  treat  angina.  Angina  is 
a  symptom  of  heart  disease  and  can  cause  pain  in  your  chest,  jaw,  or  down  your  arm 

Medicines  called  nitrates  include  nitroglycerin  that  is  found  in  tablets,  sprays,  ointments, 
pastes,  or  patches.  Nitrates  can  also  be  found  in  other  medicines  such  as  isosorbide 
dinitrate  or  isosorbide  mononitrate.  Some  recreational  drugs  called  "poppers"  also 
contain  nitrates,  such  as  amyl  nitrate  and  butyl  nitrate.  Do  not  use  CIALIS  if  you  are  using 
these  drugs.  Ask  your  doctor  or  pharmacist  if  you  are  not  sure  if  any  of  your  medicines 
are  nitrates 

'take  medicines  called  "alpha  blockers",  other  than  Flomax"  0.4  mg  daily.  Alpha 
blockers  are  sometimes  prescribed  for  prostate  problems  or  high  blood  pressure. 
If  CIALIS  is  taken  with  alpha  blockers  other  than  Flomax"  0.4  mg  daily,  your  blood 
pressure  could  suddenly  drop  to  an  unsafe  level  You  could  get  dizzy  and  faint 

•  you  have  been  told  by  your  healthcare  provider  to  not  have  sexual  activity  because  ot 
health  problems.  Sexual  activity  can  put  an  extra  strain  on  your  heart,  especially  if  your 
heart  is  already  weak  from  a  heart  attack  or  heart  disease. 

•  are  allergic  to  CIALIS  or  any  ol  its  ingredienls.  The  active  ingredient  in  CIALIS  is  called 
tadalafil.  See  the  end  of  this  leaflet  for  a  complete  list  of  ingredients. 

What  should  you  discuss  with  your  doctor  before  taking  CIALIS? 
Before  taking  CIALIS,  tell  your  doctor  about  all  your  medical  problems,  including  if  you: 

•  have  heart  problems  such  as  angina,  heart  failure,  irregular  heartbeats,  or  have  had 
a  heart  attack.  Ask  your  doctor  if  it  is  safe  for  you  to  have  sexual  activity 

•  have  low  blood  pressure  or  have  high  blood  pressure  that  is  not  controlled 

•  have  had  a  stroke 

•  have  liver  problems 

•  have  kidney  problems  or  require  dialysis 

•  have  retinitis  pigmentosa,  a  rare  genetic  (runs  in  families)  eye  disease 

•  have  stomach  ulcers 

•  have  a  bleeding  problem 

•  have  a  deformed  penis  shape  or  Peyronie  s  disease 

•  have  had  an  erection  that  lasted  more  than  >  hours 

•  have  blood  cell  problems  such  as  sickle  cell  anemia,  multiple  myeloma,  or  leukemia 


How  should  you  take  CIALIS? 

Take  CIALIS  exactly  as  your  doctor  prescribes  CIALIS  comes  in  different  doses  (5  mg 
10  mg,  and  20  mg).  For  most  men,  the  recommended  starting  dose  is  10  mg  CIALIS  shouli 
be  taken  no  more  than  once  a  day.  Some  men  can  only  take  a  low  dose  of  CIALIS  becausi 
of  medical  conditions  or  medicines  they  take.  Your  doctor  will  prescribe  the  dose  that  is  righ 

for  you. 

•  If  you  have  kidney  problems,  your  doctor  may  start  you  on  a  lower  dose  of  CIALIS 

•  If  you  have  kidney  or  liver  problems  or  you  are  taking  certain  medications,  your  docto 
may  limit  your  highest  dose  of  CIALIS  to  10  mg  and  may  also  limit  you  to  one  tablet  ii 
48  hours  (2  days)  or  one  tablet  in  72  hours  (3  days). 

Take  one  CIALIS  tablet  before  sexual  activity.  In  some  patients,  the  ability  to  have  sexua 
activity  was  improved  at  30  minutes  after  taking  CIALIS  when  compared  to  a  sugar  pill 
The  ability  to  have  sexual  activity  was  improved  up  to  36  hours  after  taking  CIALIS  whei 
compared  to  a  sugar  pill.  You  and  your  doctor  should  consider  this  in  deciding  when  yon 
should  take  CIALIS  prior  to  sexual  activity.  Some  form  of  sexual  stimulation  is  needed  for < 
erection  to  happen  with  CIALIS.  CIALIS  may  be  taken  with  or  without  meals. 

Do  not  change  your  dose  of  CIALIS  without  talking  to  your  doctor.  Your  doctor  may  lowe 
your  dose  or  raise  your  dose,  depending  on  how  your  body  reacts  to  CIALIS. 

Do  not  drink  alcohol  to  excess  when  taking  CIALIS  (for  example,  5  glasses  of  wine  o 
5  shots  of  whiskey).  When  taken  in  excess,  alcohol  can  increase  your  chances  of  getting 
a  headache  or  getting  dizzy,  increasing  your  heart  rate,  or  lowering  your  blood  pressure. 

If  you  take  too  much  CIALIS,  call  your  doctor  or  emergency  room  right  away. 

What  are  the  possible  side  effects  of  CIALIS? 

The  most  common  side  effects  with  CIALIS  are  headache,  indigestion,  back  pain,  muscli 
aches,  flushing,  and  stuffy  or  runny  nose.  These  side  effects  usually  go  away  after  a  fev 
hours.  Patients  who  get  back  pain  and  muscle  aches  usually  get  it  12  to  24  hours  afte 
taking  CIALIS.  Back  pain  and  muscle  aches  usually  go  away  by  themselves  within  48  hours 
Call  your  doctor  if  you  get  a  side  effect  that  bothers  you  or  one  that  will  not  go  away. 

CIALIS  may  uncommonly  cause: 

•  an  erection  that  won't  go  away  (priapism).  If  you  get  an  erection  that  lasts  more  thail 
4  hours,  get  medical  help  right  away.  Priapism  must  be  treated  as  soon  as  possibkl 
or  lasting  damage  can  happen  to  your  penis  including  the  inability  to  have  erections. 

•vision  changes,  such  as  seeing  a  blue  tinge  to  objects  or  having  difficulty  telling  the 
difference  between  the  colors  blue  and  green. 
These  are  not  all  the  side  effects  of  CIALIS.  For  more  information,  ask  your  docto 
or  pharmacist. 

How  should  CIALIS  be  stored? 

•  Store  CIALIS  at  room  temperature  between  59°  and  86°F  (15°  and  30°C). 

•  Keep  CIALIS  and  all  medicines  out  of  the  reach  of  children. 

General  Information  about  CIALIS: 

Medicines  are  sometimes  prescribed  for  conditions  other  than  those  described  in  patien 
information  leaflets.  Do  not  use  CIALIS  for  a  condition  for  which  it  was  not  prescribed.  Di 
not  give  CIALIS  to  other  people,  even  if  they  have  the  same  symptoms  that  you  have.  It  mai 
harm  them. 

This  leaflet  summarizes  the  most  important  information  about  CIALIS.  If  you  wouli 
like  more  information,  talk  with  your  healthcare  provider.  You  can  ask  your  doctor  a 
pharmacist  for  information  about  CIALIS  that  is  written  for  health  professionals. 

For  more  information  you  can  also  visit  www.cialis.com,  or  call  1-877-242-5471. 

What  are  the  ingredients  of  CIALIS? 

Active  Ingredient:  tadalafil 

Inactive  Ingredients:  croscarmellose  sodium,  hydroxypropyl  cellulose,  hypromellose 
iron  oxide,  lactose  monohydrate,  magnesium  stearate,  microcrystalline  cellulose,  sodiun 
lauryl  sulfate,  talc,  titanium  dioxide,  and  triacetin. 

Rx  only 

Norvir*  (ritonavir)  and  Hytrin*  (terazosin  HCI)  are  registered  trademarks  of  Abbott  Laboratorie 
Crixivan"  (indinavir  sulfate)  is  a  registered  trademark  of  Merck  &  Co..  Inc. 
Nizoral  *  (ketoconazole)  and  Sporanox*  (itraconazole)  are  registered  trademarks  of  Jansse- 
Pharmaceutica,  Inc. 

Flomax*  (tamsulosin  HCI)  is  a  registered  trademark  of  Boehringer  Ingelheir 
Pharmaceuticals,  Inc. 

Cardura"  (doxazosin  mesylate)  and  Minipress'  (prazosin  HCI)  are  registered  trademarks  c 
Pfizer,  Inc. 

Uroxatral"  (alfuzosin  HCI)  is  a  registered  trademark  of  Sanofi-Synthelabo 
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Disappearing  Losses 


Master  of 

Disguises 

How  a  health  care  finance  company  hid  its  losses 
for  years— right  under  the  noses  of  its  accountant, 
underwriter  and  largest  investor. 

BY  PHYLLIS  BERMAN 


WHEN  DVI,  WHICH  FINANCED  DIAG- 
nostic  imaging  equipment  for  outpa- 
tient clinics,  filed  for  Chapter  1 1  last 
August,  it  issued  a  cryptic  press  release  men- 
tioning the  "recent  discovery  of  apparent 
improprieties."  No  details  followed.  How  odd 
that  this  seemingly  strong  company  collapsed 
overnight.  At  the  time,  it  had  $1.8  billion  out- 
standing in  securitizations,  the  last  of  which 
had  been  offloaded  just  three  months  earlier, 
when  Merrill  Lynch  underwrote  a  $450  mil- 
lion offering  of  securitized  loans  on  behalf  of 
DVI.  The  notes  were  rated  AAA  in  a  prospectus 
claiming  the  company  had  impeccable  credit. 

It  was  enough  to  make  anyone  curious — 
no  one  more  so  than  Chief  Judge  Mary  Wal- 
rath  of  the  U.S.  Bankruptcy  Court  for  the 
District  of  Delaware.  She  appointed  former  I'BI 
agent  R.  Todd  Neilson  as  outside  examiner.  Six 
months  and  some  $2  million  later  Neilson 
issued  a  188-page  report.  Among  its  findings: 
that  DVI  deliberately  concealed  "substantial" 
loan  losses;  that  Michael  O'Hanlon,  the  com- 
pany's former  chief  executive,  "who  brought 
[a]  bare  knuckle  philosophy"  to  DVI,  "autho- 
rized and  approved"  the  financial  shenanigans; 
and  that  Deloitte  &  Touche,  despite  repeatedly 
warning  the  Jamison,  Pa.  company  in  writing 
that  its  accounting  practices  were  subpar,  had 
for  years  given  it  a  clean  bill  of  health  before  it 
resigned  the  account  in  June  2003. 

That's  not  the  end  of  it.  The  examiner  sug- 
gests further  digging  to  expose  possible  crimi- 
nal charges  against  DVI  executives,  as  well  as 
claims  against  Deloitte  and  the  culpability  of 
various  lenders,  borrowers  and  credit-rating 
agencies.  Judge  Walrath  has  given  an 
unsecured-creditors'  group  $3  million  to 
investigate.  The  angry  and  aggrieved  aren't 
waiting  for  new  facts.  A  class  action  filed  by 
Krislov  &  Associates  of  Chicago  in  September 
2003  on  behalf  of  shareholders  accuses  DVI  of 
dispersing  "materially  false  and  misleading 
statements"  about  its  financial  condition  to 
manipulate  the  value  of  its  shares.  Fleet 
National  Bank — on  the  hook  for  a  $150  mil- 
lion loan  backed  by  allegedly  "ineligible"  col- 
lateral or  assets  that  had  been  double-pledged 
— is  charging  the  company  with  negligent 
misrepresentation  and  unfair  and  deceptive 
practices  in  another  suit  filed  March  2004. 

O'Hanlon's  approach  was  audacious,  to 
say  the  least.  When  he  joined  the  public  com- 
pany in  1993,  he  started  doing  deals  with  dicey 
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Add  a  server  here.  Upgrade  a  storage  solution  there.  Throw  in  a 
database.  And  before  you  know  it,  the  IT  system  that  was  once  your 
pride  and  joy  has  become  an  albatross.  A  complex,  hard-to-manage 
albatross  that's  holding  your  company  ransom.  Time  for  change. 

A/E  JUST  BOUGHT  IT.  NO  WAY  WE'RE  REPLACING  IT." 

We're  with  you.  Another  huge  capital  investment  is  not  the  answer. 
Integration  is.  You  have  the  strategies  and  the  systems.  You  just  need 
to  get  your  business  priorities  and  your  technology  aligned.  Cue  IBM 
and  On  Demand  Business.  We'll  help  you  get  more  from  what  you've 
got.  By  linking  departments,  connecting  processes  and  simplifying, 

end  to  end  "GREAT.  BUT  I  CAN'T  START  EVERYWHERE. 

You  don't  need  to.  Integration  is  not  an  all-or-nothing  thing.  Small 
changes  can  reap  huge  rewards.  And  our  experience  and  expertise 
can  help  identify  them.  We  understand  the  procedures  that  make  your 
business  tick.  We  know  infrastructure.  We're  not  fazed  by  complexity. 
We  see  through  it.  Identify  key  issues.  Zero  in  on  the  best  place  to  start 
for  immediate  returns.  Then  make  it  happen.  With  solutions  that  are 
platform  and  system  friendly,  but  more  importantly,  business-strategy 

fnendiy  too  "THAT  WOULD  WORK,  I  THINK:' 

It  would.  We  help  thousands  of  companies  do  it  every  day.  Join 
them.  Create  the  manageable,  affordable,  dependable  infrastructure 
you  always  planned.  You'll  find  all  you  need  at  ibm.com/ondemand 
INSIGHT,  SERVICES  AND  SOLUTIONS  FOR  AN  ON  DEMAND  WORLD. 

jj][J  DEMAND  BUSINESS 


IBM,  the  IBM  logo  and  the  On  Demand  logo  are  registered  trademarks  or  trademarks  of  International  Business  Machines 
Corporation  in  the  United  States  and/or  other  countries.  Other  company,  product  and  service  names  may  be  trademarks  or 
service  marks  of  others.  ©2004  IBM  Corporation.  All  rights  reserved. 


health  clinics  that  missed  interest  payments. 
But,  according  to  the  examiner's  report, 
instead  of  classifying  the  loans  as  delinquent 
after  180  days  and  writing  them  down  as 
required  by  accounting  rules,  he  replaced 
existing  clinic  operators  with  new  manage- 
ment, rewrote  the  contracts  and  thereby 
declared — without  any  real  change  in  the 
economic  facts — that  the  loans  were  mirac- 
ulously unimpaired. 

DVI  (once  known  as  Diagnostic  Ven- 
tures) also  became  "addicted"  to  securiti- 
zation, according  to  the  examiner's  report. 
Twice  a  year  or  so  it  pooled  individual 
loans  for  MRI  machines,  other  equipment 
and  working  capital  and  transferred  the 
loans  to  an  off-balance-sheet  entity,  which 
issued  notes.  The  interest  and  principal  on 
those  notes  were  supposed  to  be  paid  out 
as  the  doctors  and  their  clinics  repaid  their 
DVI  loans.  Investors  were  willing  to  accept 
low  interest  on  the  notes  because  they 
were  highly  rated  and  DVI  was  strength- 


clinic  as  "a  favor,"  as  he  stated  in  an  e-mail 
to  Steven  R.  Garfinkel,  DVTs  former  chief 
financial  officer.  The  clinic,  along  with  other 
failing  oncology  centers,  was  sold  a  fourth 
time — in  2001 — to  Dolphin  Medical, 
which  the  lawsuits  call  a  "special  relation- 
ship" entity  partly  or  wholly  owned  by  DVI. 
At  the  time  of  the  bankruptcy  Dolphin 
owed  DVI  $33  million. 

In  a  desperate  grab  for  growth,  O'Han- 
lon  began  expanding  into  health  care 
markets  abroad,  but  couldn't  securitize  the 
contracts  and  get  them  off  the  books.  As  a 
result,  DVI  found  itself  with  a  $1 10  million 
shortfall.  It  turned  to  Fleet  Bank  in  1997, 
borrowing  $128  million.  By  the  late  1990s, 
as  its  situation  worsened,  DVI  got  Fleet  to 
increase  its  loan  by  $20  million.  The  bank- 
ruptcy examiner  claims  the  company 
engaged  in  a  form  of  double-dipping, 
deliberately  pledging  to  the  bank  collateral 
that  was  also  pledged  to  other  lenders,  assets 
ranging  from  $5.2  million  to  $102  million. 


Shareholders  are  also  going  after 
Deloitte.  While  repeatedly  signing  off  on 
DVl's  highly  unorthodox  practices,  says  the 
examiner,  the  accountant  did  nothing  to 
confront  the  company  or  force  its  hand, 
blithely  accepting  annual  fees  of  $1.4  mil- 
lion for  its  services.  It  resigned  shortly  after 
DVI  filed  its  last  10-Q,  in  June  2003,  without 
having  signed  off  on  the  document.  The 
Securities  &  Exchange  Commission  rejected 
DVl's  quarterly  report,  triggering  Fleet's  dis- 
covery that  some  of  its  collateral  had  been 
transferred  to  Merrill  Lynch.  Around  that 
time  DVI  defaulted  on  an  interest  payment 
on  senior  notes  held  by  Fleet,  triggering 
bankruptcy  proceedings. 

From  November  2000  to  May  2003 
Merrill  underwrote  six  securitizations, 
totaling  $2.4  billion,  earning  millions  in 
fees.  In  addition,  DVI  owed  Merrill  $73  mil- 
lion as  of  June  2002.  The  shareholder  suit 
claims  that  before  the  last  securitization, 
Merrill  became  aware  of  $88  million  worth 


"There  is  credible  independent  testimony  establishing  that 

O'Hanlon  authorized  fraudulent  pledging  of  ineligible  collateral." 


ening  the  collateral  by  chipping  $10  mil- 
lion of  its  own  equity  capital  into  the  pot 
for  every  $100  million  of  loans.  Between 
1991  and  2003  DVI  sold  32  different  pools 
of  securitized  notes. 

When  clinics  couldn't  generate  enough 
cash  to  make  payments  on  the  notes,  the 
examiner's  report  and  lawsuits  allege,  DVI 
sometimes  recapitalized  the  loans  by  rewrit- 
ing or  recycling  their  contracts,  thereby  con- 
cealing losses.  One  spectacular  example 
involved  an  original  loan  in  1994  of  $1  mil- 
lion (which  grew  to  $6  million)  to  the  Cor- 
pus Christi  Community  Cancer  Care 
Center  in  Texas.  Never  profitable,  the  center 
did  not  buy  equipment  and  defrauded  DVI 
of  the  loan,  claims  the  examiner's  report. 
But  DVI  didn't  write  off  the  loan.  Two  years 
later  it  rewrote  the  loan  contract,  making  a 
new  borrowing  entity  called  RTA  and  lent 
more  money,  adding  to  the  loan  balance. 
As  contract  delinquencies  worsened,  DVI 
again  transferred  the  loans  in  1999,  to  yet 
another  new  borrower:  OnCure/USCC,  an 
entity  controlled  by  a  friend  of  O'Hanlon's 
who  paid  more  than  twice  the  value  of  the 


More  damning  still,  says  the  examiner, 
"there  is  credible  independent  testimony 
that  establishes  that  O'Hanlon  . . .  autho- 
rized the  fraudulent  pledging  of  ineligible 
collateral  to  Fleet." 

Who  knew  about  such  skullduggery? 
The  examiner  speculates  that  several  of 
DVl's  board  members  did — or  should 
have.  Deloitte  sent  at  least  three  letters  to 
directors  from  1999  to  2002,  complaining, 
among  other  things,  of  DVl's  failure  to 
provide  for  loss  reserves  and  loan  writeoffs 
and  its  ongoing  policy  of  recording 
income  on  contracts  more  than  180  days 
in  arrears.  The  audit  committee  should 
have  known,  too,  after  a  letter  from 
Deloitte  advising  that  two  loans  had  been 
made  without  the  approval  of  the  credit 
committee,  headed  by  Gerald  Cohn.  A 
sometime  business  partner  of  the  Chicago 
Pritzker  family,  Cohn  was  placed  on  DVl's 
board  after  the  Pritzkers  reportedly 
bought  40%  of  Diagnostic  Ventures  (DVl's 
predecessor)  in  1987.  Though  that  stake  is 
now  down  to  17.5%,  the  Pritzkers  are  also 
a  target  of  die  shareholder  suit. 


of  rewriting  and  recycling  of  contracts — a 
fact,  the  suit  says,  underscored  in  an  e-mail 
that  former  finance  chief  Garfinkel  wrote 
to  O'Hanlon,  noting  that  "nasty  words 
have  already  been  exchanged."  Merrill 
went  ahead  with  the  offering.  But  accord- 
ing to  the  suit,  in  April  2003  Merrill,  with 
DVl's  help,  transferred  to  itself  security 
interests  of  $43  million  that  were  already 
committed  to  Fleet.  After  the  last  offering, 
the  suit  alleges,  Merrill  was  repaid  an 
additional  $20  million  in  cash  between 
May  and  August  2003.  "The  allegations  [in 
the  suit]  are  false,"  says  a  Merrill 
spokesman.  "We  performed  appropriate 
due  diligence  and  received  satisfactory 
answers  to  all  our  questions  before  pro- 
ceeding with  asset-backed  offerings." 

Today  DVI  is  in  the  process  of  liquida- 
tion. If  the  plaintiffs  prevail,  there's  not 
much  to  fight  over — just  $15  million  in 
insurance  on  the  directors  and  officers.  I 
Most  of  that  will  be  swallowed  by  defense 
lawyers.  The  deeper  pockets — if  they  can 
be  picked — will  come  from  Deloitte, 
Merrill  and  the  Pritzker  family.  F 


Paula  Marshall-Chapman 

Third-generation  CEO  of 
The  Bama  Companies,  Inc. 

One  of  the  largest 
pie  &  biscuit  manufacturers 
in  the  United  States 


Trust  Northern. 

For  financial  service  you're  sure  to  savor. 

Hungry  for  more  than  cookie-cutter  transactions  and  formula 
solutions  for  her  multi-million  dollar  bakery  and  frozen  dough 
business,  Paula  turns  to  Northern  Trust.  You,  too,  can  count 
on  Northern's  innovative,  creative  ideas  tailored  to  your  unique 
situation.  Your  goals.  Your  way  of  thinking.  From  corporate 
finance  to  private  banking  to  trust  and  estate  planning,  we 
build  trusted  financial  relationships  to  keep  your  money 
working  hard  for  you,  your  family  and  your  business. 

Let  Northern  satisfy  your  appetite  for  quality  financial 
service.  Call  William  Morrison,  President  —  Personal 
Financial  Services,  at  800-468-2352. 


Northern  Trust 


Private  Banking  I   Investment  Management   I   Financial  Planning  I    Trust  Services  I  Estate  Planning  Services  I  Business  Banking 

www.northerntrust.com 


Northern  Trust  Corporation       Member  FDIC 


You  don't  have  to  be  big  to  think  big.  Or  to  run  SAP  With  a  variety  of  solutions  for  small  and  midsize  businesses, 
SAP  is  an  affordable  choice  for  growing  companies.  Working  with  partners  experienced  in  your  industry,  SAP  can 
deliver  scalable  solutions  to  make  your  business  run  more  efficiently.  And  do  it  faster  than  you  ever  thought 
possible.  Visit  sap.com/value  or  call  800  880  1727  to  see  big  ideas  for  your  company. 


SPECIAL  ADVERTISING  SECTION 


GLOBAL  INVESTING 

THE  ADR  WAY 

Worldwide  economic  recovery,  the  lowest  interest  rates  in  45  years  and  the  benefits  of  diversification  into  foreign 
markets  have  reawakened  U.S.  investors  to  the  power  of  global  investing.  This  trend  has  propelled  U.S.  ownership 
of  shares  in  foreign  companies  to  $2  trillion,  or  a  record  12.5%  of  U.S.  portfolios.  Many  of  those  shares  have  been 
purchased  using  a  deceptively  simple  tool:  the  American  Depositary  Receipt  (ADR) 

ADRs  are  a  convenient,  low-cost  way  for  U.S.  investors  to  diversify  their  portfolios  by  adding  global  exposure. 
These  securities  represent  shares  of  international  blue-chip  firms  but  are  listed  or  traded  on  U.S.  exchanges  and  are 
quoted  in  U.S.  dollars.  Just  like  shares  of  U.S.  companies,  these  securities  trade  on  the  New  York  Stock  Exchange 
(NYSE),  American  Stock  Exchange  or  Nasdaq,  and  settle  in  three  days.  They  are  so  simple  that  many  investors  may 
not  even  realize  that  they  are  using  ADRs. 
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CEMEX 

Headquartered  in  Monterrey, 
Mexico,  CEMEX  is  one  of  the  world's 
leading  producers  of  cement  and 
ready-mix  concrete.  Founded  in 
Mexico  in  1906,  this  one-time  small 
regional  player  today  has  26,000 
employees  working  in  30  nations 
across  four  continents. 

It  is  the  most  profitable  of  all 
global  cement  players  and  has  an 
impressive  history  of  global  growth, 
with  a  compound  annual  growth  rate 
of  18%  in  operating  income  and 
sales  over  the  past  15  years. 

The  company  made  a  global  leap 
in  1992  when  it  bought  Spain's  two 
largest  cement  companies.  Over  the 
next  decade,  CEMEX  expanded  dra- 
matically, buying  cement  companies 
in  South  and  Central  America, 
Southeast  Asia  and  Egypt.  In  2000, 
it  bought  the  U.S.  cement  producer 
Southdown,  thus  becoming  the 
largest  seller  of  cement  in  the  U.S. 
Having  grown  to  be  a  global  player 
is  reflected  in  the  company's  share- 
holder structure:  U.S.  and  Canadian 
institutions  own  around  36%  of 
CEMEX's  shares,  U.S.  retail  about 
7%,  European  investors  around 
12%,  and  the  rest  is  held  in  Mexico. 

Notably,  Standard  &  Poor's  in 
2000  awarded  CEMEX  a  coveted 
investment-grade  credit  rating, 
reflecting  the  company's  strong 
financial  management. 


Cemex,  the  largest  seller  of  cement  in  the 
U.S.,  provided  the  material  for  this  skate- 
boarding rink. 


Today's  global  economy  places  a 
high  priority  on  the  ability  to  cross 
borders  seamlessly,  whether  as  an 
international  investor  or  as  a  company 
operating  and  selling  in  international 
markets.  Products  that  Americans  buy 


every  day  —  Dunkin'  Donuts,  Ericsson 
or  Nokia  cell  phones,  Ray-Ban  sun- 
glasses —  are  commonly  made  by 
non-U. S.-based  companies. 

"There  are  now  more  and  more 
truly  global  companies  that  operate 
worldwide,  including  in  the  U.S., 
through  a  significant  part  of  business, 
whether  in  energy  like  BR  or  in  elec- 
tronics like  Sony,"  says  Patrick  Colle, 
senior  vice  president  and  global  head 
of  JPMorgan's  ADR  group. 

Thus,  for  those  who  understand  the 
wisdom  of  investing  in  products  you 


know,  the  ADR  has  become  an  essen- 
tial global  investment  tool.  It  should  be 
no  wonder,  then,  that  35  billion  ADRs 
changed  hands  in  2003  as  investors 
bought  a  record  (net)  $71  billion  worth 
of  shares  in  non-U. S.-based  companies. 

GROWING  TREND 

The  ADR  has  come  a  long  way  from 
the  instrument  that  JPMorgan  created 
in  1927  for  the  famous  British  retailer 
Self  ridge's.  There  are  now  ADRs  from 
2,100  companies  based  in  more  than 
80  countries.  Combined,  today's  ADRs 
represent  roughly  $650  billion  in 
market  capitalization. 

Investors  now  have  wide  geograph- 
ical choices  across  important  sectors 
like  telecommunications  and  technol- 
ogy, pharmaceuticals,  financial  services 


and  energy.  Companies  from  the  U.K., 
Japan  and  France  were  among  the  first 
to  list  ADRs.  During  the  1990s,  Latin 
American  ADRs  made  TELMEX,  YPF 
and  Petrobras  into  familiar  names. 

In  2003,  94%  of  the  $10  billion 
in  new  ADR  capital  issued  came 
from  the  Asia-Pacific  region,  led  by 
Japan,  Hong  Kong,  Taiwan  and 
India.  Answering  the  international 
investor  interest  in  the  emergence  of 
China  as  a  consumer  society  and  a 
global  economic  power,  two  of  the 
biggest  recent  ADRs  were  China  Life 


ADRTRADING  LIQUIDITY 


In  2004,  ADR  share 
volumes  trending  higher, 
following  record  2003 


ADR  trading  value 
ADR  share  volume  (bn 


1992  1993    994  1995  1996  1997  1998  1999  2000  2001  2002  2003 


2003  2004 
May  May 
YTD  YTD 


Source:  JPMorgan,  adr.com 


Having  a  strong  and  visible  retail  program 
has  not  only  increased  the  percentage  of  U.S. 
individual  shareholders  in  our  portfolio,  it 
also  has  added  tremendously  in  making  the 
company  widely  known  in  the  U.S." 

—  Maher  Al-Haffar,  Director,  Investor  Relations,  CEMEX 


Country:  Mexico 

Sector:  Construction/Building  Materials 
Market  Capitalization:  $10.6  billion 
ADR:  ORD  1:5 

Date  of  Issue:  September  15,  1999 
NYSE  Symbol:  CX 


It's  time  to 


air  about 


natural  gas 


Power  Natural  gas  is  a  principal  source 
for  new  power  generation  in  North 
America.  Cleaner  burning  than  oil  and 
coal,  it  produces  50%  fewer  emissions. 
Today,  natural  gas  makes  up  more  than  half 
of  BP's  energy  production,  making  us  the 
largest  producer  and  supplier  in  the  U.S. 


Security  About  20  million  households 
throughout  the  U.S.  rely  on  natural  gas 
from  BP  to  provide  much  needed  heat  and 
power.  And  now,  by  relying  on  sources 
closer  to  home  such  as  our  natural  gas 
supply  in  nearby  Trinidad,  we'll  be  able 
to  deliver  that  energy  even  faster. 


The  Future  While  renewable  energy 
technologies  continue  to  be  developed, 
we  feel  natural  gas  can  be  the  clean 
bridge  to  an  alternative  energy  future. 
By  shifting  the  fuel  mix  to  cleaner 
burning  natural  gas,  the  U.S.  could 
reduce  emissions  of  C02  by  up  to  53%. 

©  2004  BP  p.l.c. 


beyond  petroleum 


bp.com 
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SAP 

The  world's  largest  provider  of 
business  software  solutions  and  the 
world's  third-largest  independent 
software  supplier,  SAP  is  a  classic 
story  of  a  global  company. 

Headquartered  in  Walldorf, 
Germany,  SAP  provides  business 
software  solutions  to  more  than 
22,600  companies  in  120  countries 
who  run  76,100  installations  — 
and  counting  —  of  SAP®  software. 
The  U.S.  is  SAP's  biggest  market, 
generating  roughly  25%  of  its 
revenues.  Technology-savvy  U.S. 
investors  —  who  together  own  34% 
of  its  free  float  —  also  happen  to 
hold  more  of  its  stock  than  do 
German-based  shareholders. 

Since  its  ADR  listing  on  the 
New  York  Stock  Exchange  in  1998, 
SAP  has  made  a  priority  of  keeping 
U.S.  investors  in  the  loop  via  a  Web 
site  and  permanent  U.S.  investor 
relations  office,  membership  in  the 
National  Association  of  Investors 
Corporation  (NAIC)  and  regular 
investor  meetings  at  its  annual 
"SAPPHIRE"  client  conference  for 
investors  and  clients.  More  than 
80  brokerage  houses,  about  a  third 
of  them  U.S. -based,  now  provide 
research  on  the  company. 

Because  most  major  software 
companies  are  U.S. -based,  SAP 
offers  a  rare  opportunity  for  tech- 
nology investors  who  want  to  diversify 
globally.  As  a  result,  SAP's  ADR 
trading  volume  has  risen  to  more 
than  1.7  million  ADRs  daily,  making 
it  the  most  actively  traded  German 
company  on  the  Big  Board. 


SAP  is  headquartered  in  Germany,  but  the 
U.S.  is  its  biggest  market. 

Insurance  Company  and  China  Nation- 
al Offshore  Oil  Corporation.  China's 
Semiconductor  Manufacturing  Inter- 
national Corporation,  a  company  mod- 
eled on  Intel,  also  recently  listed  in 
the  U.S.,  capitalizing  on  the  revival  of 
technology  stocks. 


ADRS  WORK  FOR  YOU 

Even  when  the  world's  economies 
move  in  tandem,  currency  and  equity 
markets  still  tend  to  move  indepen- 
dently of  each  other.  Thus,  another  com- 
pelling advantage  of  cross-border  invest- 
ing is  the  opportunity  to  benefit  from 
changes  in  currency  exchange  rates. 
Over  time,  the  currency  impact  of  ADRs 
evens  out,  so  investors'  portfolios  can 
benefit  whether  the  dollar  is  rising  or 
falling  against  other  currencies  —  with- 
out the  headaches  that  go  with  holding 
a  stock  in  another  currency.  Although 
ADRs  are  quoted  in  dollars,  their  price 
still  depends  in  part  on  the  exchange 
rate  in  their  home  market.  But  because 
ADRs  are  traded  in  New  York,  investors 
do  not  have  to  worry  about  whether 
they  can  sell  their  shares  for  dollars. 


"We  increased  our  market  share  compared  to 
our  U.S.  peer  group  over  the  last  two  years. 
This  also  helped  to  increase  share  ownership 
by  U.S.  investors." 

—  Stefan  Gruber,  Head  of  Investor  Relations,  SAP 


The  growing  variety  of  choices  made 
possible  by  ADRs  certainly  has  helped 
U.S.  ownership  of  foreign  equities  grow 
dramatically.  In  the  late  1980s,  non-U. S.- 
based  companies  made  up  just  2%  of 
U.S.  portfolios.  This  percentage  has 
increased  more  than  sixfold  but  still  is 
small  compared  to  the  investment 
opportunities  available.  It's  easy  to  forget 
that  U.S.  stock  markets  make  up  less 
than  half  of  the  value  of  the  world's  total 
equity  market  capitalization.  In  addition, 
modern  portfolio  theory  suggests  that 
an  ideal  diversified  portfolio  should 
include  20%  to  25%  in  global  equities. 


"From  a  portfolio  perspective,  obvi- 
ously it  makes  sense  to  diversify.  The 
ADR  allows  you  to  do  that  without 
adding  complexity,"  says  JPMorgan's 
Colle.  "You  can  buy  an  ADR  from  your 
usual  broker,  hold  it  in  your  usual  bro- 
kerage account  and  get  paid  dividends 
in  U.S.  dollars.  You  don't  have  to  do 
anything  extra." 

Because  ADRs  are  so  easy  to  use,  it's 
easy  to  forget  just  how  much  work  they 
do  to  bridge  differences  among  global 
market  rules  and  practices.  They  simplify 
exchange-rate  accounting,  reduce  cus- 
tody costs,  increase  tax  efficiency,  do 


LONG  TERM  SECULAR  TREND  TOWARD 
NON-U.S.  EQUITIES  BY  U.S.  INVESTORS 


Level  and  percentage  of 
foreign  investment: 
highest  ever  in  1Q04; 

U.S.  investment  in  foreign 
equities  (ADR  and  local 
shares),  1980-2004 


Market  value,  foreign  holdings  ($bn) 
%  Foreign  portfolio 
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Source:  JPMorgan,  U.S.  Federal  Reserve,  June  2004 


Country:  Germany 

Sector:  Technology 

Market  Capitalization:  $48  billion 

ADR:  ORD  4:1 

Date  of  Issue:  August  3,  1998 
NYSE  Symbol:  SAP 
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BP 

Serving  some  13  million  customers 
in  more  than  100  countries  across 
six  continents,  the  U.K. -based  BP  is 
the  world's  second-largest  oil  and  gas 
company  and  the  largest  producer 
of  natural  gas  in  North  America.  BP 
p. I.e.  is  the  parent  company  of  the 
BP  group  of  companies,  which 
includes  such  familiar  brands  as  BP, 
Amoco  and  Arco  (retail  gasoline)  and 
Castrol  (lubricants). 

Many  socially  responsible  invest- 
ment funds  have  taken  notice  of  BP's 
commitments  to  operating  responsi- 
bly and  to  maintaining  high  corporate 
governance  standards.  In  1997,  for 
instance,  BP  became  the  first  major 
energy  company  to  acknowledge 
the  need  to  reduce  greenhouse  gas 
emissions  and  to  cut  its  own 
emissions  dramatically. 

To  this  end,  its  CEO,  Lord  Brown, 
recently  pledged  that  as  long  as  oil 
prices  remain  over  $20  per  barrel, 
BP  will  use  100%  of  excess  free  cash 
flow  (after  capital  expenditures  and 
dividends)  to  buy  back  its  shares. 

BP  also  provides  quarterly  confer- 
ence calls,  investor  relations  teams  in 
the  U.S.  and  London,  and  a  Chicago- 
based  shareholder  services  team. 
In  the  U.S.,  BP  offers  a  direct  stock 
purchase  plan  for  individual  retail 
investors,  for  a  minimum  investment 
of  $250. 


BP's  technology  for  oil  and  gas  exploration 
and  production,  like  this  platform  in  the  Gulf 
of  Mexico,  is  among  the  industry's  best. 

away  with  the  need  to  research  local  reg- 
ulatory restrictions  or  requirements,  and 
ensure  technological  compatibility. 

In  short,  U.S.  investors  don't  have 
to  work  harder  to  invest  abroad 
because  ADRs  do  the  work  for  you. 


their  required  reports  electronically  so 
that  investors  will  be  able  to  read  them 
on  the  SEC's  EDGAR  database  online. 

Because  the  ADR  itself  raises  a 
firm's  global  profile,  many  international 
firms  make  a  New  York  listing  an  impor- 
tant part  of  their  strategies  for  getting 
the  attention  of  American 
customers.  This  helps  the  company  as 
well  as  its  new  investors,  because 
an  ADR  listing  introduces  a  company 
to  U.S.  investors,  the  world's  largest 
market.  By  expanding  its  investor 
universe,  a  company  taps  a  new 
source  of  support. 

The  German  software  company 
SAP  is  a  good  example  of  this  virtuous 
circle.  SAP  has  a  very  strong  position  in 
the  U.S.  market,  which  generated  25% 
of  total  2003  revenues.  Listing  its 


"Our  corporate  governance  policies  go  beyond 
what  the  U.S.  government  requires." 

—  Mary  Jane  Klocke,  Director,  North  American  Shareholder  Marketing,  BP 


Companies  with  exchange-listed 
ADRs  report  to  the  U.S.  Securities 
and  Exchange  Commission  and  state 
their  earnings  according  to  U.S. 
Generally  Accepted  Accounting  Princi- 
ples. They  must  comply  with  the  same 
Sarbanes-Oxley  corporate  governance 
regulations  that  American  firms  now 
must  follow. 

Because  foreign  companies  with 
ADRs  must  comply  with  their  home- 
country  regulations  as  well,  in  many 
cases  they  have  even  more  stringent 
corporate  governance  standards  than 
do  U.S.  companies. 

"Our  corporate  governance  policies 
go  beyond  what  the  U.S.  government 
requires,"  says  Mary  Jane  Klocke,  BP's 
director  for  North  American  sharehold- 
er marketing. The  company  prides  itself 
on  its  transparent  ownership  structure, 
responsiveness  to  shareholders,  strong 
board  structure  and  highly  independent 
board  committees.  In  recognition,  Stan- 
dard &  Poor's  in  2001  awarded  BP  the 
highest-ever  Corporate  Governance 
Score  rating. 

THE  WORLD  GETS  SMALLER 

BP  is  only  one  example  of  the  way  that 
companies  with  ADRs  go  through  a  rig- 
orous self-selection  process.  These 
firms  have  placed  a  priority  on  globaliz- 
ing their  business  and  on  making  sure 
that  U.S.  investors  understand  that. 
They  keep  tabs  on  what  kind  of  infor- 
mation investors  want  —  and  when  — 
and  do  their  best  to  provide  it.  They  file 


ADRs  on  the  NYSE  in  1998  helped  the 
company  make  it  easier  for  tech-savvy 
U.S.  investors  to  buy  into  a  company 
whose  products  they  knew.  SAP's  U.S. 
investor  base  has  increased  steadily 
since  then  and  is  now  at  34% 
(percentage  of  free  float),  up  from  28% 
in  2003  and  larger  even  than  the  per- 
centage of  German  investors  in  the 
company.  "We  increased  our  market 
share  compared  to  our  U.S.  peer  group 
over  the  last  two  years.  This  also 
helped  to  increase  share  ownership  by 
U.S.  investors,"  says  Stefan  Gruber, 
SAP's  head  of  investor  relations. 

"Having  a  strong  and  visible  retail 
program  has  not  only  increased  the 
percentage  of  U.S.  individual  share- 
holders in  our  portfolio,  it  also  has 
added  tremendously  in  making  the 
company  widely  known  in  the  U.S.," 
says  Maher  Al-Haffar,  director  of 
investor  relations  at  CEMEX.  "Being 
listed  as  an  ADR  has  strongly  improved 
liquidity,  which  created  significant  inter- 
est from  global  portfolio  managers.  It 
also  means  that  we  conform  with  the 
U.S.  regulatory  environment,  and  our 
investors  know  that  we  provide  the 
same  timely  information  as  the  best- 
practices  U.S.  companies." 

DAVID  AND  GOLIATH 

To  keep  individual  investors  in  the  loop, 
ADR  issuers  like  BP  CEMEX  and  SAP 
have  joined  members  of  the  National 
Association  of  Investors  Corporation 
(NAIC),  an  educational  trade  association. 


Country:  U.K. 
Sector:  Oil  &  Gas 
Market  Cap:  $197  billion 
ADR:  ORD  1:6 

Date  of  issue:  March  23,  1970 
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SONY 

One  word  describes  the  combina- 
tion of  Sony's  leadership  in  digital 
consumer  electronics  and  its  unpar- 
alleled movie-,  music-  and  game- 
making  capability:  synergy. 

The  coming  broadband  era  will 
allow  seamless  transfer  of  movies, 
music  and  games,  as  well  as  other 
content,  to  millions  of  current  and 
next-generation  Sony  consumer 
electronic  devices  around  the  world 
—  including  in  the  U.S.  market, 
where  28%  of  Sony's  consolidated 
sales  for  the  fiscal  year  ended  March 
2004  were  recorded. 

Whether  via  plasma  and  liquid 
crystal  display,  flat-panel  televisions, 
digital  still  cameras,  video  cameras, 
PCs  or  DVD  recorders,  it's  clear  that 
Sony  provides  the  platform  for  inter- 
active entertainment.  Sony  is  look- 
ing to  the  future  in  other  areas  as 
well.  It  is  reestablishing  its  informa- 
tion technology  business  with  the 
popular  line  of  VAIO  PCs  and  has 
launched  a  major  initiative  to  build 
the  semiconductor  capabilities  that 
are  essential  to  keeping  its  products 
appealing  and  exciting. 

To  help  U.S.  investors  keep  up 
with  the  rapid  changes  in  the  world 
of  technology,  Sony  maintains  a  per- 
manent New  York  investor  relations 
(IR)  office,  which  coordinates  insti- 
tutional investor  meetings  and  U.S. 
visits  by  key  executives. 

The  company's  dedicated  IR  Web 
site  keeps  retail  investors  informed 
through  downloadable  financial 
results,  recorded  interviews  with 
executives  and  timely  posting  of 
press  releases.  Its  direct-purchase 
program  via  JPMorgan  makes  it 
simple  for  investors  to  buy  shares. 


Sony's  DVD  Handycam*  Camcorder,  DCR- 
DVD101,  illustrates  the  company's  innovation 
and  leadership  in  consumer  electronics. 

"U.S.  retail  investors  are  very  impor- 
tant to  Sony,  and  we  strive  to  make 
sure  that  American  investors  are  well 
informed  about  Sony,"  says  Yukio 
Ozawa,  vice  president  of  investor  rela- 
tions, Sony  Corporation. 


After  all,  employee  share-purchase 
programs  and  401  (k)  plans  have  helped 
U.S.  and  international  companies  rec- 
ognize that  individual  shareholders  are 
an  important  part  of  their  investor 
base. 

Retail  holdings  are  rising  on  an 
individual  share  basis,  as  well  as 
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through  direct-purchase  plans  in 
basket  and  index  products  like  the 
S&P  ADR  Index  —  a  U.S. -dollar- 
denominated  version  of  the  non-U. S. 
companies  contained  in  the  S&P 
Global  1200.  Increasingly,  investors 
are  acquiring  and  holding  ADRs  in 
wrap  accounts  in  which  professional 
money  managers  provide  investment 
management  to  U.S.  retail  investors 
for  a  flat  fee  instead  of  charging  a 
commission  per  trade.  Assets  in 
these  accounts  have  been  growing  by 
an  average  22%  annually. 

Investors  who  want  to  know  more 
about  ADRs  or  track  their  holdings  can 
do  so  at  JPMorgan's  leading-edge 
Web  site,  www.adr.com,  the  central 
source  for  ADR  market  intelligence 
and  data.  The  site  also  offers  direct- 


purchase  plans,  enrollment  and  online 
transactions.  JPMorgan  also  provides 
ADR  market  advisory  services  to  help 
ADR  issuers  develop  well-invested, 
liquid  ADR  programs  —  services  that 
in  the  end  help  both  issuers  of,  and 
investors  in,  today's  essential  global 
investment  tool,  M 
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"U.S.  retail  investors  are  very  important  to 
Sony,  and  we  strive  to  make  sure  that  American 
investors  are  well  informed  about  Sony." 

— Yukio  Ozawa,  Vice  President,  Investor  Relations,  Sony  Corporation 
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insights  I  By  Peter  Huher 


Truck-Size  Transistors 


THE  ASCENDANT  AUTOMOTIVE  TECHNOLOGY  TODAY  IS 
the  hybrid-electric  engine.  Hybrids  will  sweep  across 
the  auto  market  in  the  next  decade  or  so,  not  only 
because  they're  cleaner  and  more  fuel  efficient  but 
also  because  they  can  radically  improve  on  every 
aspect  of  performance  of  conventional  engines.  And  who 
exactly  do  we  thank  for  this?  The  key  enabling  technology  was 
invented  in  1979  by  an  American — Frank  Wheatley — and  his 
German  colleague  at  RCA,  Hans  Becke. 

We  owe  the  car  as  we  still  know  it  to  the  inventors  of  the 
internal  combustion  engine. 

In  1863  a  Belgian,  Etienne  Lenoir,  first  thought  to  burn  an 
engine's  fuel  inside  the  cylinder  that  drove  the  piston  that 
cranked  the  shaft,  rather  than  in  an  external  furnace.  Then  a 
German,  Nikolaus  Otto,  grasped  that  liquid  fuel  could  pro- 
vide a  lot  more  power,  and  he  went  on  to  build  the  first  prac- 
tical two-stroke  engine,  and  then  a  four-stroke  in  1876.  For 
130  years  cars  have  used  the  mechanical  power  produced  by 
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Otto's  engine  directly,  to  turn  wheels  and  pump  fluids.  Soon  all 
the  power  from  that  same  engine  ( 100  horsepower  in  a  small 
car)  will  be  used  to  generate  electricity  (70  kilowatts)  to  drive 
electric  motors  distributed  throughout  the  vehicle.  It  takes 
remarkable  technology  to  convert  that  much  power  from 
mechanical  to  electric  on  the  fly,  while  controlling  current  and 
voltage  with  the  fine  precision  that  driving  demands.  The  key 
device  that  makes  this  practical  and  affordable  is  the  insulated 
gate  bipolar  transistor. 

Wheatley  and  Becke  invented  it.  In  their  breakthrough 
design  of  the  first  such  high-power  chip,  they  found  a  way  to 
get  silicon  semiconductors  to  handle  kilowatts  of  power  almost 
as  fast  and  precisely  as  microprocessors  handle  microwatts. 
Wheatley  and  Becke,  in  short,  did  for  power  in  1979  what  the 
inventors  of  the  integrated  circuit,  Jack  Kilby  and  Robert  Noyce, 
did  for  logic 


formed  digital  computing. 
Wheatley  and  Becke  all  but  cre- 
ated digital  power. 

Before  Wheatley-Becke, 
the  toughest  semiconductor 
switches — Mosfets  (metal-oxide 
semiconductor  field  effect  tran- 
sistors)— couldn't  handle  more 
than  about  100  watts.  Power 
Mosfets  are  now  ubiquitous; 
they  handle  the  locks  on  car 
doors,  the  on-off  switches  on 
videocams  and  countless  other  lightweight  chores.  The  quite 
different  design  of  the  insulated  gate  bipolar  transistor,  how- 
ever, is  robust  enough  to  control  the  propulsion  of  trucks,  cars 
and  industrial  machines.  And  that's  where  these  devices  are  now 
landing,  by  the  millions.  Annual  sales  now  probably  surpass 
$1  billion  a  year,  and  sales  will  double  and  redouble  every  few 
years  for  a  long  time  to  come. 

How  did  Kilby  and  Noyce  manage  to  beat  Wheatley  and  Becke 
by  20  years?  Semiconductor  logic  depends  on  atomic-scale  junc- 
tions built  into  materials  that  really  don't  like  to  conduct  electric- 
ity at  all — hence  the  "semi."  And  atomic-scale  junctions  are  inher- 
ently frail  because  they're  so  tiny — but  tiny  is  what  makes  them  so 
fast.  The  first  such  junction  was  the  transistor,  and  for  the  first  sev- 
eral decades  of  the  transistor's  existence  it  proved  far  easier  to 
make  it  smaller,  to  handle  less  power,  than  to  make  it  bigger,  to 
handle  more.  Happily,  logic  is  lightweight  stuff:  Keeping  track  of  a 
1  or  a  0  doesn't  require  a  whole  lot  of  current.  Etching  millions  of 
microwatt  gates  onto  a  single  silicon  wafer  is  no  mean  feat — but 
building  a  single  kilowatt  gate  on  that  same  wafer  is  a  lot  harder. 
When  you  do  finally  manage  to  push  the  power  up,  however,  you 
set  the  stage  for  a  truly  fundamental  change  in  the  infrastructure 
of  the  industrial  economy.  We  are  beginning  to  see  this  funda- 
mental change  in  Detroit. 

Looking  back,  you  can  see  that  James  Watt's  steam  engine 
marked  such  a  turning  point  in  1765  and  that  Otto's  internal 
combustion  engine  marked  another  in  1876  and  that  Nikola 
Tesla's  electric  motor  marked  yet  another  in  1883.  In  our  own 
times — exactly  a  quarter  of  a  century  ago — Wheatley  and 
Becke  invented  the  device  that  now  unites  the  raw  power  of 
Otto's  mechanical  piston  with  the  speed  and  precision  of 
Tesla's  motor. 

Hans  Becke  died  in  the  late  1980s.  Frank  Wheatley  is 
now  living  in  retirement  in  Drums,  Pa.  Their  names 
belong  in  the  pantheon  of  engineers  who  changed  the 
world.  F 


in  1959. 
Kilby  and  Noyce  trans- 
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Sober  Up 

The  anti-drunk-driving  movement  is  taking  on  social 
drinkers.  But  are  they  a  diversion?  I  by  ira  carnahan 


Way  over  the  limit:  A  repeat  drunk 
driver  with  a  blood-alcohol  level 
of  0.26%  hit  this  car  near  Midland, 
Tex.  in  2003,  killing  the  couple 
riding  inside. 


IN  1979  CINDI  LAMB  AND  HER  5- 
month-old  daughter,  Laura,  were 
driving  to  a  grocery  store  in  Freder- 
ick, Md.  when  they  were  struck 
head-on  by  a  drunk  driver  doing 
70mph.  He  was  a  chronic  offender  with 
five  prior  arrests.  Laura's  spinal  cord  was 
crushed,  leaving  her  paralyzed  from  the 
neck  down. 

Outraged  by  such  tragedies — and  by 
police  officers,  judges  and  politicians  who 
seemed  to  do  little  to  prevent  them — 
Lamb  and  a  handful  of  other  mothers, 
relatives  and  friends  of  victims  formed 
what  is  now  Mothers  Against  Drunk 
Driving.  Since  then  MADD  has  grown  into 
a  lobbying  powerhouse  with  600  chapters 
and  a  $48  million  budget.  At  its  urging, 
drunk-driving  laws  have  been  tightened 
and  tightened  again. 

The  early  results  were  impressive:  Be- 
tween 1982  and  1997  alcohol-related  traf- 
fic deaths  dropped  36%  to  16,700  a  year. 
Over  the  same  period  traffic  deaths  not  in- 
volving alcohol  rose  42%.  In  all,  the  share 


of  traffic  deaths  linked  to  alcohol  dropped 
from  60%  in  1982  to  40%  in  1997. 

But  that's  not  the  end  of  the  story. 
Since  1997  alcohol- related  fatalities  have 
stopped  declining  and  have  climbed  4%, 
while  non-alcohol-related  fatalities  have 
risen  just  2%. 

MADD's  leaders  blame  this  reversal  on 
public  and  political  complacency  in  the 
wake  of  past  success.  No  doubt  there's 
some  of  that.  But  MADD's  critics  in  the 
alcohol  and  restaurant  business  offer  a 
different — and  plausible — explanation: 
In  recent  years  drunk-driving  activists 
have  focused  too  much  attention  on  mea- 
sures that  crack  down  on  moderate 
drinkers  rather  than  on  the  heavy 
drinkers  responsible  for  most  alcohol- 
related  fatalities. 

"We've  taken  our  nation's  attention, 
and  much  in  the  way  of  law  enforcement 
resources,  and  focused  it  on  the  wrong 
people,"  says  John  Doyle  of  the  American 
Beverage  Institute  (ABl),  a  restaurant 
trade  association.  "The  campaign  against 


drunk  drivers  has  devolved  into  a  cam- 
paign against  our  customers:  responsible 
adults  who  drink  in  restaurants." 

What  he's  complaining  about  is 
MADD's  relentless  drive  to  lower  the 
blood-alcohol  concentration  (BAC)  that 
defines  inebriation  from  0.10%  to  0.08%. 
For  years  MADD  had  limited  success  in 
convincing  state  legislatures  to 
make  this  move.  Then  in 
1998,  and  again  in  2000,  it 
helped  persuade  Congress  to 
link  states'  eligibility  for  fed- 
eral highway  funds  to  adop- 
tion of  a  0.08%  threshold. 
Now  all  50  states  have  0.08% 
laws.  At  least  10  states  have 
also  introduced  legislation  to 
lower  the  maximum  BAC 
to  0.06%  or  less,  ABI  reports. 

Yet  there  is  little  evidence 
that  going  from  0.10%  to 
0.08%  will  do  much  to  reduce 
crashes.  A  federally  funded 
study  of  North  Carolina, 
which  lowered  its  legal  BAC  in 
1993,  found  no  benefit  at  all, 
and  even  the  projections  of 
those  who  advocated  a  federal 
0.08%  requirement  suggested 
a  reduction  in  fatalities  nationwide  of  just 
3%.  The  reason  is  simple:  Most  drunk- 
driving  deaths  involve  drivers  with  far 
higher  BACs.  The  U.S.  National  Highway 
Traffic  Safely  Administration,  which  sup- 
ports the  lower  threshold,  has  figures 
showing  that  almost  two-thirds  of  drivers 
who  drink  and  are  killed  in  accidents 
have  BACs  of  0.15%  or  higher.  Drinking 
yourself  up  to  a  0.15%  BAC  isn't  easy.  A 
1 70-pound  man  must  guzzle  seven  beers 
in  an  hour;  a  120-pound  woman,  four  to 
five.  (Reaching  0.08%,  by  contrast,  takes 
about  four  beers  for  a  man  and  two  and  a 
half  for  a  woman.) 

To  be  sure,  even  a  modest  amount  of 
alcohol  slows  the  reflexes.  Drivers  with  a 
BAC  of  0.08%  run  3  times  the  crash  risk 
of  sober  drivers,  finds  a  2002  study  by 
leading  U.S.  researchers.  But  drivers  at 
0. 1 5%  run  22  times  the  risk.  Stopping  just 
one  of  the  heavy  drinkers  is  as  good  as 
stopping  seven  of  the  lighter  drinkers. 

If  zero  tolerance  of  slowed  driving 
reflexes  still  sounds  like  an  appealing 





public  policy,  compare  mild  inebriation 
with  other  hazards.  A  2002  study  by 
Britain's  Transport  Research  Laboratory 
showed  that  drivers  using  cell  phones 
were  more  impaired  than  those  with  a 
0.08%  BAC.  So  if  0.08%  driving  is  a  crime, 
shouldn't  it  also  be  illegal  to  drive  while 
talking  on  a  cell  phone?  Or  with  less  than 
six  hours'  sleep? 

Fans  of  a  zero-tolerance  policy  can 
point  to  Norway  and  Sweden,  which  have 
lowered  their  limits  to  0.02%.  The  share 
of  driver  deaths  that  involve  alcohol  is 
lower  in  Sweden  (29%)  than  in  the  U.S. 
(36%).  But  this  could  as  well  be  due  to 
Sweden's  tough  enforcement  as  to  its 
lower  BAC  limit;  Swedish  police  adminis- 
ter 1 .4  million  random  breath  tests  a  year, 
in  a  country  of  just  5  million  drivers,  and 
Swedish  judges  typically  sentence  even 
first-time  offenders  with  BACs  over  0. 10% 
to  30  days  of  home  detention  and  take 
away  their  licenses  for  at  least  a  year. 

When  asked  about  further  lowering 
of  the  BAC  limit  in  the  U.S.,  MADD  Presi- 
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dent  Wendy  Hamilton  demurs.  "We  have 
not  had  any  discussions  about  lowering 
the  BAC  below  a  0.08%  in  our  board  of 
directors,"  she  says. 

While  states  have  been  scrambling  to 
implement  the  0.08%  federal  limit,  too 
many  hard-core  drunk  drivers  continue 
to  get  off  again  and  again.  The  Min- 
neapolis Star  Tribune  reported  last  year 


on  a  51 -year-old  man  picked  up  for 
driving  while  intoxicated;  according  to 
officials  it  was  at  least  his  27th  DWI.  At 
about  the  same  time,  the  Pittsburgh 
Tribune-Review  reported  on  a  66-year- 
old  man  arrested  for  his  32nd  DWI.  He 
hadn't  held  a  driver's  license  since  1979, 
yet  in  the  years  after,  he  racked  up  15 

drunk-driving  convictions. 

Another  enforcement  gap  involves 

drivers  who  refuse  to  take  a  blood- 
alcohol  test.  In  most  states,  refusing  can 
cost  you  your  license  but  isn't  a  criminal 
offense,  reports  the  Century  Council,  a 
distillers'  group.  In  four  states,  the 
group  adds,  a  refusal  isn't  even  admissi- 
ble as  evidence  in  a  drunk-driving  trial. 
Heavy  drinkers  wise  up  fast. 

Once  MADD  sweeps  a  lot  of  moder- 
ate drinkers  into  the  enforcement  net, 
it  will  make  it  all  the  harder  to  get  the 
public  behind  tough  penalties  for 
the  real  risks — heavy  drinkers  and  the 
repeat  offenders  who  drive  without  a 
license.  F 
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Blessed  with  natural  resources,  skilled  labor  force,  and  centralized  ASEAN 
location.  Thailand  offers  established  industries' with  new  markets  and 
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WON-MIN  CHOI,  A  PAINSTAKINGLY  HIP  DESIGNER  IN  THE  ALLOUT 
assault  that  Samsung  Electronics  is  waging  on  the  cell  phone 
market,  holds  up  a  handset  with  teensy  twin  speakers  and  Sur- 
round Sound.  At  the  press  of  a  button  the  wail  of  an  oncoming 
train  whistles  out  of  the  right  speaker,  passes  over  to  the  left  and 
disappears  down  the  tracks.  He  grins:  "Cool."  Choi,  30,  who 
wears  Doc  Martens  and  jams  in  a  garage  band  after  work,  is  a 
sound  designer  in  a  design  lab  in  Seoul,  one  of  six  that  Sam- 
sung funds  in  its  relendess  quest  to  overtake  Nokia. 

Ten  years  ago  Samsung  was  barely  a  presence  in  cell  phones;  it  sold  only  in  Korea,  and  even 
there  it  ran  a  distant  second  to  U.S.  invader  Motorola.  Today  the  cell  phone  is  to  Samsung  what 
the  Walkman  was  to  Sony — a  slick  growth  engine,  an  icon  of  innovation  and  a  brand  with  a 
shot  at  becoming  the  coolest  in  the  world.  Suddenly  Samsung  is  number  two  worldwide,  and  it 
aims  to  supplant  Nokia  by  2010.  It's  a  brash  boast:  Nokia  holds  a  36%  dollar- share  of  the  global 
$85  billion  market,  more  than  twice  Samsung's  share  (13%).  But  Samsung  soars  by  shunning 
commodity  gadgets  and  gossamer  margins  in  favor  of  pricey  cell  phones  with  fancy  features  and 
fatter  profits.  Samsung  releases  a  new  phone  in  the  U.S.  every  two  weeks,  tailored  for  such  fea- 
tures as  Sprint's  new  video  mail  service.  It  popularized  the  PDA  phone  and  was  first  to  equip  a  cell 
with  an  MP3  player.  A  TV  phone  will  be  out  this  year,  as  will  talking  phones  that  can  read  mail  mes- 
sages to  the  listener.  Coming  soon:  Samsung  chips  that  let  cell  phones  handle  20  hours  of  talk  time 
on  a  single  charge,  hold  2,000  songs  and  8  hours  of  video,  and  play  3-D  videogames. 

A  decade  ago  Samsung  was  an  overstuffed,  lethargic  and  uninspired  maker  of  me-too  mem- 
ory chips.  Now  it's  a  leader  in  electronic  gadgets,  one  whose  $2.7  billion  net  income  in  the  first 
quarter,  on  revenue  of  $  1 2  billion,  made  it  the  most  profitable  tech  company,  ahead  of  Microsoft, 
IBM  and  Intel.  Samsung's  sales  could  reach  $80  billion  in  2009,  says  Jong-Yong  Yun,  60,  chief  ex- 
ecutive. "We're  like  a  snowball  that  rolled  down  a  big  hill,"  says  Kitae  Lee,  chief  of  Samsung's  cell 
business,  which  provides  a  third  of  Samsung's  sales. 


The  big  numbers  owe  to  Samsung's  strength  in  two  of  the  diree  pieces  that  anchor  most  dig- 
ital devices:  memory  chips  and  screens  (Intel  controls  the  third,  microprocessors).  It  arms  the 
world's  biggest  tech  names  with  these  parts — yet  it  also  embeds  them  in  Samsung's  own  phones, 
screens  and  Internet-ready  refrigerators  {see  chart,  p.  106).  Samsung  is  the  world  leader  in  mem- 
^j&rf,  making  one-third  of  the  world's  DRAM  and  SRAM  chips  and  a  fifth  of  the  flash  memory.  In 


Steeled  by  crisis 
and  fearful 
of  complacency, 
a  Korean  titan 
searches  for 
an  encore. 

BY  HEIDI  BROWN  AND 
JUSTIN  D0EBELE 


Jong-Yong  Yun 

Get  it  done  now:  Says  Chief  ExecutiveTun,  "The  crisis 
gave  us  the  freedom  to  restructure." 


FORBES"  July  26,  2004  103 


Kook  Hyun  Chung 

Dictating  design:  "Now  the  designers  tell  the  engineers 
what  to  do,"  says  the  head  of  the  Seoul  design  center. 

that  last  segment,  vital  in  wireless  devices  because  flash  holds  data 
after  the  power  is  switched  off,  Samsung  has  even  surpassed  Intel. 
It  also  is  the  largest  producer  of  thin-film  LCD  screens  and  flat- 
panel  computer  screens. 

How  long  can  Samsung  keep  this  up?  This  giant  has  an  image 
problem.  It  still  lacks  the  sheen  that  consumers  see  on  Sony  or 
Dell  or  Nokia,  especially  in  the  U.S.  market.  Samsung's  own  re- 
search shows  that  Americans  think  the  brand  seems  "more  for- 
eign" than  Sony  and  view  it  as  more  rigid  and  less  creative — a 
copycat  rather  than  an  innovator.  In  spending  $800  million  a 
year  on  ads,  promotions  and  marketing  (up  fourfold  in 
five  years),  and  presenting  its  moniker  to  online  users  a 
billion  times  a  month,  Samsung  has  risen  from  obscurity 
to  claim  the  25th  spot  in  Interbrand's  best-brand  rank- 
ings. But  it  still  lags  behind  Nokia  (6th),  Hewlett-Packard 
(12th)  and  Sony  (20th). 

"Our  brand  doesn't  provoke  an  emotional 
response,"  says  Dong  Jin  Oh,  head  of  Samsung  North 
America.  "We  still  have  a  long  way  to  go  to  be  a  tier-one 
company  in  the  U.S." 

And  while  the  brass  talks  of  listing  Samsung  public 
on  the  New  York  Stock  Exchange  in  a  couple  of  years,  the 
stock  continues  to  suffer  from  a  Korea  discount.  It  has 
risen  16-fold  in  six  years  on  the  Korean  stock  exchange, 


and  among  emerging- market  stocks  it  is  the  most  widely 
held  by  Western  investors.  But  today  it  trades  at  just  13  times 
last  year's  earnings  compared  with  a  lofty  42  times  earn- 
ings for  Sony,  whose  ADRs  trade  on  the  NYSE.  For  all  the 
stunning  numbers  Samsung  puts  up,  it  doesn't  yet  adhere  to 
standard  U.S.  accounting  rules,  adding  to  investor  wariness. 
Clearly,  Samsung  wants — and  needs — more  respect. 

"To  be  number  one,  we  have  to  be  right  about  everything" 
says  Chief  Executive  Yun.  "To  upgrade  the  brand,  we  have  to  come 
up  with  great  products — high-quality,  early-adopter  or  market- 
leading  products."  His  Samsung  was  steeled  by  crisis,  responding 
to  the  Asian  financial  collapse  in  1997  by  chopping  payroll,  wip- 
ing out  a  honeycomb  of  management  layers  and  speeding  up 
everything  it  does.  That  makeover  served  Samsung  well  when  the 
next  crisis  hit — the  burst  of  the  Internet  bubble.  As  the  rest  of 
tech  reeled,  profit  at  Samsung  grew  5%  from  2000  to  2003. 

To  keep  growing,  Samsung  is  pushing  to  revamp  ad- 
vertising, fund  new  research  and  intensify  the  focus  on 
snazzy  design.  The  Seoul-based  marketing  chief,  Eric  Kim, 
has  put  Samsung's'  $500  million  annual  ad  account  up 
for  review,  threatening  incumbent  ad  shop  Foote  Cone 
&  Belding  (owned  by  Interpublic).  "Samsung  isn't  satis- 
fied with  where  it  is  in  the  U.S.,"  says  FCB  Chief  Brendan 
Ryan.  "No  one  there  rests."  Samsung  built  name  recog- 
nition for  five  years,  Kim  says,  and  now  it  must  lift  brand 
loyalty.  "We  want  people  to  say,  'I  want  a  Samsung.'" 
The  grand  plan  is  to  double  the  research  budget  from 
YP-T5V  flash     the  current  $3  billion  in  the  next  few  years.  Samsung  em-  ; 
audio  player      ploys  20,000  researchers  at  15  labs  (including  sites  in 


China,  Japan,  Russia  and  Israel)  and  hopes  to  add  a  few 
thousand  more  in  the  next  few  years.  "We  are  too  focused 
on  next  year's  product,"  says  Hyung  Kyu  Lim,  who  re- 
cently was  named  worldwide  research  chief.  "We  need  to 
be  thinking  about  what's  coming  in  three  to  ten  years." 
He  is  reining  in  rival  efforts  at  five  divisions,  focusing 
everyone  on  "the  three  screens  of  life" — mobile,  home 
and  office.  "As  the  products  converge,  you  need  better 
coordination,"  he  says. 

Samsung  Electronics  was  formed  in  1969  as  a  j 
joint  venture  with  Sanyo  of  Japan,  but  its  roots 
stretch  back  six  decades.  In  1938,  when  Korea  was 
still  a  poor  colony  of  Japan,  Byung-Chull  Lee 
I  J   opened  a  small  dried-fish  and  fruit  export  com- 
H|   pany.  His  trading  outfit  developed  into  what  is 
today  Samsung  Group,  Korea's  largest  chaebol,  or 
loose  conglomerate.  It  is  controlled  by  Korea's  rich 
est  family,  headed  by  billionaire  Kun-Hee  Lee,  son  of  the 
founder.  He  owns  3.3%  of  Samsung  Electronics  (but  has 
been  reported  to  own  as  much  as  15%)  and  is  its  chair- 
man; Samsung  Electronics  owns  stakes  in  ten  other 
group  companies. 

The  group  encompasses  an  eclectic  range  of  63  busi- 
nesses, some  of  them  utterly  unrelated — Samsung  Fire  & 
Marine  (insurance),  Samsung  Electro-Mechanics  (electrical 
components),  Samsung  Corning  (glass  for  TV  picture  tubes 
and  monitors),  even  Samsung  Everland  (an  amusement 
park  that  owns  19%  of  Samsung  Life,  which  in  turn  owns 
7%  of  Samsung  Electronics). 

The  first  big  win  for  Samsung  Electronics  came  in  1983 
in  memory  chips  or  DRAM  (dynamic  random  access  mem- 


ory). The  chip  market  already  was  glutted  and  seemed 
destined  to  be  forever  dominated  by  the  Japanese, 
and  U.S.  regulators  had  imposed  tariffs  on  Japanese 
chipmakers.  Samsung  rushed  in,  doggedly  if  belat- 
edly, producing  its  first  chip  ever  sold  in  the  U.S.:  a  64- 
kilobit  chip  (able  to  hold  64,000  bits  of  data).  It  de- 
buted three  years  after  everyone  else's.  But  just  three 
years  later  Samsung  had  created  the  world's  first  one- 
megabit  chip,  a  jump  that  should  have  taken  six  years, 
given  the  industry's  usual  pace. 

Samsung  did  it  by  pitting  two  teams  of  engineers — 
I   one  in  Silicon  Valley  and  one  in  Seoul — in  a  race  to  be 
'   first  to  hit  the  megabit  mark;  Korea  won.  By  1994 
Samsung  was  making  the  first  chip  that  held  256  megabits 

....  and  was  now  the  world's  largest  producer  of 

VM-A680  / 1     ,  . 

cell  phone      DRAM  (thanks  in  part  to  Korean  government 
subsidies). 

Memory  chips,  however,  were  an  isolated  success.  Samsung  at 
the  time  was  faring  so  poorly  in  the  U.S.  market  in  most  busi- 
nesses that  it  was  considering  pulling  out  entirely.  It  was  mired  in 
low-margin  items  like  microwave  ovens  and  cheap  TVs,  and  con- 
fined to  discount  outlets  like  Kmart.  Then  came  the  Asian  finan- 
cial crisis  and  plunging  chip  prices  in  1997,  and  suddenly  Samsung 
needed  the  U.S.  more  than  ever  before.  U.S.  sales  would  generate 
hard  currency  that  Samsung  could  use  to  whack  at  its  yawning 
debt  as  it  set  about  reshaping  the  company. 

Clive  Goodwin 

Make  mine  sexy,  please:  "The  way  a  product  interfaces  with 
the  user  is  like  theater,"  says  the  London  design  lab  head. 
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Samsung 


Functional  Family 

Through  total  control  over  memory,  flash  and 
tiny  LCD  screens,  Samsung  keeps  up  with  the 
faddish  eel!  phone  market.  Memory  and  LCD 
divisions  provide  key  parts  for  cell  phones, 
gadgets  and  appliances— its  own  and  those  of 
competing  brands. 

WIRELESS 


Cell  phones,  PDAs 
$17.8  billion 


SEMICONDUCTORS 

Flash  memory,  DRAM, 
flat-panel  displays,  LCDs 
$22  billion 

(Beginning  in  2004, 
LCDs  were  broken  out  as 
a  separate  division,  with 
sales  of  $4  billion) 


DIGITAL  MEDIA 


MP3  music  players,  DVD  players, 
televisions,  home  theater 
$9.7  billion 


Refrigerators,  air  conditioners, 
microwave  ovens 
$4  billion 


But  "we  didn't  have  many  products  we  could  use  to  build  our 
brand" — except,  maybe,  cell  phones,  says  Kitae  Lee,  the  global  cell 
phone  chief.  "The  crisis  put  major  pressure  on  us  to  succeed," 
adds  Peter  Skarzynski,  head  of  the  U.S.  handset  business.  To  thrive 
in  cell  phones,  Samsung  would  have  to  remake  itself  to  be  quicker, 
flashier,  slimmer.  And  to  command  higher  prices  and  bring  in 
more  hard  dollars,  it  would  have  to  jump  far  ahead  of  current 
technology,  pouring  profits  from  the  memory  and  LCD  businesses 
into  more  innovation  and  bigger  marketing. 

Much  of  that  couldn't  happen,  however,  without  dramatically 
altering  operations  back  in  Seoul.  Yun,  who  had  taken  over  in  1996 
only  to  face  the  devastating  Asian  financial  crisis  a  year  later,  real- 
ized Samsung  had  to  alter  itself — or  drown.  "The  crisis  gave  us 
the  freedom  to  restructure,"  he  says.  With  the  government's  bless- 
ing, Yun  cut  30%  of  his  84,000-strong  work  force,  a  radical  move 
in  a  place  with  militant  unions.  He  worked  on  whittling  Sam- 
sung's $12  billion  of  debt  (now  down  to  $8  billion),  and 
debt-to-equity  dropped  300%  to  30%;  he  closed  52 
product  lines.  The  company  idled  plans  for  new  facto- 
ries and  outsourced  nonessential  jobs  such  as  main- 
tenance for  company  cars.  Golf  memberships  and 
other  perks  got  axed.  Non-Koreans  joined  the 
board  of  directors.  This  was  a  new  company,  and 
Yun  began  doing  things  in  new  ways.  ^ 

In  hierarchical  Korea  he  is  a  maverick  who  ^ 
fancies  efficiency  and  speed.  He  studied  electri- 
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cal  engineering  at  Korea's  best  university,  Seoul  National  Univer- 
sity, graduated  in  1 966  and  immediately  joined  Samsung  Group. 
By  the  late  1970s  he  ran  Samsung  Electronics'  Tokyo  office  (he 
speaks  Japanese  and  understands  English)  and  from  the  1980s  on- 
ward ran  eight  different  businesses.  Yun  impressed  Chairman  Lee 
with  an  ability  to  get  things  done.  One  success:  creating  the  first 
VCR  for  Samsung  after  Japanese  makers  wouldn't  share  their  tech- 
nology. Later  he  sped  up  VCR  output  by  shortening  the  assembly 
line — a  change  his  engineers  said  would  take  three  months  to  do. 
Yun  got  it  done  in  five  days. 

As  boss,  Yun  gave  more  latitude  to  his  managers  and  threw 
out  the  seniority-based  pay  and  promotion  system.  Instead, 
employees  won  bonuses  tied  to  the  profits  of  each  division, 
including  a  stock-option  plan  that  has  distributed  4%  of  the 
company's  shares  to  900  executives.  Yun's  options  are  worth  $40 
million. 

He  also  made  each  business  its  own  profit  center: 
The  semiconductor  and  LCD  divisions  sell  to  other 
Samsung  businesses  and  outsiders  for  the  same  price, 
with  no  favoritism.  "This  is  very  different  from  other 
chaebol,  even  Japanese  and  U.S.  companies,  who 
favor  internal  vendors,"  says  Woosik  Chu,  head 
of  investor  relations.  This  assures  Apple,  HP  and 
other  clients  that  they  are  getting  a  fair  deal — and 
knowledge  of  their  buying  patterns  offers  valu- 
able intelligence  to  Samsung. 


"We  saw  the  cell  phone  was  changing  from  a  utility  item  to  a 
fashion  statement,"  says  Kim,  the  marketing  czar.  "People  used  to 
say,  "Why  would  anyone  want  to  take  a  photo  with  a  phone?' " 
Now  Samsung  has  a  12%  share  of  the  camera-phone  market — just 
one  point  behind  Nokia  (but  well  behind  NEC).  Samsung's  cool- 
ness factor  got  a  big  boost  when  one  of  its  futuristic  cells  was  fea- 
tured in  the  second  and  third  installments  of  the  sci-fi  series  Tlie 
Matrix.  It  also  benefited  in  the  U.S.  from  an  early  deal  with  Sprint, 
whose  wireless  network  uses  the  CDMA  standard  that  Samsung 
follows.  Overall,  Samsung's  cell  phone  revenue  rose  more  than 
fourfold  in  five  years,  to  $  1 8  billion;  its  hand- 
sets are  priced  44%  higher  than  rivals'. 

Better  design  plays  a  role.  Samsung  has  1 
six  design  labs,  five  outside  Korea.  Five  years 
ago  engineers  told  designers  what  the 
products  would  look  like.  No  more.  "Now 
the  designers  tell  the  engineers  what  features 
they  want,"  says  Kook  Hyun  Chung,  who  runs 
the  Samsung  design  center  in  Seoul  and  has 
expanded  his  staff  50%  in  two  years  to 
450  people. 

At  the  design  lab  in  London  Clive  Goodwin  and 
his  staff  of  1 8  create  whimsical  designs  for  the  Euro 
pean  market — a  plasma  TV  with  clear  plastic  speakers;  a 
phone  with  a  keypad  that  slides  downward.  "The  way  a  product 
interfaces  with  the  user  is  very  important.  It's  like  theater," 
Goodwin  says. 

The  obsession  with  looks  pays  off  in  myriad  ways.  Sam- 
sung this  year  won  five  design  awards  at  the  IDEA  competition, 
more  than  any  other  company.  A  recent  survey  shows  U.S.  cus- 
tomers, asked  to  compare  a  Samsung  cell  to  a  car  brand,  most 
often  cite  Lexus.  Typical  of  Samsung's  new  design  push  is  the 
sleek  SGH-E700,  a  clamshell  with  two  LCD  panels  and  a  camera 
with  a  digital  zoom.  Designers  told  the  engineers  to  eliminate 
the  usual  bulky  antenna  in  favor  of  an  internal  one,  and  in  less 
than  a  year  the  E700  has  become  one  of  the  world's  bestselling 
phones,  at  10  million  units. 

Samsung  releases  these  beauties  at  a  breathless  pace.  It  used 
to  take  14  months  to  roll  out  a  product;  now  it  needs  only  5. 
Product  cycles  have  shortened,  prices  have  dropped  and 
employees  feel  motivated  to  keep  up.  "Consensus  is  important 
here,  but  the  speed  of  implementation  and  empowerment  of 
employees  is  equally  important,"  says  Thomas  Quinn,  an  11- 
year  veteran  who  heads  Samsung's  North  American  memory 
sales  and  marketing  division. 

Cool.  Samsung  hopes  the  cell  phone  gleam  can  spill  over  to 
its  consumer  electronics  line,  the  one  laggard  in  the  Samsung 
stable.  It  provides  only  5%  of  profit,  down  from  10%  five  years 
ago.  Yun,  who  spent  a  good  part  of  his  early  career  on  gadgets 
and  televisions,  is  making  some  headway:  Samsung's  consumer 
electronics  sales  in  the  first  quarter  were  up  a  modest  16%  to 
$2  billion.  Samsung  ranks  fourth  in  the  world  in  MP3  players, 
trailing  Apple,  iRiver  and  RCA;  its  DVD  players  are  number  three, 
trailing  Sony  and  Toshiba. 

But  Samsung  doesn't  sell  stereos  or  laptop  computers  in  the 


U.S.,  putting  it  at  a  disadvantage  to  Sony  in  placing  its  brand  in 
front  of  consumers.  So  Samsung's  U.S.  marketing  chief,  a  frenetic 
6-foot-3  American  named  Peter  Weedfald,  is  resorting  to  inventive 
measures,  partnering  with  Hollywood  and  the  music  business."We 
want  brand  infatuation,"  he  says.  "I  think  of  Starbucks.  Also  Nike." 
In  June  he  signed  up  New  Line  Cinema  to  use  Samsung  gadgets  in 
its  films.  A  Samsung  ad  online  promotes  New  Line's  new  release, 
The  Notebook:  Download  the  trailer  and  enter  to  win  a  Samsung 
camcorder  and  a  trip  to  the  Hollywood  premiere. 

Samsung,  known  now  by  the  cold  tagline  "Dig- 
itall:  Everyone's  Invited,"  could  switch  to  a  more 
Intel-style  one-liner  in  its  new  campaign.  "The 
Power  Within"  could  become  Samsung's  slogan, 
Weedfald  says,  though  he  admits  it  is  risky.  "Will 
consumers  care  that  our  own  components  are 
inside  our  products?  Plus,  our  competitors  are 
our  customers,"  he  says. 

Samsung  says  its  control  over  manufac- 
turing of  tiny  screens  and  potent  flash 
memory  is  a  key  element  of  its  rise  in 
the  faddish  cell  phone  market;  it 
could  help  it  in  consumer  electron- 
DVDL300   ics,  too.  "PCs  used  to  drive  the  semi- 
portable  DVD  player   conductor  business;  now  wireless 
products  [do],"  says  Skarzynski,  the  U.S.  cell  phone  chief.  "Flash 
memory,  screen  technology — Samsung  is  a  leader." 

In  flash,  a  $2.2  billion-a-year  business  that  grew  out  of  DRAM 
production,  Samsung  has  surpassed  Intel.  Samsung's  20%  mar- 
ket share  is  number  one  overall,  but  flash  comes  in  two  forms, 
identified  by  allusions  to  on-off  logic:  Nor  (the  older  entry,  dom- 
inated by  Intel)  and  Nand  (the  newer,  used  in  memory  sticks). 
Samsung  has  established  supremacy  in  Nand,  where  it  controls 
65%  of  the  world  market.  Both  approaches  are  popular  in  wire- 
less devices,  but  many  analysts  believe  Nand  will  win.  "Nor  is 
faster  now,  but  Nand  has  more  storage  space.  Give  it  five  years," 
says  Peter  Nori,  who  covers  global  hardware  for  Franklin  Tem- 
pleton  Investments,  which  owns  $1  billion  in  Samsung  shares. 
"We  plan  to  accelerate  our  innovation  in  Nand,"  says  Samsung's 
Chang-Gyu  Hwang,  chief  of  the  memory  division. 

Samsung  alleviates  market  swings  in  chip  prices  through  cus- 
tomization— its  chips  already  get  17%  higher  prices  than  the  mar- 
ket average,  thanks  to  special  orders  from  the  likes  of  Nokia,  Dell 
and  Microsoft.  Intel  and  Samsung  are  battling  for  supremacy  in 
multichip  packages,  bundled  memory  and  processors  that  in- 
creasingly run  cell  phones.  Hwang  thinks  Samsung,  now  second, 
can  take  the  lead  this  year. 

While  Samsung  obsesses  over  speed,  rival  Sony  looks  vulner- 
able. It  is  in  the  middle  of  a  huge  restructuring.  In  the  fiscal  year 
ended  Mar.  31,  Sony's  earnings  declined  23%  to  $850  million, 
one-sixth  the  Samsung  number.  But  Jong-Yong  Yun  says  he  wor- 
ries not  about  Sony  but  about  Samsung  itself.  He  wants  to  ensure 
the  company  stays  focused  on  the  strategy  that  pulled  the  company 
out  of  the  depths  of  the  1997  debacle.  "The  best  time  is  also  the 
most  dangerous  time,"  he  warns.  "We  all  need  to  think  that  we're 
in  crisis  and  could  go  bankrupt  tomorrow."  F 
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NRIQUE  MONTALVO  IS  A  TECHNOSEXUAL— 
a  geek  who  isn't  afraid  to  accessorize.  The  33- 
year-old  lives  in  San  Francisco,  works  for  a  dot- 
com giant  and  swears  his  Motorola  V600  phone, 
Sony  Ericsson  P900  handheld  and  silver  Tumi 
laptop  case  say  as  much  about  him  as  do  his 
nine  pairs  of  Prada  shoes.  A  heavy  cell  phone 
user,  Enrique  wouldn't  dare  be  seen  in  the  head- 
sets that  came  free  with  his  various  mobile 
phones.  Rather,  he  alternates  among  three  headsets  that  cost  as 
much  as  $300  apiece.  His  favorite  is  a  sleek  Bang  &  Olufsen  ear- 
piece made  of  hard  rubber  and  anodized  aluminum.  "There's 
more  to  it  than  function.  I  don't  want  to  look  like  a  drive- 
through  order-taker,"  says  Montalvo. 

After  years  of  cranking  out  drab  devices  that  made  people 
feel  like  Judy,  the  operator  standing  by  at  Time- Life  magazines, 
accessorizers  such  as  Plantronics,  Logitech  and  Jabra,  as  well  as 
mobile  makers  Motorola,  Nokia  and  Sony  Ericsson,  have  mar- 
ried technology  to  industrial  design.  At  long  last  the  headset  will 
be  elevated  from  a  state  of  dork  couture. 

"If  you  think  about  it,  a  headset  is  the  only  technology  you 
wear,"  says  Ken  Kannappan,  chief  executive  of  Plantronics. 
"We're  becoming  a  fashion  business." 

Fashion  with  some  complications,  like  the  risk  of  awkward 
social  moments — "Sorry!  Didn't  know  you  were  on  the 
phone"— but  business  is  booming.  Plantronics  and  its  peers  sold 
$847  million  worth  of  lightweight  headsets  last  year.  The  busi- 
ness could  reach  $1.3  billion  by  2007. 

Only  7%  of  the  1  billion  mobile  users  in  the  world  don 
headsets  regularly,  and  most  use  them  only  while  driving.  That 
will  change.  Without  a  headset  it's  awkward  to  chat  on  a  Black- 
Berry,  Palm  handheld  or  Treo  while  viewing  onscreen  calendars, 
Web  pages  and  videoclips.  Last  year  was  the  first  time  that 
Plantronics  sold  more  headsets  for  mobile  phones  than  for  the 
office  and  call  center  markets. 

Wired  headsets  are  quickly  giving  way  to  wireless  ones. 
Research  firm  IDC  predicts  25%  of  mobile  devices  next  year  will 
be  armed  with  Bluetooth,  a  short-range  radio  technology  that 
links  devices  less  than  30  feet  apart.  You  can  get  a  good  headset 
with  a  price  as  low  as  $100  and  weighing  as  little  as  half  an 
ounce.  Because  they  come  with  their  own  batteries,  wireless 
headsets  can  pick  up  or  hang  up  on  their  own,  handle  call  wait- 
ing and  glow  in  colors  to  let  people  know  you're  on  a  call. 

Wider-roaming  headsets  for  the  office,  using  the  900-mega- 
hertz  radio  band,  can  alleviate  the  agony  of  phone  tag  and  being 
tethered  to  a  desk.  Executives  in  the  industry  also  hint  at  devices 
in  ten  years'  time  that  may  make  the  word  headset  obsolete: 
Microphones  will  be  disguised  as  pearls  in  earrings,  pinned  to 
lapels,  built  into  watches  and  clipped  onto  glasses. 


Stick 
It  in 
Your 

Ear 


Your  high-tech, 
high-fashion  cell  phone 
is  nothing  without 
the  latest  headset. 


BY  ERIKA  BROWN 


Leading  the  charge  into  these  new  markets  is  Plantronics,  a 
43-year-old  Santa  Cruz,  Calif,  firm  that  introduced  the  first 
lightweight  headset  in  1962.  Neil  Armstrong  took  a  Plantronics 
headset  to  the  Moon.  The  company  brought  in  $417  million  of 
revenue  last  year,  up  from  $338  million  the  year  before.  It  has 
40%  of  the  lightweight  headset  business. 

Plantronics  might  have  missed  the  mobile  boom  had  Kan- 
nappan  not  made  a  gutsy  bet  to  rev  up  R&D  spending  on 
mobile-phone  headsets.  When  he  was  head  of  European  sales  he 
hated  juggling  his  cell  phone  while  changing  gears  as  he  drove 
winding  roads.  The  only  other  option  was  to  stick  an  extension 
cord  in  his  ear.  "I  thought  it  was  absurd.  In  order  to  be  heard 


you  had  to  hold  the  microphone  up  to  your  mouth,  which 
defeats  the  purpose  of  the  earpiece." 

He  moved  back  to  the  U.S.  in  1997  and  was  promoted  to 
chief  operating  officer  the  next  year.  He  began  lobbying  the 
board  to  move  quickly  into  mobile.  They  said  he  could  do  it  if  he 
didn't  spend  much  money.  At  the  time  Plantronics'  mainstay 
was  selling  headsets  to  call  centers,  a  volatile  business.  Kannap- 
pan  got  promoted  to  chief  executive  in  1999  and  accelerated 
R&D  dollars  into  wired  and  wireless  mobile.  Sure  enough,  the 
tech  bust  crushed  the  call  center  business.  Plantronics'  revenue 
fell  20%  in  2002.  Kannappan  banked  on  mobile,  increasing  the 
company's  R&D  13%  to  $30  million. 
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The  technology  arms  race 
among  headsetmakers  is  waged 
over  fit,  battery  life  and,  above  all, 
sound  quality.  Now  digital  signal 
processors  are  cheap  and  small 
enough  to  fit  inside  a  wireless 
headset.  By  subduing  the  low  fre- 
quencies in  background  noise  and 
accentuating  the  higher  ones  in 
speech,  DSPs  filter  audio  for  better 
sound  clarity.  This  month 
Plantronics  started  selling  one  of 
the  first  wireless  sets  to  include 
Bluetooth  and  noise-cancelation 
software. 

Every  headset  Plantronics 
makes  goes  through  an  audio 
wringer  in  an  anechoic  sound 
chamber.  The  chambers'  walls 
are  covered  with  foam  cones  to 
create  a  silent  space.  A  fiberglass 
bust  in  the  middle  of  the  room 
is  fitted  with  a  series  of  head- 
sets, while  speakers  around  the  room  shift  in  place  to  determine 
how  the  receiver  responds  to  noise.  A  prerecorded  human  voice 
at  varying  decibels  and  pitches  comes  out  of  fake  lips  on  a  bust's 
head.  Then,  in  another  room,  speakers  blare  the  screech  of 
buses,  the  howl  of  jet  engines  and  the  yammering  of  a  crowded 
restaurant  as  an  engineer  attempts  to  have  a  conversation  using 
a  test  headset.  Outside  a  computer  analyzes  the  fre- 


Plantronics  Chief  Executive  Ken  Kannappan  bet  early  on  mobile. 


quencies  of  background  noise. 

Getting  the  speaker  aligned 
with  the  ear  canal  is  critical  to 
sound  quality.  The  scientists  have 
a  "wall  of  ears"  lined  with  dozens 
of  silicone  castings  of  employees' 
ears.  Plantronics  will  not  put  a 
headset  on  the  market  unless  it 
fits  at  least  80%  of  those  ears. 

In  the  past  year  Kannappan 
doubled  the  size  of  his  design 
staff,  installing  as  chief  a  former 
motorcycle  designer  from  BMW, 
as  well  as  a  handful  of  color  and 
fashion  experts  who  draw  inspi- 
ration from  pop  culture  and 
fetish  purses  in  the  pages  of 
Bazaar,  Glamour  and  Vogue.  Pro- 
motional brochures  for  the  latest 
headsets  include  photos  of  beau- 
tiful women  and  unshaven  men 
in  sharp  outfits.  "Apparently 
three-day  stubble  is  known  the 
world  over  to  be  hot,"  says  Kannappan,  shrugging. 

As  voice  recognition  software  improves,  headsets  may  yet 
supersede  their  phones,  bringing  us  voice  dialing,  e-mail  and  the 
ability  to  lock  your  car  just  by  saying  so.  We're  less  than  two 
years  away  from  acceptable  voice  recognition,  says  Kannappan. 
By  that  time,  we  will  all  have  gotten  used  to  the  sight  of  people 
walking  down  the  street  talking  to  themselves.  F 
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e-STUDI0451i 


Affordable 
Multifunction: 
Get  the  economy 
of  black  and  white 
with  the  added 
benefit  of  color. 


User-Friendly  LCD: 
Tilting  wide-touch 
control  panel  that's 
extra  large  and 
easy  to  use. 


New  e-BRIDGE 
Technology: 

Out-of-the-box 
network  connectivity, 
plus  copy,  print, 
scan  capabilities. 


TOSHIBA 

Don't  copy.  Lead. 


You're  in  the  market  for  a  black  and  white  copier  and  suddenly  you  spot  the 
e-STUDI0451 1 .  You  check  off  all  the  boxes — speed,  cost  per  page  and  reliability 
just  to  name  a  few.  But  here's  the  kicker:  the  451 1  switches  to  color  on  the  fly 
(45  ppm  in  black  and  white,  1 1  in  color).  Whiz-boom-bang,  you're  hooked.  Now 
you  can  copy,  print  and  scan  in  color  while  saving  money  on  the  black  and  whites. 
And  with  new  e-BRIDGE  technology,  you're  Internet-ready,  mobile  and  wireless  right 
out  of  the  box.  Now  you've  got  the  power  to  do  it  all.  And  that  power  is  mighty  sexy. 
Visit  copiers.toshiba.com  or  call  1-800-GO-TOSHIBA  for  more  information. 
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by  Stephen  Manes 


The  Call  of  the  Flat 


BIG,  CLUNKY,  TUBE-BASED  MONITORS?  THEY'RE 
practically  giving  'em  away!  Visit  the  Web  and  you'll 
find  19-inch  models  for  just  $150 — not  counting 
nearly  $40  in  freight  charges  for  the  beasts.  But  con- 
sumers are  learning  that  paying  several  hundred  dollars 
more  for  a  flat-panel  LCD  display  can  be  a  better  deal.  LCDs  run 
cooler,  look  snazzier,  save  space  and  energy,  and  generally  de- 
liver sharper,  brighter  images.  They're  also  getting  more  consis- 
tent; in  my  latest  tests  of  1 1  models  there  wasn't  a  real  stinker  in 
the  bunch.  And  tube  models  inflate  their  dimensions  by  at  least 
an  inch;  LCDs  give  you  an  honest  count. 

The  sweet  spot  is  with  17-inch  models,  which  run  $450  or  so. 
You  can  save  about  $125  with  a 
15-inch  unit,  but  that  means  liv- 
ing with  a  lackluster  1024x768 
pixel  count.  About  $650  will  get 
you  a  19-incher,  but  it  will  have 
the  same  1280x1024  pixel  count 
as  a  17-inch  unit. 

What  if  you  want  to  see 
more?  For  $900  and  up,  20-inch 
models  offer  a  1600x1 200-pixel 


LCD  monitors  look 
great  even  when 

they're  turned  off. 
Tubes  are  cheap 
but  doomed. 


canvas  that  displays  nearly  50% 
more  information.  Wide-screen 
designs  let  you  put  two  windows 
side  by  side,  though  they  pro- 
vide fewer  pixels  than  tradi- 
tional models  of  the  same  diag- 
onal size.  Another  option,  for 
which  flat-panels'  light  weight 
and  thin  frames  are  perfectly 
suited,  is  running  two  monitors 
at  once,  using  something  like 
Matrox's  Millennium  multidis- 
play  video  cards.  Better  still,  run  three;  otherwise,  Windows' 
neatly  centered  warning  boxes  will  split  across  the  border. 

Flat-panels  still  have  their  differences.  Try  to  test-view  any 
model  you're  considering  to  root  out  features  that  may  annoy 
you.  Sony's  HS  series  uses  the  XBrite  screen  technology  I  like  on 
my  notebook,  but  I  found  the  highly  reflective  frame  consis- 
tently distracting.  I  appreciated  the  high  resolution  of  View- 
Sonic's $1,000  20-inch  VP201b  model,  but  the  display's  slightly 
shimmery  images  put  me  off.  And  if  you  can  buy  with  a  full- 
money-back  guarantee,  do.  "Stuck"  pixels  are  rare  enough  that 
I  didn't  see  a  single  one  among  the 
many  units  I  tested.  Though  man- 
ufacturers claim  they're  just  part  of 
life,  you  shouldn't  have  to  put  up 
with  one  in  the  model  you  buy. 

Modern  LCD  screens  are  far 
better  than  their  forebears  when  it 
comes  to  off-angle  viewing,  and 
some  are  downright  superb.  The 
blurry  vapor  trails  that  older  mon- 
itors sometimes  displayed  when 
images  moved  across  the  screen 
have  largely  disappeared  from 
today's  units.  Especially  fast 
response  is  touted  by  high-end 
models  like  Samsung's  $580  17- 
inch  SyncMaster  172X,  but  only  the 
hardest-core  gamers  will  care. 

But  where  movement  counts  is 
in  adjusting  height.  Many  monitors 
let  you  change  little  more  than  the 
tilt,  which  tends  to  leave  them 
low  er  than  you  may  like.  Both  of 
the  Dell  models  I  tried  came  on 
exceptionally  adjustable  stands. 


Dell  WI700: 
Surf  TV 
channels 
while  you 
surf  the  Web. 
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The  largest  cabin  and  baggage  area  in  its  class.  A  3,250  nm  range.  And  room  for  up  to  16  passengers.  All  for  millions  less  than  comparably  sized  jets. 
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Bill  Rancic,  winner  of  Donald  Trump's 
"The  Apprentice"  and  founder  of 
Cigars  Around  the  World. 


"I  love  putting  together  a  great 
deal— so  I  put  together  an  incredible 
deal  for  you  on  a  one-of-a-kind  cigar 
sampler  package.  Eleven  premium 
cigars,  plus  a  double-blade  cutter, 
for  only  $39.95!  (If  you  bought  them 
separately,  you'd  pay  over  $70.00.) 
Buy  more  than  one,  and  I'll  sweeten 
the  deal:  for  every  package  after  the 
first,  I'll  drop  the  price  to  $29.95. 
Of  course,  a  deal  like  this  won't  last 
forever.  So  call  1-800-816-2543 
today." 

Package  includes  (one  of  each) 

Avo  Macanudo 
Breton  Corojo       Mike  Ditka 
H.  Upmann  Padron 
La  Caya  Punch 
La  Gloria  Cubana  Romeo  y  Julieta 
Suarez  Gran  Reserve 
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If  you're  attuned  to  design, 
you'll  want  a  unit  that  suits  your 
decor— and  does  a  good  job  of  . 
managing  cables.  The  most  ele- 
gant solutions  put  the  connec- 
tors on  the  bottom  rear  of  the 
stand.  More  often  the  cables  end 
up  on  the  panel  itself,  making 
for  a  less  attractive  look. 

And  when  it  comes  to  cables, 
a  digital  connector  known  as 
DVI  is  the  simplest  and  sharpest. 
If  your  PC  has  a  DVI  jack,  get  a 
monitor  that  can  mate  with  it. 
Older  and  cheaper  computers 
are  likely  to  use  the  venerable 
1 5-pin  analog  plug.  If  that's  your 
plight,  be  sure  you  get  a  monitor 
with  both  analog  input  and  an 
auto-adjustment  function. 

Your  computer's  resolution 
may  need  to  be  changed  to  match  the  dis- 
play's. Brightness  is  also  worth  adjusting; 
many  screens  are  too  bright.  Some  come 
with  presets  that  let  one  button  change 
settings;  others  make  adjustment  a  chore. 
Some  Samsung  models  have  only  an 
on/off  button;  you  make  changes  via 
clever  software  that  unfortunately  delays 
your  computer's  boot-up  time. 

Many  models  come  with  built-in 
speakers,  and  some  offer  attachable  ones 
that  match  the  display.  The  built-ins 
on  NEC's  17-inch  $500  MultiSync 
LCD1735NXM  are  almost  invisible  but 
hopelessly  tinny.  In  general,  even  cheap 
outboard  speakers  sound  better  than  the 
best  built-ins,  though  they  may  clash  with 
the  LCD's  looks. 

A  few  monitors  can  pivot  from  the 
traditional  horizontal  "landscape"  orien- 
tation to  the  vertical  "portrait."  This  saves 
scrolling,  since  most  documents  and  Web 
pages  are  taller  than  they  are  wide.  View- 
Sonic's VP201b  and  Samsung's  $580  17- 
inch  SyncMaster  173P  come  with  Portrait 
Displays'  Pivot  Pro  software  to  rotate  the 
image,  but  Dell's  $720  19-inch  Ultra- 
Sharp  1901 FP  relies  on  your  video  card.  If 
its  driver  can't  rotate  the  screen  itself, 
you'll  have  to  cough  up  $40  for  Pivot  Pro. 

Television  circuitry  in  some  models 
makes  a  few  LCD  monitors  the  cheapest 


Samsung  SyncMaster  I73P:  Flips  for  portraits. 


high-definition-ready  flat-panel  TVs 
around:  17-inch  models  include  Dell's 
$700  W1700  and  Samsung's  $730  173MW. 
They  look  great  with  HDTV  or  PC  input — 
or,  thanks  to  picture-in-picture  capability, 
both  at  once.  The  Dell  offers  a  useful  low- 
tech  amenity:  a  carrying  handle.  Both 
come  with  remote  controls,  a  feature 
bizarrely  missing  from  HP's  $2,100  23- 
inch  F2304 — whose  controls  are  hard  to 
adjust  and,  until  a  forthcoming  firmware 
upgrade  arrives,  whose  16-to-10  width- 
to-height  ratio  makes  everybody  on  stan- 
dard 16-to-9  HDTV  broadcasts  look 
slightly  skinny.  (The  Dell  and  Samsung 
do,  too,  but  by  only  half  as  much.)  One 
catch:  no  fewer  than  eight  unsightly 
cables  when  you  use  PC  and  HD  inputs. 

Two  otherwise  decent  Sharp  products  I 
tried  fell  short  on  the  high-def  front:  the 
$600  (after  rebate)  LL-M17W1,  a  17-inch 
wide-screen  monitor/TV  whose  inputs  can't 
handle  HD  or  progressive-scan  DVD,  and 
the  $1,100  Aquos  LC-20B6U-S,  a  20-inch 
standard-ratio  TV/monitor  with  a  very 
grainy  1024x768  PC  resolution  and  an  HD 
picture  that  uses  even  fewer  of  those  pix- 
els, thanks  to  black  bars  across  the  top  and 
bottom. 

But  the  ancient  CRT  on  your  desk — 
and  for  now,  mine — is  doomed  to  be  a 
fossil.  Thin  is  in.  And  deserves  to  be.  F 


PVlfhf  ^  I  Stephen  Manes  (steve@cranky.com)  was  cohost  of  Digital  Duo  and  has  been  covering 
I  technology  for  two  decades.  Visit  his  home  page  at  www.forbes.com/manes. 
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QWEST  WAS  MADE  FOR  VoIP.  NOT  MADE  OVER  FOR  VoIP. 


It's  not  a  boast.  Or  an  empty  claim.  It's  a  simple  statement  of  fact.  Because  it  takes 
two  things  to  carry  Voice  over  an  Internet  Protocol:  Expertise  in  telephony.  And  expertise 
in  broadband.  Not  coincidentally,  Qwest  was  formed  when  one  of  the  leading  phone 
companies  merged  with  a  leading  broadband  provider.  So  while  others  say  they  can  make 
VoIP  happen,  we  can  actually  say  that  we  made  our  company  to  make  VoIP  happen. 

For  more  information  call  1  800-506-0663  or  contact  your  Qwest  representative. 
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Currently  available  to  t 


in  limited  areas  with  new  locations  being  added.  Please  call  lor  availability  and  for  complete  details  and  restrictions. 
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Voice  Over  IP  Goes  Mainstream 


Section  produced  by  Robert  Grossman  Written  by  Jerry  Bowles 


The  rapid  adoption  of  Voice  over  Internet  Protocol  (VoIP)  technology  is  driving  a  paradigm  shift  in 
the  telecommunications  marketplace.  VoIP  (usually  pronounced  as  a  word,  "VOIP")  enables  the 
convergence  of  voice,  data  and  video  over  data  networks.  Instead  of  using  traditional 
ircuit-switched  phone  networks,  which  utilize  a  dedicated  connection  between  callers,  VoIP  digitizes 
our  voice  into  sound  waves,  divides  them  into  packets  of  data  and  sends  them  over  a  data  network  the 
ame  way  e-mail  is  sent. 

For  businesses  and  service  providers,  the  payoff  is  lower  telecommunications  costs  and  the  ability 
o  deploy  a  variety  of  advanced,  converged  services  that  help  employees  serve  customers  better 
nd  more  efficiently.  For  consumers  and  small  businesses,  IP-based  telephone  service  offers  savings 
nd  provides  advanced  features  that  are  simply  not  available  with  traditional  service. 
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AT&T's  recently  launched  CallVantage"" 
Service  (which  expects  to  sign  up  a  mil- 
lion users  by  the  end  of  this  year)  gives 
customers  not  only  typical  features  such 
as  call  waiting,  three-way  calling  and  call 
forwarding,  but  far  more  advanced  ones 
like  call  logs,  personal  conferencing,  "do 
not  disturb"  and  "locate  me,"  which 
enables  home  phones  to  find  you  by  ring- 
ing up  to  five  phones  all  at  once  or  one 
right  after  the  other.  The  big  difference 
between  VoIP  for  consumers  and  VoIP  for 
businesses  is  that  residential  customers 
use  their  broadband  (DSL  or  cable)  con- 
nection to  access  the  main  telecommuni- 
cations network;  businesses  use  their 
proprietary  networks. 

All  the  indicators  suggest  this  is  the  big 
year  for  IP  telephony.  Market  research 
firm  Frost  &  Sullivan  predicts  the  IP 
Centrex  market  will  reach  $7.8  billion  in 
worldwide  revenues  by  2009  Two  per- 
cent of  U.S.  firms  now  use  some  form  of 
IP  telephony,  a  number  that  will  grow  to 
19%  by  2007  according  to  In-Stat.  A 
recent  Yankee  Group  survey  found  that 
73%  of  wire-line  service  providers  and 
31  %  of  wireless  operators  either  have 
implemented  or  were  testing  packet 
telephony  in  their  networks. 

In  this  special  report,  we  look  at 
some  of  the  major  service  providers 
who  are  reshaping  the  telecommunica- 


tions landscape  with  their  IP-based 
products  and  services. 

;  Covad  Makes  Moving  a 
Snap  for  American  West 
Worldwide  Express 

American  West  Worldwide  Express  is  in 
the  transportation  and  logistics  business, 
but  one  thing  the  specialist  mover  of  high- 
value  manufactured  furniture  to  retailers, 


"Covad  gave  us  a  great 
demonstration  that  showed 
the  business-level  reliability 
and  quality  were  there." 

—  Curt  Scott,  Vice 
President,  Information 
Technology,  American  West 
Worldwide  Express 

as  well  as  a  provider  of  general  commod- 
ity and  air  freight  services,  doesn't  do  is 
lug  around  a  lot  of  its  own  telephone 
equipment.  When  the  company's  main 
office  moved  to  Los  Angeles  from  a  near- 
by suburb  a  few  months  back,  the  com- 
pany simply  unplugged  its  server  on  one 
end  and  plugged  it  in  at  the  new  location. 
Because  American  West  uses  Covad's 


VoIP  ARCHITECTURE  I  HOW  IT  WORKS 

■  Broadband  Internet  connection 

■  Standard  telephone  plugged  into  telephone  adapter 


Computer 


(formerly  GoBeam's)  "virtual  PBX"  hoste 
solution,  all  the  phones  and  faxes  worke 
instantly,  all  the  numbers  remained  th 
same,  and  all  the  individual  features  se 
up  by  users  were  unchanged. 

"There  are  a  lot  of  things  that  can  g 
wrong  when  you  change  locations,"  say 
American  West's  vice  president  c 
Information  Technology  Curt  Scot 
"Normally,  you  have  to  spend  a  lot  c 
time  on  the  technical  side  making  sur 
that  the  old  phone  and  faxes  are  going  t 
be  forwarded,  and  you  have  to  tim 
everything  just  right.  With  the  Covad  soli 
tion,  you  don't  have  to  worry  about  any  c 
that.  We  started  moving  on  Friday,  and  o 
Saturday,  the  whole  system  was  set  u 
and  working  at  the  new  office." 

With  its  acquisition  of  GoBeam,  Cova 
has  now  become  a  major  player  in  what  i 
sometimes  called  the  "IP  Centrex"  ma 
ket,  which  offers  smaller  companies  a 
the  features  of  a  PBX  at  a  fraction  of  th 
cost  of  buying  and  maintaining  a  PBX  ir 
house.  By  developing  a  comprehensiv 
suite  of  business  VoIP  solutions,  Cova 
offers  small  and  medium-size  businesse 
like  American  West,  which  has  more  tha 
100  lines  and  multiple  offices,  th 
telecommunications  functionality  of  bi 
companies  at  competitive  prices. 

The  heart  of  Covad's  offering  is  a  ful 
feature  hosted  PBX  solution  that  offer 


Private  IP  Backbone 


Telephone 


Telephone  Adapter     DSL  or  Cable  Modem  Internet 

One  phone  number  for  life     Unlimited  local  and  long  distance  calling  *  Advanced  features 
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AVAyA 


a  higher  plane 
of  communication 


HEN  TAKING  YOUR  COMPANY  on  the 
1  telephony  road,  the  right  traveling 
impanion  is  essential.  Avaya  Global 
jrvices  will  not  only  get  you  going  in  the 
ght  direction,  but  we'll  guide  you  the 
hole  way.  For  starters,  we  develop  a 
>mprehensive  network  plan  that  includes 


a  multivendor,  multitechnology  IP  readiness 
assessment.  This  tells  us  what  we  need  to 
know  to  help  you  avoid  surprises  during 
implementation  and  maximize  security. 
We'll  get  you  up  and  running  easily  and 
seamlessly.  And  you  can  continue  to  count 
on  Avaya  Global  Services  to  manage  and 


constantly  monitor  your  entire  network, 
using  EXPERT  Systems 5H  Diagnostic 
Tools,  for  example,  that  remotely  resolve 
96%  of  all  system  alarms*  Go  with  Avaya, 
and  your  competitors  will  be  eating  your 
dust.  Visit  www.avaya.com/sidecar  or 
call  866-GO  AVAYA 


IP  Telephony 


Contact  Centers 


Unified  Communication 


Services 


With 


AVAYA  GLOBAL  SERVICES 

at  your  &ide,  migration  to  IP  telephony  ean  be  a 

SMOOOOTH  RIDE. 
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advanced  PBX  capabilities  without  the 
need  to  install  expensive  PBX  hardware  at 
the  customer  location.  Each  user  gets  a 
unique  phone  number  and  an  associated 
Web-based  interface  called  the 
Dashboard  to  manage  incoming  and  out- 
going phone  calls  through  a  computer. 

The  Dashboard  allows  users  to  consoli- 
date their  multiple  phone  numbers  with  a 
single  personal  telephone  number  so  that 
callers  can  reach  them  wherever  they  are. 
A  personal  virtual  fax  number  handles  all 
incoming  faxes.  The  unified  visual  mailbox 
conveniently  manages  voicemail  and  faxes 
just  like  e-mail.  Web  collaboration  and  voice 
conferencing  are  easy  to  set  up  and  use. 

"Our  business  lives  or  dies  by  the  tele- 
phone," Scott  says.  "I  was  a  little  skeptical 
about  VoIP  at  first,  but  Covad  gave  us  a 
great  demonstration  that  showed  the 
business-level  reliability  and  quality 
were  there.  Plus,  we  got  all  these  great 
advanced  features  that  we  couldn't  get,  or 
afford,  on  our  own.  What's  not  to  like?" 

©  Covad  Communications  Group  Inc.  2004. 
Covad  is  a  registered  trademark  of  Covad 
Communications  Group,  Inc.  GoBeam,  vPBX 
and  PBXi  are  trademarks  of  GoBeam,  Inc., 
a  wholly  owned  subsidiary  of  Covad 
Communications  Group,  Inc.  Service  is  not 
available  in  all  areas.  Service  guarantees 
only  available  on  certain^services.  Please  see 
www.CovadVoice.com  for  full  terms  of  service. 


,'  Siemens  Makes  Life  Work 

Picture  this:  A  new  client  calls  with  some 
last-minute  questions  that  he  needs 
answered  before  he  can  present  your 
team's  proposal  to  his  boss  for  final 
approval.  Nail  this  piece  of  business,  and 


your  team  shatters  its  quarterly  numbers. 
Lose,  and  three  months  of  labor  and 
expense  go  down  the  dram.  Trouble  is,  you 
need  your  engineering  team's  input  —  now. 

Thus  the  frantic  dial-around  begins  — 
office  phone  (message),  cell  phone 
(message),  assistant's  phone  (message) 
—  no  luck.  The  clock  is  ticking;  the  client 

Siemens  is  creating 
a  unified  domain  and  a 
unified  user  experience 
through  communication 
tools  that  make  users 
more  productive. 

is  getting  impatient.  So  you  send  an  e- 
mail  ("WHERE  ARE  YOU?")  and  an 
instant  message  (ditto).  Still  nothing. 
Unfortunately,  in  business  today,  this  is 
an  all-too-familiar  scene  in  which  you've 
likely  played  the  starring  role.  And  if  this 
client  is  like  many,  he'll  take  his  busi- 
ness elsewhere.  After  all,  why  should  he 
trust  your  team  to  get  the  job  done  right 
if  you  can't  respond  to  a  simple  request 
in  a  timely  and  efficient  manner? 

These  are  the  challenges  presented  by 
real-time  business.  In  theory,  organizations 
should  already  be  capable  of  real-time 
communications  thanks  to  the  mind-bog- 
gling array  of  communications  gear  avail- 
able today,  including  cell  phones,  instant 


messaging  and  e-mail,  as  well  as  Web, 
video  and  audio  conferencing.  But  it's  a 
sea  of  communication  islands.  What  we 
need  are  solutions  that  connect  devices 
and  modes  of  communications  to  end  the 
hit-or-miss  nature  of  communications  anc. 
resolve  questions  on  the  first  try. 

Companies  are  working  harder  than  ever 
to  win  new  customers,  keep  existing  cus- 
tomers happy,  cut  costs,  keep  employees 
—  even  mobile  employees  —  productive 
and  streamline  relationships  with  partners 
and  suppliers.  But  how  to  do  it?  The  solu- 
tion is  clear:  second-generation  IP 

Second-generation  IP  solutions  are  tak- 
ing communications  a  giant  step  beyonc 
traditional  telephony.  Unlike  first  genera- 
tion IR  which  simply  duplicated  traditiona 
telephony  on  a  data  network,  second-gen- 
eration IP  offers  new  modes  and  forms  o" 
communications:  A  buddy  list  for  a  tele- 
phone is  just  one  powerful  example. 

Presence  is  the  killer  app  of  second-gen- 
eration IR  And  presence  isn't  just  abou" 
knowing  who  is  available  for  a  chat  ses- 
sion. It's  about  finding  the  right  resource  a' 
the  right  time.  It's  about  eliminating  redun- 
dant  communications  and  filtering  ou" 
unnecessary  chatter.  And  most  powerfully 
it's  about  building  and  connecting  virtua 
teams  with  a  mouse  click. 

If  you  thought  that  IP  was  about  cutting 
communications  costs  and  simplifying  net 
work  management,  it's  time  to  take  anoth- 
er look.  Communication  over  IP  is  abou' 
really  big  business  benefits  —  revolutions 
ing  the  way  people  communicate  at  work 
at  home  and  on  the  road  by  giving  users 


IT  MIGHT  BE  EASIER  TO  TELL  YOU  WHERE  OUR  IP  NETWORK  DOESN'T  GO. 

At  Global  Crossing,  we  built  an  IP  network  that  provides  service  to  more  than  500  commercial 
centers  in  50  countries  on  5  continents.  Not  surprising  from  a  company  that  first  offered  VoIP  technology 
to  enterprises  and  wholesale  carriers  four  years  ago.  Today  our  network  carries  more  than  2  billion  VoIP 
minutes  per  month.  And  our  groundbreaking  iVideoconferencing  "  technology  promises  to  become  the 
standard  in  how  companies  communicate.  When  it  comes  to  how  we  communicate,  it's  always  with  a 
single  contact  point  for  customers.  We  believe  there's  no  better  way  to  make  sure  they  remain  satisfied 
customers.  To  look  into  becoming  one  yourself,  visit  us  at  globalcrossing.com. 


One  planet.  One  network.  Infinite  possibilities.    #  Global  Crossing 


the  ability  to  define  their  own  communica- 
tions. Siemens  is  creating  a  unified  domain 
and  a  unified  user  experience  through 
communication  tools  that  make  users 
more  productive,  whether  they're  at  the 
office,  at  home  or  on  the  road.  At  Siemens, 
this  is  called  LifeWorks  because  these 
solutions  Make  Life  Work. 

,'  AT&T  Accelerates 
Enterprise  and  Residential 
VoIP  Services 

Among  the  big  telecommunications 
players  that  have  embraced  VoIP  none 
has  made  a  bigger  —  or  more  strategic  — 
commitment  than  AT&T.  The  company 
has  greatly  accelerated  the  expansion  of 
its  VoIP  portfolio  for  businesses  and 
announced  AT&T  CallVantage ""  Service, 
which  is  being  rolled  out  and  will  soon  be 
available  in  up  to  100  markets. 

AT&T  CallVantage  is  a  broadband 
service  that  works  with  virtually  any 
broadband  Internet  connection  (cable 
or  any  DSL)  and  includes  features  such 
as  "Locate  Me"  (which  will  forward  a 
call  to  up  to  five  different  numbers), 
"do  not  disturb"  call  screening,  voice 
mail  with  options  to  e-mail  voice  mes- 
sages and  a  personal  conferencing 
service.  Because  local  calls  are  moved 
over  the  AT&T  IP  network,  customers 
can  eliminate  their  incumbent  local 
exchange  carrier  —  an  important  com- 
petitive move  reinforcing  the  compa- 
ny's aggressive  rollout  of  its  "tradition- 
al" locai  service  to  more  than  4  million 
residential  customers  nationwide. 


"VoIP  is  fundamentally  changing  the 
communications  industry,  and  AT&T 
intends  to  lead  that  transformation,"  says 
AT&T  CEO  and  Chairman  Dave  Dorman. 
"Whenever  there's  been  a  major  leap  for- 
ward in  communications,  AT&T  has  been 
the  leader.  Thanks  to  our  world-class 

"Whenever  there's 
been  a  major 

leap  forward  in 
communications,  AT&T 
has  been  the  leader." 
—  Dave  Dorman,  CEO  & 

Chairman,  AT&T 

expertise,  global  assets,  commitment  to 
service  and  heritage  of  quality,  no  one  is 
better  positioned  than  AT&T  to  propel  the 
adoption  of  this  exciting,  next  generation 
of  communications  services." 

AT&T  has  been  serving  the  VoIP  mar- 
ketplace since  1997  and  over  the  years 
has  expanded  its  IP-based  communica- 
tions portfolio  to  serve  all  of  the  key  mar- 
ket segments  —  call  centers,  large  enter- 
prises, small  offices,  teleworkers  and  res- 
idential users. 

A  big  plus  for  AT&T  on  the  enterprise 
side  is  that  it  is  the  first  and  only  service 
provider  committed  to  deliver  interoper- 
ability with  the  five  leading  IP  PBX 


providers  in  the  industry.  "For  businesses 
today,  VoIP  is  a  critical  investment  for  pro- 
ductivity  and  improved  performance,' 
says  Cathy  Martine,  senior  vice  president 
AT&T  Internet  Telephony,  Consume 
Marketing  and  Sales.  "Our  relationships 
and  ability  to  interoperate  with  the  leadinc 
IP  equipment  vendors  is  a  key  compo 
nent  of  our  strategy  in  developing  Vol F| 
services  and  applications.  Working  with 
them,  we  will  help  businesses  migrate  tci 
a  converged  voice  and  data  networking 
environment  at  their  own  pace." 

{  NEC  Unified  Solutions 
Provides  Evolutionary  Path 
To  Convergence 

For  many  enterprises,  the  transition  tc 
IP  networks  is  being  driven  not  simply  b> 
the  possibility  of  reducing  costs,  but  ir 
large  measure  by  the  promise  of  conver 
gence  —  the  ability  to  bring  all  of  an  orga 
nization's  separate  networks  and  service: 
for  data,  voice,  video,  Internet  and  mobile 
onto  a  single,  unified  network  platform 
The  demand  for  reliable  partner/provider: 
that  can  help  enterprises  move  towarc 
that  goal  while  protecting  their  existinc 
investments  has  created  a  significan 
opportunity  in  the  marketplace. 

That  opportunity  was  not  lost  on  NEC 
America,  which  in  April  2004  launched  « 
new  services  and  equipment  provide 
called  NEC  Unified  Solutions,  whicfi 
serves  large  enterprises  and  major  verti 
cal  industries  such  as  health  care,  educa 
tion  and  hospitality  across  North  America 
With  more  than  $600  million  in  revenue: 


If  Your  Business  Lives  and  Dies 

By  the  Telephone, 
Now's  Your  Chance  to  Live  a  Little 

Introducing  Business-Quality  Voice  over  IP 


Introducing  Business-Quality  Voice  over  IP 
Residential  Voice  over  Internet  Protocol  (VoIP)  has  been  get- 
ting a  lot  of  well-deserved  buzz  lately.  The  savings  are  great 
but  the  quality  and  scalability  that  office  systems  need  just 
hasn't  been  there  -  until  now.  We  just  put  Voice  over  IP  to 
work  for  businesses. 

Covad  Business-Quality  Voice  over  IP  is  tested,  reliable  and 
simple.  It's  a  fully  hosted  service,  needing  minimal  adminis- 
tration. And  we've  combined  office  phone  and  high-speed 
internet  access  under  one  carrier  -  and  one  bill. 

•  Business-Grade  Voice  Quality 

•  Delivered  Over  a  Managed,  Secure  Network 

•  Integrated  Voice  and  Data;  One  Carrier,  One  Bill 

•  Find-Me,  Reach-Me  for  Mobile  Teams 

•  Unlimited,  Free  On-Net  Minutes 

•  Award-Winning  Dashboard  Interface 

Users  now  have  the  power  to  control  phones  in  a  way  not 
possible  before.  Mobile  teams  like  the  "find  me,  reach  me" 
feature.  Management  likes  tracking  phone  usage  from  a 
Web-based  browser.  And  you  won't  pay  a  higher  phone  bill, 
in  fact,  you'll  save;  20%  to  40%  savings  are  usually  the  case. 

Case  study:  Horticultural  products  wholesaler 

with  nine  offices,  230  phones  and  growing  like  a  weed 


Covad  VoIP 
$134,810 
$41,899 

$1,285,543 


Legacy  PBX 
Technology 

$284,267 

$56,009 

$1,809,735 


Set  up  fees 
Monthly  fees 
3-year  TCO 

Covad  VoIP  Savings 

Covad  owns  and  operates  the  only  national  DSL  broadband  network  and  is  now  rolling  out  Business-Quality  Voice  over  IP  across 
I  our  network.  Let  us  show  you  how  we  can  improve  productivity  and  lower  your  telecom  and  data  costs.  Point  your  browser  to 

www.CovadVoice.com 


$687,759 
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and  1,500  employees,  NEC  Unified 
Solutions  was  built  from  the  established 
assets  of  NEC  America's  enterprise  com- 
munications equipment,  services  and 
direct  sales  organizations.  Focused  prima- 
rily on  the  enterprise,  the  new  NEC  unit 
wiil  serve  its  markets  directly  and  via  its 
national  reseller  channel.  The  company 
will  also  tap  the  global  NEC  network  for 
major  accounts  and  will  work  with  indus- 
try-leading hardware,  software  and  servic- 
es partners  to  develop  new  opportunities 
and  create  more  robust  solutions. 

"NEC  Unified  Solutions  was  created  as 
a  strategic  step  to  align  NEC's  North 
American  operations  with  recent  global 
initiatives  NEC  has  undertaken  to  capital- 
ize on  its  technological  superiority  and 
what  we  perceive  as  a  significant  market 
opportunity,"  says  Thomas  J.  Burger,  pres- 
ident and  CEO  of  NEC  Unified  Solutions. 
"Our  goal  is  to  leverage  the  resources  of 
our  development  teams,  strategic  part- 
ners and  channels  across  all  NEC  entities 
and  geographical  borders  to  be  the  single- 
source  provider  of  choice  of  voice,  data 
and  video  solutions  for  the  enterprise." 

In  March,  NEC  America  introduced  a 
pure-IP  architecture  and  new  NEC 
product  family  to  unify  voice,  video  and 
data  onto  a  single  network.  The  archi- 
tecture, named  UNIVERGE,  combines 
products,  applications  and  services 
into  a  complete  solution  designed  to 
make  organizations  more  productive 
and  efficient.  The  UNIVERGE  architec- 
ture and  product  family  lays  the 
groundwork  for  the  evolution  from  tra- 


ditional telephony  to  integrated  VoIP 
data  and  video  networking  solutions. 

"Our  goal  is  to  help  customers  move  to 
next-generation  convergence  in  ways  that 
minimize  risk  and  optimize  performance," 
Burger  says.  "NEC's  new  platforms  han- 
dle a  mix  of  IP  and  TDM  devices  and  traf- 

"Our  goal  is  to  help 
customers  move  to 
next-generation 
convergence  in  ways 
that  minimize  risk  and 
optimize  performance." 
—  Thomas  J.  Burger, 
President  &  CEO,  NEC 
Unified  Solutions 

fic,  so  a  migration  to  IP  doesn't  have  to  be 
an  all-or-nothing  proposition."  He  notes, 
for  example,  that  the  features,  functions 
and  applications  currently  delivered  by 
NEC's  traditional  PBXs  and  key  systems 
move  forward  with  the  new  platform. 

"NEC's  approach  to  convergence  has 
always  been  more  evolutionary  than  revo- 
lutionary," Burger  says.  "The  core  philoso- 
phy that  drives  the  development  and 
introduction  of  NEC's  converged  solutions 
is  that  customers  should  be  allowed  to 
evolve  to  new  technology  when  it  makes 
sense  for  them.  As  technology  continues 
to  evolve,  our  goal  is  to  offer  our  cus- 


tomers the  broadest  range  of  proven 
products,  applications  and  service  choic- 
es and  allow  them  to  adapt  new  technol- 
ogy at  a  rate  that  best  meets  their  needs." 

,'  Polycom's  IP  Telephones 
Help  California  City  Cut 
Costs,  Improve  Service 

The  city  of  Oceanside,  Calif.,  has  long 
been  at  the  forefront  of  technologica 
innovation.  The  city  was  one  of  the  firsl 
local  government  agencies  to  post  a  Wet 
site,  and  in  1997  when  it  began  using  its 
own  data  network  and  the  Internet  to  dig- 
itally transmit  voice  communications, 
Oceanside  became  a  pioneer  in  the  use 
of  VoIP  technology. 

"We  wanted  to  use  our  data  network  tc 
its  fullest  capacity,"  says  Michae 
Sherwood,  the  city's  chief  informatior 
officer.  Because  a  VoIP  system  enables 
voice  and  data  communications  to  share  c 
single  network,  it  maximizes  the  use  o" 
an  existing  IT  infrastructure  while  elimi- 
nating many  of  the  fees  and  administra- 
tion hassles  associated  with  a  traditiona 
public  switched  telephone  network 
(PSTN). 

Although  the  decision  to  go  to  VolF 
was  fairly  straightforward,  the  search  fo 
an  acceptable  software  and  phone  sys 
tern  proved  slightly  more  complex.  Witf 
almost  2,000  phone  lines  at  42  locations 
serving  nearly  1,000  employees 
Oceanside  needed  to  ensure  that  its 
VoIP  system  was  flexible  enough  to  pro 
vide  a  useful  array  of  features,  scalable 
enough  to  accommodate  growth  anc 


The  move  to  VoIP 

doesn't  have  to  feel  ike  this. 


reliable  enough  to  enable  rapid  response 
to  city  emergencies.  Ultimately,  the  city 
opted  to  deploy  Polycom's  SoundPoint  IP 
500  phones  running  on  Sphericall 
telecommunications  software  from 
Sphere  Communications. 

"The  Polycom/Sphere  system  meets 
all  of  our  requirements,  and  that  is  not 
easy  to  do,"  Sherwood  says.  To  begin 
with,  both  system  components  are 
open  standards-based.  Furthermore, 
Polycom  phones  integrate  smoothly 
with  Sphere  software,  while  providing 
top-quality  sound,  construction  and 
design.  "We  have  used  Polycom  confer- 
ence phones  in  our  conference  rooms 
for  years,  so  we  knew  we  would  be 
working  with  a  vendor  of  highly  func- 
tional products,"  says  Sherwood.  . 

Thanks  to  a  streamlined  infrastructure 
that  drastically  reduces  maintenance 
and  operating  requirements,  the  city  has 
cut  its  telephone  service  costs  by  45%. 
In  addition,  because  the  city  no  longer 
relies  on  the  public  switched  network  or 
a  PBX  for  call  management  services, 
Oceanside  now  avoids  traditional  toll 
costs  and  has  eliminated  the  need  for 
dedicated  phone  personnel. 

"Polycom's  VoIP  phones  cost  15%  to 
25%  less  than  standard,  off-the-shelf, 
three-line,  analog  phones,"  Sherwood 
says.  "The  quality  construction  of  the 
phones  means  they  last  considerably 
longer.  Our  old  analog  phones  failed  fre- 
quently and  had  to  be  replaced  every  18 
to  24  months.  We  get  longer  life  and 
greater  efficiency  from  our  Polycom  sys- 


tem. In  fact,  our  Polycom  IP  telephone 
system  paid  for  itself  in  two  short  years." 

Founded  in  1990,  Polycom  has  been  a 
pioneer  and  industry  leader  in  the  devel- 
opment of  end-to-end  rich  media  collabo- 
rative applications  for  voice,  video,  data 
and  the  Web  from  desktop  and  mobile 
personal  systems  to  room  systems  to  the 
network  core. 

"We  get  longer  life  and 
greater  efficiency  from  our 
Polycom  system.  In  fact, 
our  Polycom  IP  telephone 
system  paid  for  itself  in 
two  short  years." 
—  Michael  Sherwood,  CIO, 
City  of  Oceanside,  Calif. 

"We  are  focused  on  the  customer  expe- 
rience and  develop  deep  partnerships  with 
IP  PBX  and  Softswitch  providers,  such  as 
Sphere  Communications,  to  ensure  inter- 
operability and  an  end-to-end  solution  for 
our  joint  customers,"  says  Jim  Kruger,  vice 
president  of  marketing  for  Polycom's  Voice 
Communications  Division.  "Our  full  range 
of  voice,  video  and  Web  conferencing  and 
collaboration  solutions  enable  organiza- 
tions of  all  sizes  to  increase  productivity 
and  agility  by  cutting  costs,  simplifying 
system  management,  fostering  real  time 
collaboration  and  decision  making,  and 


improving  relationships  with  employees, 
customers  and  partners." 

,'  Global  Crossing  Offers 
Seamless  Migration  Path  to 
IP  Networking 

Enterprise  network  managers  are 
under  mounting  pressure  from  manage- 
ment to  adopt  IP-based  voice,  video  anc 
data  applications  over  a  single  commor 
corporate  network.  But  making  the  transi- 
tion in  one  big  leap  is  often  impossible 
because  of  budget  and  technical  con- 
straints. That's  why  many  enterprises  are 
looking  for  ways  to  migrate  to  an  all-IF 
voice  network  environment  at  their  owr 
pace,  without  having  to  invest  in  expen- 
sive network  infrastructure. 

Therein  lies  a  major  market  opportunitv 
for  Global  Crossing.  Because  its  VolF 
backbone  is  fully  interoperable  with  its 
time-division  multiplexing  (TDM)  back- 
bone and  provides  enterprises  a  migratior 
path  toward  a  fully  IP  voice  network  on  a 
timetable  that  meets  their  conversior 
requirements,  the  company  believes  H 
holds  a  significant  advantage  in  the  IF 
telephony  marketplace. 

"Enterprises  are  demanding,  cost- 
effective,  highly  secure  and  reliable 
seamless  migration  solutions  to  VolF 
leading  to  a  fully  converged  IP  network 
of  voice,  video  and  data  over  a  single 
connection,"  says  Anthony  Christie 
Global  Crossing's  chief  marketing  offi- 
cer. "Offered  through  our  interoperable 
secure  IP  voice  network  and  combinec 
with  our  global  reach,  today's  new  VolF 
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NEC  brings  more 
to  the  equation  than 
the  traditional  answer. 


Just  adding  up  the  pieces  of  your  network  won't  necessarily 
give  you  the  greatest  competitive  advantage. 

Whether  deploying  reliable  IP  Telephony  across  a  multi-campus 
environment  or  providing  a  comprehensive  set  of  services 
to  help  you  get  the  most  of  your  network  performance, 
NEC  Unified  Solutions  will  help  you  achieve  a  total  solution 
that  is  greater  than  the  sum  of  its  parts. 


NEC  Unified  Solutions,  Inc. 


Building  Communications  Solutions.  Delivering  Excellence. 


www.necunifiedsolutions.com/letushelp 


services  not  only  meet  enterprise  cus- 
tomers' demands,  but  also  maximize 
their  existing  network  investments." 

Global  Crossing  began  offering  service 
on  its  carrier-class  VoIP  network  in 
September  2000  and  today  owns  one  of 
the  industry's  largest  operating  VoIP 
networks  in  terms  of  both  minutes  of  use 
and  number  of  points  of  presence.  Its  net- 
work encompasses  27  VoIP  gateway  cen- 
ters in  10  countries  throughout  North 
America,  Europe  and  Latin  America,  pro- 
viding connectivity  to  enterprise  and  carri- 
er customers  worldwide. 

One  indication  of  how  quickly  VoIP  is 
being  adopted  is  that  Global  Crossing 
more  than  doubled  the  traffic  transmitted 
on  its  VoIP  network  between  January 
2003  and  March  2004,  growing  from  1.16 
billion  minutes  per  month  to  2.4  billion 
minutes  per  month,  which  represents 
approximately  40%  of  its  total  voice  traf- 
fic. At  the  same  time,  it  boosted  the  avail- 
ability of  its  network,  recording  99.999% 
uptime  for  2003  and  year-to-date  2004. 

In  April,  Global  Crossing  expanded  its 
offerings  from  VoIP  On-net  Transport  to 
include  VoIP  Outbound,  VoIP  Toll-free  and 
VoIP  On-net  Plus.  VoIP  Outbound  will 
transport  enterprise  IP  voice  traffic  for 
domestic  and  international  long  distance 
and  provide  off-net  TDM  termination.  VoIP 
Toll-free  will  accept  inbound  TDM-based 
toll-free  traffic  and  convert  it  to  IP  for  ter- 
minating at  enterprise  locations.  VoIP  On- 
net  Plus  will  support  all  TDM-  or  IP-based 
traffic  from  an  enterprise  for  on-net  trans- 
port to  any  of  its  500  cities. 


VoIP  On-net  Transport  has  been  avail- 
able globally  since  May  2003.  VoIP 
Outbound  and  VoIP  Toll-free  are  expect- 
ed to  be  available  later  this  summer  in 
North  America,  with  phased  rollouts  to 
other  regions.  VoIP  On-net  Plus  and 
Global  Crossing's  Managed  VoIP  Services 
are  planned  for  availability  in  the  fourth 
quarter  of  2004  in  North  America.  In  May, 
the  company  introduced  its  Global 
Crossing  Solutions  Suites  for  Govern- 
ment, delivering  high-bandwidth  and 
secure  IP  network  services  to  meet  the 
integrated  communications  needs  of  gov- 
ernment agencies. 

"Our  IP-based  network  now  reaches 
more  than  500  major  cities  around  the 
world  and  provides  services  to  40%  of 
the  world's  500  largest  companies," 
Christie  says.  "We  expect  more  than 
90%  of  our  voice  traffic  to  be  VoIP  by  the 
end  of  2006." 


;  Avaya  IP  Telephony  Solutions 
Drive  Greater  Mobility, 
Customer  Satisfaction 
And  Productivity  for 
21st-century  Businesses 

Business  in  the  21st  century  presents 
myriad  challenges  that  high-performing 
companies  must  meet  in  order  to  retain 
their  competitive  edge.  The  demands  of 
an  increasingly  mobile  workforce  require 
instant  access  to  company  resources 
regardless  of  geographic  boundaries. 
Customers  —  the  lifeblood  of  every  busi- 
ness —  expect  fast  and  knowledgeable 
service,    whether   they   are  making 


requests  in  person,  on  the  phone  or  from 
a  Web  site.  And  finally,  chief  executives 
and  small  business  owners  are  assessing 
new  business  models  driven  by  new 
communications  technologies,  while 
evaluating  how  to  sweat  the  assets  of 
previous  infrastructure  investments. 

The  solution  to  these  challenges  can! 
be  found  in  Internet  protocol  telephony, 

"Our  IP-based  network 
now  reaches  more 

than  500  major  cities 
around  the  world." 
—  Anthony  Christie, 

CM0,  Global  Crossing 

a  software-based  technology  that  uses 
voice  over  IP  to  transmit  voice  as  data 
over  a  network.  Using  converged  solu- 
tions from  Avaya,  the  leader  in  IF 
telephony*,  businesses  can  drive 
greater  mobility  by  turning  one's  laptop 
into  a  fully  functional  office  phone  — 
complete  with  conference,  hold  anc 
transfer  functions  —  that  travels  with 
workers  wherever  they  go.  More  effec- 
tive customer  service  can  be  achievec 
by  linking  every  contact  center  agent, 
branch  employee  and  mobile  worker, 
allowing  instant  collaboration.  These  anc 
other  benefits  of  Avaya  IP  telephony 
solutions  foster  a  more  productive 
organization  that  can  readily  adapt  tc 
changing  requirements. 
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Can  your  network 
carry  it  all?  > 


■  MM' 


GAIN  ADAPTABILITY.  Can  your  network  carry  both  voice  and  data  throughout  the  world?  Can  it 
ease  you  into  IP  telephony  at  your  own  pace,  while  still  giving  you  the  reliability  and  security  you 
expect?  Can  it  deliver  new  business  applications  that  provide  greater  return  on  investment  than  you 
may  have  thought  possible?  AT&T  has  the  networking  expertise  to  deliver  VoIP  services  and 
applications  that  interoperate  with  the  industry's  leading  VoIP  equipment  providers.  Plus,  the  capacity 
to  carry  all  your  applications  forward-no  matter  how  heavy  the  load.  CAN  YOUR  NETWORK  DO  THIS? 


AT&T 

The  world's  networking  company5 


For  a  network  that  can,  call  1-888-889-0234 

att.com/networking 


"Organizations  are  being  challenged 
every  day  to  grow  revenue  through 
increased  productivity  and  improved 
customer  satisfaction,"  says  Don 
Peterson,  chairman  and  CEO  of  Avaya. 
"Avaya  helps  businesses  meet  these 
challenges  with  solutions  that  improve 
the  quality,  speed  and  accuracy  of  com- 
munications. Our  IP-based  solutions 
empower  employees  in  any  location 
with  the  headquarters-quality  communi- 
cations and  customer  service  capabili- 
ties required  to  collaborate  more  effec- 
tively and  serve  customers  better." 

The  benefits  of  IP  telephony  can  be  gar- 
nered easily  and  cost-effectively  through  a 
migration  path  offered  by  Avaya.  Through 
this  strategy,  enterprises  can  undergo  an 
IP  evolution,  while  protecting  85%  or 
more  of  their  current  network  invest- 
ments**. Avaya  also  helps  enterprises 
build  a  completely  new  IP  infrastructure 
from  scratch  as  needs  dictate.  Either  way, 
IP  telephony's  benefits  have  an  immedi- 
ate impact. 

An  organization  that  chose  a  migra- 
tion path  to  IP  telephony  is  Florida's 
Miami-Dade  Fire  Rescue  (MDFR), 
which  set  out  to  deliver  reliable  com- 
munications to  its  remote  and  mobile 
workers.  The  seventh-largest  emer- 
gency response  unit  in  the  U.S., 
Miami-Dade  Fire  Rescue  incorporated 
Avaya  IP  telephony  to  manage  tens  of 
thousands  of  calls  simultaneously  and 
ensure  consistent  communications 
while  workers  are  at  the  station  or 
heading  to  an  emergency. 


The  organization  extended  important 
IP  features  to  more  than  60  fire  sta- 
tions. Now  workers  can  use  new 
mobility  capabilities  to  hold  instant 
multiparty  conferences  on  the  go  or 
bridge  calls  made  to  an  office  phone  to 
a  cellular  phone.  These  enhancements 
were  obtained  while  reducing  costs, 
saving  the  county  about  $1  million  over 
five  years. 

"Our  IP-based 
solutions  empower 
employees  in  any 
location  with  the 
headquarters-quality 
communications  and 
customer  service  capabilities 
required  to  collaborate  more 
effectively  and  serve 
customers  better." 
—  Don  Peterson, 
Chairman  &  CEO,  Avaya 

"Our  battalion  chiefs  think  it's  incred- 
ible since  they  can  receive  important 
calls,  whether  they're  in  the  fire  truck, 
in  the  station's  back  room  or  in  their 
office,"  says  Michael  Crisler,  MDFR's 
telecommunications  director.  "With 
mobility  tools  such  as  Avaya  Extension- 
to-Cellular,  they  can  answer  emer- 


gency calls  on  their  cell  phone,  walk 
back  into  the  station  and  pick  up  the 
same  call  on  their  office  line  —  seam 
lessly  and  without  interruption." 

Avaya  converged  solutions  include  IP- 
based  MultiVantage™  Communications 
Applications,  which  power  telephony,  con- 
tact centers,  messaging  and  unified  com- 
munications. Avaya  also  delivers  compre- 
hensive network  readiness  assessments 
and  security  and  business  continuity  con- 
sulting services  designed  to  ensure 
secure,  continuous  communications. 
For  more  information,  visit 
www.avaya.com/iptelephony. 

'According  to  Synergy  Research  Group  report, 
Q1  2004  **Based  on  historical  results.  Individ- 
ual results  may  vary  depending  upon  your 
specific  network  environment. 


■  Qwest  Leads  the  Way  in 
Delivering  Comprehensive 
VoIP  Services  for  Businesses 
and  Consumers 

In  December  2003,  Qwest  Communi- 
cations, the  telecommunications  giant 
with  25  million  customers  and  approxi- 
mately 45,000  employees  in  14  states, 
became  the  first  major  telecommunica- 
tions provider  to  offer  VoIP  to  residents 
customers  when  it  rolled  out  service  ir 
Minneapolis-St.  Paul.  Qwest  believes  its 
unique  blend  of  local  and  long-haul  net- 
work assets  makes  VoIP  a  natural  fii 
because  the  company  can  offer  the 
"last-mile"  broadband  connection  tc 
customers'  homes  through  DSL  anc 
then  transport  the  long-haul  traffic  ontc 


its  nationwide  data  and  IP  network.  The 
company  plans  to  expand  its  residential 
service  to  its  14-state  local-service 
region  by  the  end  of  the  year  and  —  tak- 
ing advantage  of  its  extensive  IP  back- 
bone —  Qwest  plans  to  offer  a  busi- 
ness-grade VoIP  service  nationwide, 
beginning  this  summer. 

"When  you  look  at  the  components 
that  go  into  being  a  VoIP  provider, 
Qwest  is  uniquely  qualified,"  says  Joe 
Glynn,  vice  president  of  product  strat- 
egy at  Qwest.  "We're  a  local  phone 
company,  and  we're  also  a  long-dis- 
tance company,  so  we  have  extensive 
expertise  in  both  areas.  We're  a  top 
DSL  provider,  and  we  can  deliver  a 
high-speed  connection  directly  into 
customers'  homes  to  and  from  our 
state-of-the-art  IP  network.  For  enter- 
prises, our  iQ  Networking™  services 
are  second  to  none." 

VoIP  promises  to  deliver  features  that 
business  and  residential  customers  can- 
not have  today  on  their  traditional  phone 
lines,  such  as  "click  to  call,"  which  allows 
callers  to  click  on  a  name  from  a  list,  and 
their  computers  automatically  make  the 
calls  via  VoIP  connections.  Another  new 
feature  gives  users  the  ability  to  forward  a 
voicemail  as  an  e-mail  attachment. 

"The  true  excitement  of  VoIP  is 
about  the  enormous  possibilities  that 
are  opening  up  in  all  sorts  of  indus- 
tries," continues  Glynn.  "Similar  to 
the  proliferation  of  the  Internet,  as 
VoIP  becomes  more  common,  we  will 
see  new  applications  popping  up 


every  day  that  will  expand  its  pres- 
ence and  capabilities  into  areas  we've 
not  yet  imagined." 

In  a  move  certain  to  help  accelerate  the 
growth  of  VoIP  in  May,  Qwest  was  the 
first  incumbent  local  exchange  carrier  to 
eliminate  local  access  fees  for  "true  VoIP" 
calls  that  terminate  on  the  Qwest  net- 
work. The  fees  were  created  after  the 


"When  you  look 
at  the  components  that 
go  into  being  a  VoIP 
provider,  Qwest  is 
uniquely  qualified.  For 

enterprises,  our  iQ 
Networking™  services 
are  second  to  none." 
—  Joe  Glynn,  Vice 
President,  Product  Strategy, 
Qwest  Communications 


breakup  of  AT&T  in  1984  to  compensate 
local  service  providers  for  carrying  long- 
distance phone  calls.  True  VoIP  calls  rely  on 
a  broadband  connection,  such  as  DSL  or  a 
cable  modem,  and  an  Internet  protocol 
conversion  of  the  underlying  transmission. 


"With  the  growing  popularity  of  broac 
band  communications  services,  we  felt 
is  important  to  identify  solutions  that  helj 
accelerate  the  deployment  and  delivery  c 
VoIP  to  customers  across  the  U.S.,"  say 
Steve  Davis,  Qwest  senior  vice  presidem 
public  policy.  "Enabling  the  broad  deploy 
ment  of  true  VoIP  services  —  free  fron 
access  charges  and  technology  cor 
straints  —  is  good  for  customers,  goo' 
for  the  industry,  and  it  makes  good  bus 
ness  sense  for  Qwest." 
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Holding  back  angry 
mobs:  Keith  Smith. 


A  pop-up  advertiser  survives  by  trying  to  be  less 
obnoxious  than  his  rivals,  by  tatiana  serafin 


THESE  ARE  THE  DRIVE-BY  SHOOTINGS  OF  CYBERSPACE: 
pop-up  ads  not  sponsored  by  the  Web  site  you're  visiting. 
Who  wants  to  go  to  the  New  York  Times  Web  site,  only  to 
be  hawked  Pepto-Bismol  Chewables  (maybe  a  good  thing 
on  a  bad  news  day)?  Consumers  can  only  get  mad — or 
blame  their  Internet  service  provider.  Some  corporate  Web  sites, 
claiming  they've  been  hijacked,  are  trying  to  get  even  by  suing.  Say 
what  you  will,  the  ads  are  here  to  stay.  Software-based  Internet  ad- 
vertising, a.k.a.  pestware  and  spyware,  is  a  $200  million-a-year  busi- 
ness— a  fraction  of  the  $7.3  billion  Internet  ad  market  but  expected 
to  grow  up  to  35%  this  year,  says  research  firm  Emarketer. 

How  to  stay  in  the  game  and  out  of  court?  One  of  three  lead- 
ing players,  1 80solutions  in  Seattle  is  trying  to  lower  the  annoyance 
factor.  For  one  thing,  it  makes  the  download  process  more  trans- 
parent, so  you  really  know  you're  signing  up  for  its  adware.  Go  to 
a  Web  site  like  the  one  for  rapper  Sir  Mix- A- Lot,  a  1 80  partner,  and 
it  says  you  must  download  1 80's  Zango  program  if  you  want  to 
hear  free  new  music.  A  Zango  icon  sits  on  your  desktop  and  com- 
municates with  a  central  server  so  that  when  you  shop  at  a  partic- 
ular site,  its  competitors'  ads  pop  up,  too — but  only  two  of  them 
every  time  you  log  on.  Zango  can  be  uninstalled  via  Add  and  Re- 
move Programs  in  Windows'  control  panel.  Compare  that  with  the 
Trojan  Horse  strategies  of  rivals  Claria  (once  known  as  Gator)  and 
WhenU:  Their  software  is  often  embedded  in  games  or  screen  savers 
that  many  people  download  unknowingly.  (The  companies  insist 
they  give  fair  warning  of  what  you're  downloading  in  their  click-on 
licenses.)  "No  need  to  be  obnoxious,"  says  Keith  Smith,  33,  who 
founded  180  in  1999. 


So  far  he's  managed  to  stay  out  of 
hot  water.  The  Federal  Trade  Commis- 
sion held  workshops  on  spyware  in 
April,  knocking  companies  (read  Claria 
and  WhenU)  for  failing  to  disclose  how 
their  software  programs  glom  on  to  PCs 
and  how  they  misbehave  thereafter.  A 
multidistrict  suit  in  Georgia — initially 
bringing  together  12  plaintiffs,  including 
Wells  Fargo,  Hertz  and  UPS — charged 
Claria  with  trademark  infringement  and 
unfair  competition.  In  May  L.L.  Bean 
sued  Nordstrom,  J.C.  Penney,  Atkins  and 
Gevalia  for  pop-ups  that  appeared  on 
Bean's  Web  site  courtesy  of  Claria;  the 
complaint  alleges  the  ads  crossed  the  line 
of  fair  business  practices.  WhenU  is 
being  sued  by  U-Haul,  Wells  Fargo, 
1  -800-Contacts  and  others. 

Smith  hasn't  always  kept  his  nose 
clean.  Zango's  predecessor,  N-case,  bun- 
dled free  software  like  MP3  utilities  without  adequately  informing 
users  they  were  also  getting  spyware.  Consumers  complained 
about  invasion  of  privacy.  Smith  dropped  some  distributors  of 
N-case,  but  the  pestware  still  clings  to  millions  of  PCs. 

There  were  financial  troubles,  too.  Spawned  at  the  edge  of  the 
dot-com  explosion,  1 80  steadily  lost  businesses  and  faced  bank- 
ruptcy in  2002  after  its  largest  customer,  Internet  advertiser  24/7 
Real  Media,  decamped.  Smith,  who  had  handled  e-commerce  for 
an  online  mortgage  firm,  put  everyone  in  the  organization  to 
work  hunting  for  new  clients.  He  also  renegotiated  $1.2  million  in 
vendor  liabilities  and  bank  loans. 

Last  year  180  turned  profitable,  netting  25%  on  revenue  of 
$19.4  million.  Its  6,000  clients  range  from  tiny  outfits  to  Alaska  Air- 
ways, Las  Vegas  Hotel  Group  and  Ebay.  The  business  model  has 
changed,  too.  Instead  of  relying  on  electronic  distributors,  Smith 
approaches  second-  and  third-tier  Web  sites  that  offer  free  games 
and  gimmicks,  paying  them  a  fee  (depending  on  the  number  of 
different  visitors).  Advertisers  cough  up  a  sales  commission,  when- 
ever a  user  buys  a  product  via  Zango,  or  a  cost-per-visitor  fee. 
There  are  now  believers:  In  March  Spectrum  Equity  Investors  in 
Menlo  Park,  Calif,  kicked  in  $40  million  for  an  undisclosed  stake. 

But  watch  out  for  that  swelling,  angry  mob.  Legislators  in  Utah 
passed  an  antispyware  bill  in  March  (currently  being  contested  in 
court),  and  California  is  considering  similar  sanctions.  Federal  bills 
to  ban  pestware  are  in  committee  in  the  House  and  Senate.  ISPs 
EarthLink  and  Road  Runner  aren't  waiting  around  for  the  bureau- 
crats to  act.  Each  has  introduced  free  pop-up  blockers  and  spyware 
deleters  for  their  customers.  F 
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EIGHT  MONTHS  AFTER  THE  LAUNCH  OE  WHAT  SEEMED  LIKE 
a  promising  business,  Brad  Saltzman  and  Stephen  Bikoff 
are  scraping  the  bottom  of  their  cracker  barrel.  They  had 
grand  plans  for  a  nationwide  chain  of  low-carb  food  stores 
under  the  name  Pure  Foods.  So  far  dieir  two  stores,  in 
Santa  Monica,  Calif,  and  Beverly  Hills,  are  losing  money,  with  scant 
prospects  of  recovering  $400,000  in  startup  capital.  They  arc  also  on 
the  hook  for  $50,000  in  personal  guarantees  on  long-term  leases. 
A  onetime  Atkins  diet  devotee,  Saltzman  went  on  a  food  binge  in 
March,  putting  on  15  pounds  in  one  month. 

The  Santa  Monica  store  is  doing  $800  a  day  in  sales,  down 
from  $3,200  in  January.  To  avoid  breaking  the  two-year  lease  in 
Beverly  Hills,  where  sales  never  took  off,  the  two  grocers  have 
turned  the  1,400-square-foot  store  into  a  fancy  market,  offering 
such  high-carb  varieties  as  H&H  bagels,  Zabar's  chocolate  rugelach 
and  Coppola  pasta,  all  from  New  York.  An  Atkins  food  display 
that  once  occupied  center  stage  has  been  relegated  to  the  rear.  The 
store  once  carried  1 ,300  low-carb  items;  now  it's  down  to  1 00. 

So  what  went  wrong?  "We  thought  we  were  invincible  be- 
cause the  low-carb  trend  seemed  so  solid,"  says  Saltzman,  36. 
"That's  why  we  didn't  do  any  due  diligence.  We  just  dove  into  it." 

This  story  begins  last  summer.  As  general  manager  of  the  Red 
Lion  Inn  in  Modesto,  Calif.,  Saltzman  set  up  a  command  center 
during  the  search  for  Laci  Peterson.  When  allegations  of  murder 
surfaced  against  her  husband,  Scott,  Saltzman  refused  to  accom- 
modate the  Peterson  family  at  the  hotel.  His  bosses  fired  him  in 
July.  Emotionally  drained,  Saltzman  turned  to  food  as  solace.  His 
childhood  friend  Bikoff,  now  36,  was  also  miserable  and  getting 
fat.  A  talent  manager,  Bikoff  couldn't  deal  with  the  fact  that  clients 
dumped  him  after  becoming  successful.  To  forget  their  woes,  the 
two  friends  took  a  three-week  trip  to  Europe,  where  they  ate 
themselves  into  a  frenzy — and,  after  jettisoning  several  business 
ideas,  discussed  what  would  become  Pure  Foods. 

Once  Stateside,  the  pair  confirmed  their  low-carb-craze 
hunch  by  visiting  a  store,  an  hour  from  Modesto,  where  people 
were  willing  to  wait  in  line  1 5  minutes  and  more  to  check  out.  Los 
Angeles,  they  decided,  would  be  their  starting  place.  "L.A.  is  vain 
and  materialistic;  everybody  is  on  a  diet  all  the  time,"  says  Saltz- 
man, who  was  raised  there.  He 
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"Pack  of  entrepreneurs  chased 

tracked  down  California  Pizza 

Kitchen's  real  estate  broker.  "Whoever  their  broker  was,  he  had  to 
be  sharp;  they  have  great  locations,"  he  says.  Soon  he  and  Bikoff 
met  with  the  broker,  Kyle  Kavanaugh,  over  breakfast.  By  the  end  of 
the  meal  Kavanaugh 's  map  of  L.A.  had  12  red  dots,  representing 
the  city's  neighborhoods.  "We  had  to  open  as  many  stores  as  we 
could  before  someone  else  came  along,"  says  Saltzman. 

Kavanaugh  found  a  good  location  in  a  small  strip  center  in 
Santa  Monica.  That  same  week  Saltzman  scouted  for  locations  in 
Beverly  Hills  and  came  across  a  space  two  blocks  from  ril/y 
Rodeo  Drive.  At  $45  a  square  foot  per  year,  it  was  well  below  the 
neighborhood's  average  rental  price;  sensing  a  steal,  Saltzman 
was  determined  to  get  it.  Kavanaugh  advised  against  it.  It  wasn't 
near  a  supermarket  or  in  the  "path  of  running  errands,"  as  he  put 


it.  I  know  Beverly  Hills,  I  grew  up  there,"  retorted  an  overly  con- 
fident Saltzman,  who  expected  a  flood  of  diet-conscious  denizens. 

The  broker  also  thought  it  was  crazy  to  open  two  stores  at 
once.  "Open  one  store  and  wait  at  least  30  days  to  get  the  kinks 
out,"  said  Kavanaugh.  But  Saltzman  was  in  a  hurry.  He  and  his 
partners  hadn't  even  drawn  up  a  business  plan  or  lined  up  any 
money  yet.  Saltzman  called  up  two  big  suppliers  of  so-called  nat- 
ural foods  in  California  and  found  out  that  they  had  some  1,300 
low-carb  foods.  He  wanted  to  stock  them  all. 

He  hastily  put  together  a  presentation  to  the  landlords  in  Santa 
Monica  and  Beverly  Hills,  and  by  October  he  was  on  the  hook  for 
two  leases.  That's  when  Saltzman  sat  down  and  figured  out  it  would 
cost  $200,000  to  open  a  store.  He  approached  his  two  additional 
partners,  Linda  Mihka,  an  Atkins  dieter  who  runs  a  bridal  shop  in 
Modesto,  and  her  sister,  Romina  Kiryakous,  a  florist.  They  put  up 
$50,000  each,  taking  IOUs  from  Pure  Foods  plus  an  undisclosed 
equity  stake.  Bikoff  borrowed  $25,000  from  his  grandmother  and 
supplied  the  additional  $25,000  from  savings. 

Saltzman  emptied  his  entire  savings  of  $18,000.  He  then 
pitched  his  father,  a  former  shoe  designer,  and  also  a  dieter,  who 
lent  his  son  $20,000.  His  grandmother,  who  had  run  shoe  stores, 
was  more  cautious.  She,  too,  warned  her  grandson  against  launch- 
ing two  stores  at  a  time.  Still,  she  lent  him  $12,000.  Both  she  and 
his  father  also  allowed  Saltzman  to  tap  up  to  $42,000  of  their 
credit  line  for  the  second  store.  For  the  rest,  the  partners  figured 
they  could  finance  their  operations  out  of  the  cash  register. 

In  December  they  opened  in  Santa  Monica,  advertising  in 
newspapers.  Saltzman  was  euphoric  when  the  store  pulled  in 
$96,000  in  January.  Beverly  Hills,  which  opened  in  February, 
proved  a  different  proposition.  The  location — between  clothing 
boutiques  and  a  hair  salon — wasn't  ideal.  An  ad  blitz  coupled 
with  40%-off  coupons  brought  in  perhaps  ten  people  a  day;  six 
weeks  after  the  opening,  most  of  original  merchandise  was  still  on 
the  shelves. 

The  bad  news  kept  piling  on.  In  February  a  Los  Angeles  TV 
station  tested  the  carb-content  claims  of  some  food  manufac- 
turers and  found  that  several  had  undercounted.  Saltzman  had  to 
yank  out  his  bestselling  low-carb  baked  goods.  Customers  in 
Santa  Monica  dropped  from  140  a  day  to  60. 

About  the  same  time,  southern  California  supermarket 

the  low-carb  drpam  «  chains  resolved  a  l< ,ng 
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strike.  Ralphs,  a  unit  of  Kroger,  started 

devoting  shelf  space  to  low-carb  foods;  so  did  Albertsons,  which 
now  carries  several  hundred  such  foodstuffs.  Saltzman  couldn't 
beat  them  on  price:  He  was  selling  a  four-pack  Atkins  shake  for 
$10.40;  a  nearby  Target  was  charging  $8.  His  wholesale  prices 
from  Nature's  Best  are  20%  higher  than  what  large  retailers  pay. 

In  May  Pure  Foods  lost  $18,000  on  sales  of  just  $27,000. 
Saltzman's  best  chance  to  recoup  his  and  his  partners' 
original  investment  may  be  a  line  of  gourmet  low-carb 
frozen  foods  he  plans  to  launch  in  January  and  distribute 
to  large  grocers.  Says  he:  "You  live  and  learn."  An  expensive 
lesson.  F 
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Cut  the  Partners 

Axiom  Legal  eliminates  an  expensive  middleman  in  corporate  legal  work,  by  john  turrettini 


AS  A  YOUNG  ASSOCIATE,  MARK 
Harris  spent  endless  nights  and 
days  pushing  paper  at  the  storied 
New  York  law  firm  Davis  Polk  & 
Ward  well.  At  the  end  of  one  grinding 
month  in  the  summer  of  1999  he  realized 
his  billable  hours  for  that  one  month 
would  generate  a  sum  nearly  equal  to  his 
entire  annual  salary.  The 
rest  of  the  year  his  work 
would  cover  overhead  and 
pad  partners'  pockets.  "I  felt 
like  I  was  living  this  tale  of 
inefficiency,  total  ineffi- 
ciency," he  says. 

Clever  idea:  Cut  out  the 
partners  and  most  ot  the 
overhead.  Harris,  now  34, 
decided  he  could  recruit  tal- 
ented attorneys  sick  of  law 
firm  life  and  offer  them  to 
companies  that  were  weary 
of  law  firm  fees.  He  would 
distinguish  his  firm,  Axiom 
Legal,  from  temp  agencies  by 
providing  specialized  exper- 
tise— prosecuting  patents, 
expediting  discovery,  ar- 
ranging midsize  corporate 
transactions.  By  cutting  out 
real  estate  (attorneys  would 
work  from  home  or  the 
clients'  offices),  back-office 
help  and  those  exorbitant 
partners,  he  could  charge  lower  fees  while 
still  taking  a  nice  cut  for  himself  and  his 
partner,  Alexander  Guettel.  Guettel,  now 
36,  was  a  recent  Stanford  M.B.A.  who  had 
already  started  a  renewable  energy  con- 
cern in  California. 

Now  to  find  backers.  After  several  re- 
jections Harris  decided  to  gild  his  advi- 
sory board  with  such  heavyweights  as 
former  U.S.  solicitor  general  Walter 
Dellinger,  now  at  O'Melveny  &  Myers,  and 
Jack  Quinn,  onetime  White  House  coun- 
sel to  Bill  Clinton.  They  joined  in  exchange 
for  stock  options.  The  names  helped  Har- 


ris land  a  meeting  with  Robert  Greenhill, 
former  Morgan  Stanley  president  and 
dealmaker.  Harris  collared  $5.3  million  in 
venture  capital  from  a  group  led  by  Green- 
hill,  trading  away  40%  of  the  firm.  Good 
timing:  Harris  got  the  commitment  two 
(.lays  before  Apr.  14,  2000,  when  Nasdaq 
began  its  spectacular  collapse. 


Malcontents  wanted:  Mark  Ha 


Harris  used  the  money  to  lure 
lawyers  willing  to  accept  smaller  pay- 
checks ($150,000  to  $250,000  a  year,  10% 
to  20%  less  than  law  firm  peers  and  in 
line  with  in-house  attorneys)  in 
exchange  for  flexible  schedules  and  the 
ability  to  choose  their  assignments.  The 
resumes  cascaded  into  his  Manhattan 
office.  Clients  were  harder  to  come  by. 
The  firm  burned  through  $1  million  in 
six  months  before  landing  its  first  blue- 
chip  account — Reuters,  good  for 
$400,000  in  legal  services  to  help  inte- 
grate the  newly  acquired  mutual  fund 


rating  firm  Lipper  Analytical. 

Building  on  that  success,  Harris  won 
other  accounts,  including  DoubleClick, 
Goldman  Sachs  and  Honeywell.  "When 
you  have  something  you  can  do  in-house, 
but  you  can't  do  it  in  the  time  frame,  and 
someone's  on  maternity  leave,  someone's 
out  sick,  Axiom  can  do  it,"  explains 
..i*,;*,.,  Ka the n nc  Adams,  Honey 
well's  deputy  general  coun- 
sel. She  likes  the  price,  too: 
"They  have  great  rate  struc- 
tures compared  to  law  firms, 
probably  close  to  a  50%  sav- 
ings." Goldman  liked  Axiom 
lawyers  so  much  it  hired 
three  for  its  own  legal  staff. 
Axiom  got  conversion  fees 
on  those  departures. 

By  mid-2002  Axiom  had 
a  dozen  big  clients  and  a  year 
later  close  to  50.  Last  year  it 
broke  into  the  black,  earning 
$300,000  on  revenue  of  $4.4  [ 
million.  Among  its  61  law- 
yers are  20  or  so  who  have 
J.D.s  from  Harvard,  Yale, 
Stanford,  Columbia  and 
New  York  University.  Their 
average  age  is  39. 

Until  the  economy 
started  gathering  speed, 
Axiom  had  its  pick  of  good 
^^^^^^  lawyers  put  out  on  the  street 
during  wave  after  wave  of  company  cost- 
cuttings.  One  limiting  factor  is  that  the  firm 
has  no  corporate  ladder  to  climb,  no  part- 
nership or  presidency  to  which  the  most 
ambitious  attorneys  might  aspire.  That  is 
one  reason  attrition  is  perhaps  10%  a  year. 

That  said,  there's  never  a  shortage  of 
associates  at  the  big  firms  who  despair  of 
making  partner  nor  of  corporate  clients 
who  would  rather  pay  $150  an  hour  than 
$400  for  the  work  Axiom's  lawyers  can  do. 
Currendy  just  in  the  tri-state  area,  Axiom 
aims  to  expand  to  two  or  three  other  cities 
within  the  next  year.  F 


WE  CAN'T  DICTATE  THE  ECONOMY. 
BUT  WITH  $2.3  BILLION, 


In  Pennsylvania,  we're  creating  an  environment  to  give  business  a 
competitive  boost.  Our  new,  comprehensive  business  program  will  get 
sites  ready-to-build,  improve  infrastructure,  provide  generous  venture 
capital  for  start-ups  and  young  companies,  and  revitalize  communities. 
So  call  866-GONEWPA,  or  visit  NEWPA.com.  Because  when  it  comes  to 
moving  business  forward,  $2.3  billion  will  get  the  ball  rolling. 
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INTERNATIONAL  INVESTING 


Casting  a 

Wider  Net 


International  investing  isn't  easy,  but  it's  sure  worth  the  trouble. 
Just  ask  Sir  John  Templeton's  successors  1  by  john  h.  christy  and  susan  kitchens 


JUST  ABOUT  EVERY  FINANCE  TEXTBOOK  HAS  AT  LEAST 
one  chart  that  shows  the  benefits  of  international 
diversification.  By  putting  some  of  your  money  in 
foreign  stocks,  you  can  decrease  the  volatility  of  your 
overall  portfolio  without  sacrificing  returns.  Putting 
this  theory  to  work  takes  some  patience,  since  there 
are  long  stretches  when  the  diversification  doesn't 
accomplish  much  at  all.  Over  the  past  ten  years  the 
S&P  500  index  has  averaged  an  11.3%  annual  return  with  a 
15.7%  volatility  (annualized  standard  deviation  of  monthly 
returns).  A  50-50  mix  of  the  S&P  and  the  Morgan  Stanley  Capi- 
tal International  EAFE  (Europe,  Australasia  &  Far  East)  Index 
would  have  just  barely  reduced  volatility  and  chopped  the 
annual  return  to  7.6%. 

Jeffrey  Everett,  president  of  Templeton  Global  Advisors  in 
Nassau,  the  Bahamas,  has  a  notion  about  what's  wrong  with  the 
theory.  It  focuses  too  much  attention  on  country  allocations  and 
not  enough  on  stock  picking.  Foreign  index  funds,  filled  with  big 
multinationals  that  tend  to  track  the  broad  U.S.  market,  just 
aren't  going  to  deliver  the  diversification  you  need.  Get  foreign 
funds  that  own  a  lot  of  smaller  companies.  Or  buy  your  own 
stocks.  The  ones  available  as  American  Depositary  Receipts,  and 
there  are  plenty  of  those,  are  easy  to  get. 

"Investors  have  come  a  long  way  in  understanding  the  case 
for  international  investing  over  the  years,  but  one  thing  they're 
still  missing  is  the  huge  opportunity  in  picking  individual  stocks," 


says  Everett,  40,  who  guides  the  firm's  large  funds  along  with 
George  Morgan  and  Murdo  Murchison.  "There  are  pricing  inef- 
ficiencies overseas  that  just  aren't  here  in  the  U.S." 

While  other  investors  consult  the  Bloomberg  terminal  or  Wall 
Street  research  reports  for  guidance  in  difficult  times,  Everett  also 
plumbs  a  much  more  interesting  resource,  which  sits  on  his  shelf: 
a  copy  of  Sir  John  Marks  Templeton's  personal  market  notes  dat- 
ing to  the  1940s.  "It's  the  bible,"  Everett  says.  "I  read  it  every  day." 

There's  a  constant  theme  running  through  Templeton's  notes, 
whose  span  is  punctuated  with  wrenching  episodes  like  wars  in 
Korea  and  Vietnam  and  assassinations  of  world  leaders.  Sir  John, 
92  and  retired  from  money  management,  calls  it  the  "principle  of 
maximum  pessimism."  In  a  nutshell:  Don't  ask  which  markets  or 
sectors  look  attractive;  ask  which  ones  look  awful  and  invest  your 
money  there.  Since  most  investors  don't  have  the  guts  to  make 
those  tough  calls,  most  haven't  enjoyed  the  success  Templeton's 
firm  has  over  its  50-year  history. 

Everett's  Templeton  Foreign  Fund  gained  an  annualized  5.3% 
over  the  past  five  years,  easily  beating  the  EAFE's  0.4%  gain.  The 
fund's  strength  earns  it  an  "A"  grade  in  down  markets,  according 
to  the  Forbes  mutual  fund  ranking  system.  The  downside  of  the 
"maximum  pessimism"  approach  is  that  you  miss  out  on  some 
gains  when  markets  are  hot.  For  the  trailing  12  months  Everett's 
fund  lagged  the  EAFE  benchmark's  28%  gain  by  six  percentage 
points.  Forbes  gives  the  fund  a  "D"  for  its  performance  in  good 
times.  The  fund  charges  a  fairly  light  (for  a  foreign  portfolio) 
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1.16%  of  assets  yearly  in  expenses,  though  there's  a  hefty  front- 
end  load  that  can  he  as  high  as  5.75%. 

With  world  markets  on  the  upswing,  Everett  says  it's  hard  to 
find  many  extreme  cases  of  pessimism  to  capitalize  on  at  the 
moment.  Still,  there  are  plenty  of  ways  to  profit  using  a  contrarian 
approach  (see  table).  Take  China,  but  with  attention  to  nuance. 
"To  just  say  'China'  is  misleading,"  Everett 
says.  "There  are  very  few  national  companies 
in  China,  so  you  need  to  be  take  a  targeted, 
regional  approach." 

One  region  that  he  thinks  investors  are 
ignoring  is  the  so-called  Greater  Pearl  River 
Delta,  which  includes  Guangzhou,  Shenzhen 
and  Hong  Kong.  "When  people  talk  about 
China,  they  immediately  want  to  talk  about 
Shanghai,"  he  says.  "They  forget  that  the  cities 
of  the  Pearl  River  Delta  make  up  almost  10% 
of  the  economy  and  a  third  of  overseas  trade." 

Everett  likes  Hopewell  Holdings,  which  is 
listed  in  Hong  Kong.  Hopewell  is  the  largest 
infrastructure  developer  in  the  Pearl  River 
Delta  and  sells  for  just  12  times  trailing  earn- 
ings. He  also  likes  Cheung  Kong,  a  conglom- 
erate that  isn't  a  pure  play  on  the  delta  but  has  a  lot  of  interests 
there  in  retail,  real  estate  and  other  businesses.  Hong  Kong  shares 
are  down  1.4%  for  the  year  to  date  but,  at  a  collective  21  times 
trailing  earnings,  are  not  great  bargains.  Hong  Kong,  Everett  notes, 
also  has  a  favorable  tax  climate.  And  that,  Sir  John  wrote,  is  a  prize 
to  be  treasured:  Lower  tax  rates  are  associated  with  higher  eco- 
nomic growth  and  thus  higher  investment  returns. 

Other  Asia  picks  include  HDFC,  India's  biggest  home  mort- 
gage lender,  as  a  play  on  that  country's  booming  middle  class,  and 
Sony,  which  Everett  loaded  up  on  in  April  2003  when  the 


Over  the  past  decade  the  U.S. 
clearly  beat  Morgan  Stanley's  EAFE 
and  emerging  markets  indexes. 


All  returns  based  on  U.S.  dollars 
5/31/94  =  100 
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Japanese  electronics  maker  fell  1 5%  in  one  day  after  a  lousy  earn- 
ings report.  Yes,  Matsushita  has  been  gaining  on  Sony  in  recent 
years,  but  he  thinks  the  market  is  overreacting.  "We  doubled 
down  on  Sony  when  it  got  clobbered,"  says  Everett.  "It's  going 
through  a  big  restructuring,  and  we  believe  it's  very  cheap." 

In  Europe,  Everett  is  bullish  on  British  Petroleum.  It  has  huge 
cash  flow  (in  the  sense  of  net  income  plus  depreciation),  Everett 
says,  and  BP  is  returning  that  cash  to  shareholders  via  a  $6  billion 
stock  buyback.  The  stock  is  up  only  5%  over  the  past  year  and  a 
half,  despite  the  surge  in  oil  and  gas  prices. 
That  could  be  because  Wall  Street  sees  the 
price  spike  as  temporary.  Forget  the  spike: 
The  long-run  trend  in  energy  is  increased 
demand  (especially  from  China  and  India) 
and  tight  supply.  "Another  great  example  of 
the  market  just  missing  the  point,"  says 
Everett. 

Everett  also  likes  health  care,  particularly 
in  this  U.S.  election  year,  the  outcome  of 
which  will  be  felt  worldwide.  "It  may  not  be 
maximum  pessimism  just  yet,  but  there's  a 
lot  of  fear:  fear  about  Kerry,  fear  about  patent 
expirations  and  the  threat  from  generic 
drugs."  So  drugmakers  are  unfairly  punished. 
Everett  opts  for  innovators  like  GlaxoSmith- 
kline  (which  sells  Paxil,  for  depression)  and 
Novartis  (Gleevec,  for  leukemia). 

While  betting  against  the  crowd  is  a  key  part  of  the  Templeton 
approach,  betting  big  isn't.  "We've  never  been  fast  buyers,"  says 
Everett.  "You're  better  off  buying  a  small  position,  watching  to  see 
what  happens  and  then  gradually  buying  more."  Bad  markets, 
after  all,  often  get  much  worse  before  they  get  better. 

No  matter  what,  when  you  invest  overseas  you  should  take  a 
long-term  approach,  something  that  shines  through  in  Sir  John's 
notes.  "History  shows  that  markets  can  survive  just  about  any- 
thing," Everett  says.  "The  extremes  are  rarely  right."  F 


■arawav  Places 


Using  the  Templeton  template,  Everett  and  his  lieutenants  do  their  homework  to  find  good  international  stocks  where  the  market 
has  missed  the  point.  These  can  range  from  Chinese  real  estate  outfits  to  British  drugmakers. 


RECENT 

LTM  EST 

PRICE/ 

DIVIDEND 

MARKET  VALUE 

COMPANY/BUSINESS 

COUNTRY 

PRICE 

P/E 

BOOK  VALUE 

YIELD 

(SMIL) 

BP/oil  &  gas 

United  Kingdom 

$53.09 

16.9 

2.5 

3.1% 

$194,636 

Cheung  Kong  Holdings/real  estate 

Hong  Kong 

7.69 

14.1 

0.8 

2.8 

17,822 

GlaxoSmithkline/pharmaceuticals 

United  Kingdom 

42.51 

15.0 

12.5 

3.4 

126,456 

HDFC  Bank/bank 

India 

29.46 

24.9 

4.7 

0.8 

2,797 

Hopewell  Holdings/engineering  &  construction 

Hong  Kong 

1.84 

11.8 

0.9 

4.0 

1,612 

Kookmin  Bank/bank 

Korea 

31.70 

NM 

1.5 

0.0 

10,663 

Novartis/pharmaceuticals 

Switzerland 

45.96 

19.7 

4.0 

1.4 

113,419 

Royal  Dutch  Petroleum/oil  &  gas 

Netherlands 

50.81 

13.8 

2.4 

3.0 

103,307 

Samsung  Electronics/consumer  electronics 

Korea 

403.62 

11.4 

2.4 

1.2 

58,969 

Sony/consumer  durables 

Japan 

37.26 

42.7 

1.6 

0.6 

34,426 

All  figures  are  in  U.S.  dollars.  Prices  as  of  June  10.  All  stocks  shown  on  ADR  basis  except  Samsung  Electronics  and  Hopewell  Holdings.  LTM:  Latest  12  months.  NM:  Not  meaningful 

Sources:  Exsharc,  FT  Interactive  Data,  Thomson  First  Call  and  Worldscope  via  FactSet  Research  Systems. 
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As  a  car  dedicated  to  your  safety  as  well  as  your  comfort,  sometimes  th'e  ES  takes  upon  itself  certain  liberties.  Suppose,  for 
example,  that  you  take  a  corner  too  fast  and  begin  to  slide.  Sensors  will  intervene  and,  by  applying  one  or  more  brakes  and 
even  reducing  the  throttle,  can  help  return  you  to  your  proper  "arc"  through  the  corner.*  At  which  point  the  ES  can  then  return 
to  what  it  does  best-leaving  the  driving  to  you.  A  gesture  that,  in  our  minds,  is  decidedly  compassionate.  TH  E  ES  330 
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I  can  all  atlect  whether  VSC  will  be  effective  in  preventing  a  loss  ol  control.  Lexus  reminds  yog  to  wear  seatbelts,  secure  children  in  rear  seat,  obey  all  traffic  laws  and  drive  responsibly.  For  more  information,  visit  lexus.com.  ©2004  Lexus. 
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T.  Rowe  Price's  Justin  Thomson  delivers  big  returns  to  American  investors 

by  investing  in  foreign  companies  they've  never  heard  of    by  michael  maiello 


Thomson  pores  over  the  prospects  of  the  world's  least-known  companies. 


F  THE  $300  BILLION  THAT  AMERICANS  HAVE 
invested  in  international  mutual  funds,  a  mere 
tenth  is  in  funds  devoted  to  small-company 
stocks,  according  to  Morningstar.  Take  a  closer 
look  at  this  neglected  specialty  and  you  can  find 
some  very  talented  stock  pickers. 

Justin  Thomson,  36,  is  one  of  them.  His  T.  Rowe  Price  Inter- 
national Discovery  Fund  gained  an  annualized  14%  over  the  past 


five  years  while  the  Morgan  Stanley  Capital  International  EAEE 
Index  did  only  0.4%. 

As  the  fund's  name  suggests,  Thomson  aims  to  make  money 
by  finding  tiny  and  lesser-known  companies  everywhere  from 
Australia  to  Iceland.  The  200  companies  in  his  portfolio,  spread 
across  28  markets,  have  an  average  market  capitalization  of  just 
$800  million. 

Thomson,  who  has  13  years  of  experience  in  global  markets, 
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Best  Buvs  in  Foreign  Funds 


We  call  these  funds  best  buys  for  their  balance  of  risk-adjusted  return  and  low  expenses.  A  manager  can't  be  right  all  the  time,  but 
expenses  are  an  ongoing  drain  on  performance.  All  of  these  funds  have  done  an  acceptable  job  at  preserving  capital  in  bad  markets. 


MARKET 
PERFORMANCE 


ANNUAL 
EXPENSES 


UP 

DOWN 

FUND/800  PHONE 

ANNUALIZED 

12  MONTHS 

PER  $100 

INVESTMENT 

(SMIL) 

F 

A 

Boston  Co  Intl  Core  Equity/221-4795 

7.0% 

35.2% 

$1.16 

$100,000 

$90 

A+ 

A 

Harbor  lnternational-lnv/422-1050 

5.6 

33.2 

1.32 

2,500 

6,906 

C 

B 

Fidelity  Intl  Growth  &  Income/544-6666 

7.1 

36.5 

1.14 

2,500 

1,805 

A 

C 

T  Rowe  Price  International  Discovery/225-5132 

14.0 

47.8 

1.41 

2,500 

791 

F 

A 

Fidelity  Canada  Fund/544-6666 

14.0 

25.4 

1.42 

2,500 

284 

D 

B 

Vanguard  International  Value/662-7447 

2.7 

37.8 

0.62 

3,000 

1,947 

Sources:  Forbes;  Upper;  Morningstar. 

took  the  helm  while  the  Asian  financial  crisis  was  in  full  bloom. 
His  predecessor  had  invested  40%  of  the  fund  in  Asia  and  kept  at 
least  a  third  in  emerging  markets.  It  took  Thomson  six  months  to 
reshuffle  the  fund  to  reduce  risk  and  ditch  the  high  emerging- 
market  weighting.  He  also  raised  the  market-cap  ceiling  to  $3  bil- 
lion from  the  previous  manager's  $1.5  billion  upper  limit. 

The  fund  surged  155%  in  1999,  Thomson's  first  full  year  as 
lead  manager,  and  it  closed  to  new  money  in  April  2000  with  $  1 .4 
billion  under  management.  The  fund  reopened  in  April  of  last 
year  and  delivered  a  65%  return  in  2003.  So  far  this  year  the  fund 
is  up  8.7%  compared  with  4.8%  for  the  EAFE. 

Half  of  the  fund's  $790  million  portfolio  is  invested  in  Europe, 


a  quarter  is  in  Japan  and  the  rest  is  elsewhere  in  Asia.  Thomson 
likes  consumer  goods,  industrial  materials  and  financial  services, 
which  all  suit  his  bullish  outlook. 

"The  global  economy  is  in  a  sweet  spot,"  says  Thomson,  who 
runs  the  fund  from  London  with  help  from  colleagues  in  Hong 
Kong,  Singapore  and  Japan.  "The  markets  will  be  bumpy,  but  the 
world's  economies  look  good." 

In  such  an  environment,  insurance  stocks  are  a  no-no,  he 
says,  not  only  because  of  interest  rate  concerns  but  also  because  of 
their  defensive  nature. 

Iceland's  DeCode  Genetics,  which  trades  on  the  Nasdaq  but 
whose  headquarters  are  in  Reykjavik,  is  studying  1 ,000  years  of 
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The  Waddell  &  Reed  Advisors  International  Growth  fund  once  ranked  among  the  best  international  offerings.  Manager 
Thomas  Mengel,  47,  who  took  the  helm  in  1996,  produced  stellar  returns  by  concentrating  on  European  technology  and 
telecom  stocks  in  the  late  1990s.  In  his  best  year,  1999,  the  fund  was  up  57%.  Mengel's  picks  took  a  beating  in  2000,  losing 
a  quarter  of  their  value  and  trailing  the  MSCI  EAFE  Index  by  ten  percentage  points.  It's  easy  to  forgive  the  fund's  bubble-era 
volatility,  but  Mengel's  inability  to  recover  his  footing  is  more  worrisome. 

Mengel,  who  ran  Sal.  Oppenheim's  U.S.  brokerage  operations  in  the  early  1990s  and  managed  Siidwestdeutsche 
Landesbank's  European  investments  before  that,  makes  macroeconomic  bets  and  then  picks  stocks  using  a  "growth  at  a 
reasonable  price"  approach.  In  the  late  1990s  he  bet  correctly  on  Europe  and  steered  clear  of  Japan.  Holdings  such  as  Nokia 
were  cheap  relative  to  their  peers  and  paid  off  well,  until  the  technology  and  telecom  markets  collapsed  in  2000. 

After  further  losses  in  2001  a  chastened  Mengel  began  building  up  a  cash  position  and  seemed  to  be  a  bit  gun-shy  in  his  stock 
picking.  His  $776  million  fund  kept  around  20%  in  cash  for  the  next  two  years.  Partly  because  of  his  cash  and  partly  because  he 
shunned  recovering  companies  like  Alcatel  that  had  caused  him  both  joy  and  pain  in  the  recent  past,  Mengel  missed  out  on 
2003's  rally,  bringing  home  a  21.5%  return  and  lagging  the  index  by  17  percentage  points.  "Until  then  the  fund  had  a  good  record," 
Mengel  laments.  "Two  thousand  three  was  bad,  and  we'll  need  an  extremely  good  year  to  make  up  for  it.  But  we're  not  desperate." 

This  year  Mengel  has  hewed  closely  to  the  regional  and  sector  allocations  of  the  MSCI  EAFE,  and  his  returns  so  far  have  trailed 
the  index  by  a  few  points.  He  has  put  most  of  his  idle  cash  to  work  and  is  almost  fully  invested  in  equities,  but  don't  expect  a 
banner  year.  Mengel  says  that  the  current  market  favors  value  stock  pickers,  "and  this  fund  has  'growth'  in  its  name." 

When  Mengel  was  coining  money,  he  looked  like  a  genius.  Now  one  wonders  how  much  of  that  success  was  luck  rather  than 
skill.  Says  Morningstar  analyst  Gareth  Lyons:  "He  made  his  mark  in  the  1990s  with  sector  calls  and  macroeconomic  bets.  Since 
then  he's  become  more  mild-mannered  and  has  failed  to  distinguish  himself." 

These  days  Mengel  holds  positions  in  banks  like  UBS  and  Credit  Suisse.  Both  are  well  diversified,  says  Lyons,  so  they  might 
not  be  hurt  badly  as  interest  rates  rise,  but  they're  not  likely  to  deliver  impressive  returns. 

Unless  Mengel  can  return  to  his  index-clobbering  ways  of  old,  it's  hard  to  justify  paying  this  fund's  5.75%  front-end  sales 
charge  on  top  of  middle-of-the  pack  expenses  of  1.75%.  There  is  a  lesson  to  be  learned  here:  A  four-year  performance  spurt  is 
weak  evidence  of  sustainable  skill.  —MM. 
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genealogy  and  200  years  of  medical 
records  of  the  mostly  isolated  Icelandic 
population  of  294,000  people.  The  firm 
has  a  partnership  with  Merck  but  trades  at 
9.6  times  sales,  making  it  one  of  Thom- 
son's more  speculative  bets. 

German  mining  company  K&S  is  at  the 
other  end  of  the  tech  spectrum  in  Thom- 
son's portfolio.  It  digs  the  fertilizer  potash 
out  of  the  ground  in  Europe.  Potash 
futures  don't  trade  in  Chicago,  and  the 
industry  has  gone  ignored  for  years 
because  the  market  was  flooded  with 
potash  from  old  Soviet  mines.  "Those 
stocks  have  now  been  exhausted,"  Thom- 
son says.  K&S  yields  3.6%. 

In  Japan,  Thomson  owns  USS,  a  whole- 
saler of  used  cars.  The  government  puts 
automobiles  through  a  rigorous  safety  in- 
spection every  three  years,  an  expense  and 
hassle  most  Japanese  consumers  would 
rather  avoid.  USS  acts  as  an  online  and 
offline  middleman  in  a  market  with  plenty 
of  three-year-old  cars  that  owners  would 
rather  replace  than  buff  up  for  inspection. 

Thomson  is  also  buying  Tom  Group,  a 
media  consortium  that  looks  a  lot  like  an 
infant  News  Corp.,  with  regional  news- 
papers and  magazines  throughout  China. 
Tom  Group's  chief  executive  officer,  Sing 
Wang,  has  impressed  Thomson  with  his 
ability  to  run  a  news  and  information  ser- 
vice in  Mainland  China  without  running 
dangerously  afoul  of  the  government. 
Tom  Group  reported  a  profit  of  $  1 .6  mil- 
lion in  2003  on  sales  of  $268  million. 

Despite  the  costs  of  keeping  tabs  on 
stocks  in  so  many  exotic  locales,  Thom- 
son's fund  is  cheap.  There's  no  upfront 
sales  charge,  and  its  $1.40  in  annual 
expenses  per  $100  in  assets  is  well  below 
the  $1.75  that  the  average  international 
fund  charges. 

Though  the  fund's  charter  allows 
Thomson  to  trade  currencies  in  order  to 
hedge  against  regional  risks,  Thomson 
avoids  the  practice  because  it's  expensive. 
"I'm  sure  we'd  be  wrong  on  our  currency 
bets  at  least  half  the  time,"  he  insists. 
Instead,  Thomson  tries  to  limit  his  risk  by 
owning  hundreds  of  stocks  at  a  time.  His 
largest  holding,  the  Australian  casino 
game  maker  Aristocrat  Leisure,  makes  up 
just  1.5%  of  the  fund's  assets.  F 


Where  hope  begins 
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In  Search  of 

Fair  Business  Climes 

Useful  info  for  global  investors:  how  tightly  countries  wrap  their 
corporations  in  regulation  I  by  andrew  t.  gillies 


i 


F  YOU  ARE  GOING  TO  OWN  A 
share  in  a  business,  buy  into  a 
business  in  a  country  that 
likes  business.  You'll  probably 
do  better  that  way. 
Some  countries  bury  their  entre- 
preneurs in  red  tape.  Others  welcome 
job  creators  and  foment  economic 
growth.  You  can  find  out  which  is 
which — which  countries,  that  is,  are 
best  for  business — by  looking  up 
data  from  the  International  Finance 
Corp.,  the  World  Bank's  private- 
sector  development  arm. 

Last  October  the  IPC  published 
"Doing  Business  in  2004:  Under- 
standing Regulation."  The  survey 
sized  up  130  countries  on  how  hos- 
pitable they  are  to  business  in  five 
respects:  getting  credit,  starting  a  business,  enforcing  contracts, 
hiring  and  firing  workers,  and  closing  down  a  business.  Key 
finding:  "Heavier  regulation  brings  bad  outcomes." 

"The  countries  with  the  best  business  climates  tend  to  be 
also  the  ones  that  are  continuously  reforming  it,"  says  Michael 
Klein,  the  IFC's  chief  economist. 

At  the  World  Bank's  Web  site  you  can  browse  and  sort 
these  data  by  country.  On  this  page  we  whittle  down  the  list 
to  countries  scoring  above  the  average  in  three  categories: 
starting  a  business,  hiring  and  firing  workers,  and  enforcing 
contracts. 

One  winner:  Denmark.  It  takes  just  14  steps  to  have  a 
contract  enforced  in  Denmark,  versus  26  in  Germany.  And, 
somewhat  surprisingly,  it  turns  out  the  Danes  have  some  of 
the  most  flexible  labor  laws  in  the  world.  Intrigued?  Check 
out  TDC,  a  Copenhagen-based  telecom  outfit  with  13  mil- 
lion customers.  Its  NYSE-listed  shares  go  for  just  six  times 
trailing  12-month  profits. 

The  IFC  is  gearing  up  to  release  its  second  "Doing  Busi- 
ness" report  this  fall.  The  next  installment  will  update  the 
data  and  add  three  new  metrics:  quality  of  corporate  gover- 
nance, licensing  and  inspection,  and  ease  of  registering  prop- 
erty. Keep  an  eye  out  for  it.  F 


hese  Countries 
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International  Finance  Corp.  gives  these  countries  high  scores. 


DAYS  NEEDED 
TO  START  A 
BUSINESS 

FLEXIBILITY  OF 
HIRING  INDEX1 

FLEXIBILITY  OF 
FIRING  INDEX1 

NUMBER  OF 
PROCEDURES 
NEEDED  TO  ENFORCE 
A  CONTRACT 

COUNTRY 
AGGREGATE 
P/E 

Survey  Average2 

57 

49 

37 

27 

Denmark 

4 

33 

17 

14 

16 

Ireland 

12 

48 

30 

16 

20 

Malaysia 

31 

33 

15 

22 

17 

New  Zealand 

3 

33 

20 

19 

33 

Singapore 

8 

33 

1 

23 

16 

South  Africa 

38 

42 

30 

26 

13 

Switzerland 

20 

33 

23 

22 

21 

United  Kingdom 

18 

33 

9 

12 

31 

P/E  ratios  as  of  June  10,  2004.  'Higher  number  means  more  regulation.  2I30  countries  surveyed. 
Sources:  2003  data  at  rru.worldbank.org/DomgBusiness;  FactSet  Research  Systems. 

Escape  from  red  tape:  Kuala  Lumpur,  Malaysia 
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The  Indiana  Jones  School  of  Investing 

Investing  in  global  hot  spots  can  be  hazardous,  but  also  very  rewarding. 


BY  MATTHEW  SWIBEL 


A 


The  Year  of  Living  Dansferouslv 


Violence  may  flare,  but  these  stocks  show  strong  growth  prospects.  A  lot  are  in  the  telecom  or 
tech  realms.  And  many  of  them  are  quite  cheap.  Israel's  Teva,  a  generic-drug  maker,  looks 
pricey  because  of  a  first-quarter  loss,  which  might  be  just  a  blip. 


COMPANY/INDUSTRY 

COUNTRY 

RECENT 

52-WKHIGH 

P/E 

Egyptian  Co  for  Mobile  Services/telecom  services 

Egypt 

$12.29 

$15.07 

11 

John  Keells  Holdings/conglomerate 

Sri  Lanka 

0.96 

1.36 

19 

Jordan  Kuwait  Bank/banking 

Jordan 

73.7 

78.98 

21 

Orascom  Telecom/telecom  services 

Egypt 

18.52 

19.39 

10 

Pliva/drugs 

Croatia 

73.41 

89.64 

9 

Taiwan  Semiconductor/semiconductors 

Taiwan 

7.96 

11.33 

20 

Telekomunikasi  Indonesia/telecom  services 

Indonesia 

14.66 

19.91 

14 

Teva  Pharmaceutical/drugs 

Israel 

33.12 

33.60 

NM 

All  figures  are  in  U.S.  dollars.  Prices  as  of  June  10.  All  companies  except  Egyptian  Co.  and  John  Keells  trade  in  the  U.S.  as  an  ADR  or  GDR. 
NM:  Not  meaningful.  Sources:  Exshare,  FT  Interactive  Data  and  Worldscope  via  FactSet  Research  Systems. 

ND  YOU  THOUGHT  ENRON  WAS  BAD.  TERRORISM, 
wars  and  civil  unrest  usually  aren't  the  best  way 
to  attract  investors.  The  truth  is,  though,  that  good 
stocks  lurk  in  troubled  places.  Israeli  tech  firms, 
.which  we  recommended  two  years  ago  at  the  apex 
of  suicide  bombings  and  a  dire  political  situation,  are  up  58% 
versus  the  S&P  500's  10%  uptick.  Since  the  removal  of  Saddam 
Hussein,  a  dozen  other  stock  markets  across  the  Middle  East  have 
risen  a  collective  90%.  And  these  stocks  still  tend  to  be  cheap. 

It's  not  just  oil  investors  who  can  rejoice.  Brad  A.  Aham, 
portfolio  manager  of  State  Street  Global  Advisors'  emerging 
markets  group,  likes  Orascom  Telecom.  This  Egyptian  firm 
landed  a  coveted  mobile  phone  license  in  postwar  Iraq.  Shares 
are  up  70%  from  six  months  ago  but  still  go  for  ten  times  earn- 
ings. Reconstruction  work  throughout  the  Persian  Gulf  has 
benefited  banks,  too.  Jordan  Kuwait  Bank  is  doing  a  booming 
lending  business. 

The  Mideast  isn't  the  only  locale  where  terrorists  thrive.  Try 
Indonesia,  where  a  2002  bombing  killed  200  tourists  at  a  Bali  resort. 
Fears  of  violence  have  done  nothing  to  stop  the  brisk  growth  of 
Telekomunikasi  Indonesia.  "People  in  Southeast  Asia  don't  want 
land  lines,  they  want  to  go  straight  to  mobile,"  says  Aham. 

Taiwan's  politics  and  tense  relations  with  Mainland  China 
raise  red  flags  for  some  investors.  Regardless,  the  island  is  the 
world's  fourth-largest  producer  of  computer  hardware,  turning 
out  $12  billion  worth  of  equipment  last  year.  Uri  Landesman, 
manager  of  the  Federated  International  Equity  Fund,  likes  Tai- 
wan Semiconductor,  whose  21  trailing  multiple  is  40%  lower  than 
that  of  neighbor  United  Microelectronics.  Landesman  thinks  Tai- 
wan hardware  stocks  will  benefit 
from  headway  in  the  production  of 
newer  products  such  as  digital  cam- 
eras and  projectors — two  markets 
where  the  island's  share  of  global 
production  has  increased. 

Take  a  look  at  Sri  Lanka,  says 
Peter  Hames,  investment  director 
at  Aberdeen  Asset  Management 
Asia  in  Singapore.  Now  that  the 
war  between  north  and  south  has 
abated,  Sri  Lanka  is  seeing  a  resur- 
gence in  a  once-lively  tourist  busi- 
ness. Hames  likes  John  Keells 
Holdings,  a  conglomerate  whose 
interests  include  hotels.  The  iffy 
part,  he  says,  is  "if  peace  holds."  F 
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YOU  SEE  AN  ANCIENT  CULTURE. 
WE  SEE  MODERN  HOMEOWNERS. 


Templeton  fund  managers  spot  global  investment  opportunities  others  might  miss. 


In  1998,  our  fund  managers  recognized  the 
TEfunds°N    investment  opportunity  presented  by  a  mortgage 
company  serving  India's  rapidly  growing  middle 
class.  We  purchased  stock  in  the  company,  and  our  fund 
shareholders  were  able  to  get  in  on  the  ground  floor  of  a 
dynamic  housing  boom. 

Taking  advantage  of  a  global  opportunity  like  this  requires 
a  unique  perspective.  One  that  comes  from  having  offices  in 
over  25  countries  and  on-the-ground  analysts  utilizing 
research  techniques  that  have  been  honed  for  over  50  years. 
It's  what's  made  Templeton  a  pioneer  in  global  investing. 

For  more  information  on  how  Templeton's  experience 
and  expertise  in  global  investing  may  benefit  your  portfolio, 
mail  in  the  postage-paid  card,  see  your  financial  advisor,  call 
1-800-FRANKLIN,  Ext.  T622  or  visit  franklintempleton.com 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN  FROM  OUR  PERSPECTIVE®  > 


TEMPLETON  WORLD  FUND 

Average  Annual  Total  Returns  3/31/04  -  Class 

1-Year 

43.48% 

5-Year 

4.64% 

10-Year 

9.43% 

Before  investing  in  Templeton  World  Fund,  you  should  carefully  consider  the  fund's 
investment  goals,  risks,  charges  and  expenses.  You'll  find  this  and  other  information  in 
the  fund's  prospectus,  which  you  can  obtain  from  your  financial  advisor.  Please  read  the 
prospectus  carefully  before  investing.  Investment  return  and  principal  value  will  fluctuate 
so  that  your  shares,  when  redeemed,  may  be  worth  more  or  less  than  their  original  cost. 
Performance  data  quoted  includes  the  maximum  5. 75%  initial  sales  charge  and  repre- 
sents past  performance,  which  does  not  guarantee  future  results.  More  recent  returns 
may  differ  from  figures  shown;  for  most  recent  month-end  performance  figures,  please 
visit  franklintempleton.com. 

Foreign  investing  involves  special  risks  including  currency  fluctuations  and  political  uncertainty. 
Holdings  subject  to  change. 

Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 

tThe  fund  offers  other  share  classes,  subject  to  different  fees  and  expenses,  which  will  affect  their  performance.  Prior  to  7/1/92,  fund  shares  were  offered  at  a  higher  initial  sales  charge;  thus, 
actual  returns  would  have  been  lower.  On  1/1/93,  the  fund  implemented  a  Rule  12r>1  plan,  which  affects  subsequent  performance.  Average  annual  total  returns  represent  the  average  annual 
increase  in  value  of  an  investment  over  the  indicated  periods  and  assume  reinvestment  of  dividends  and  capital  gains  at  net  asset  value.  F0B7/04 


NTERNATIONAL  INVESTING 


Neglected  Tigers 

China  and  India  are  booming,  and  Japan  might  finally  be  recovering. 
Don't  forget  the  rest  of  Asia. 

BY  SUSAN  KITCHENS 


HEAR  MENTION  OF  ASIA  THESE  DAYS 
and  you  think  about  China's  enor- 
mous potential,  India's  software 
prowess  or  Japan's  long-overdue 
rebound.  But  what  about  the  Asian 
tigers — Hong  Kong,  Singapore,  Tai- 
wan and  South  Korea?  Some  of  these 
are  worth  a  closer  look,  says  Paul  Matthews,  48,  chairman  and 
founder  of  Matthews  International  Capital  Management  in 
San  Francisco,  who  along  with  Mark  Headley,  45,  manages 
$2.4  billion,  all  invested  in  Asia. 


"Hong  Kong,  Singapore  and  South  Korea  are  relatively 
sophisticated  economies  which  are  much  more  developed  than 
their  larger  neighbors,"  says  Matthews,  who  has  been  investing  in 
the  region  since  1982.  "They  have  clearly  been  overshadowed  by 
broader  interest  in  China  and  India." 

South  Korea,  at  13  times  trailing  earnings,  is  one  of  the 
cheapest  markets  in  Asia.  And  with  a  combined  market  cap  of 
$310  billion,  Korea's  1,550  publicly  listed  companies  include 
plenty  to  choose  from. 

There  are  a  few  reasons  why  Korea  is  cheaper  than  the  rest  of 
the  lot,  Matthews  says.  The  March  impeachment  of  Roh  Moo- 


New  face:  South  Korean  consumers  give  the  nation's  economy  a  makeover. 


iyun  and  the  related  fisticuffs  in  the  nation's  parliament  didn't 
;xartly  boost  investor  confidence.  And  while  Korea  is  taking  steps 
:o  make  its  markets  more  accessible,  the  government  still  plays  an 
iwkwardly  big  role  in  business.  North  Korea's  close  proximity 
ilso  spooks  many  investors.  "That  issue  overshadows  everything," 
Vlatthews  says. 

The  Morgan  Stanley  Capital  International  Korea  Index  has 
ost  (in  dollar  terms)  20%  of  its  value  since  its  high  this  year  in 
\pril.  Korea's  price,  at  6.2  times  2005  estimated  earnings,  ranks  it 
imong  the  world's  cheapest. 

When  it  comes  to  Asia,  a  lot  of  investors  tend  to  favor  export- 
"elated  stocks.  Instead,  Matthews  and  Headley  recommend  focus- 
ng  on  Korea's  domestic  economy.  With  a  gross  domestic  product 
)f  $12,000  per  person  (to  Japan's  $34,000),  "there's  still  potential 
or  Koreans  to  improve  their  lifestyles  and  purchase  more  goods 
is  incomes  rise,"  says  Matthews. 

Companies  poised  to  benefit  from  Korean  consumption 
nclude  Nong  Shim,  which  makes  70%  of  the  country's  instant 
loodles,  and  Hite  Brewery,  with  57%  of  the  beer-and-spirits 
narket.  Carlsberg,  the  Danish  brewer,  owns  25%  of  Hite. 

AmorePacific,  which  opened  a  retail  store  in  New  York  City 
ast  year,  makes  lipsticks,  powders,  skin  care  and  perfumes  under 
he  brand  names  AmorePacific,  Verite,  lope  and  Laneige.  You  can 
juy  it  for  nine  times  trailing  earnings. 

Korea  has  one  of  the  highest  penetration  rates  of  broad- 
band access  in  the  world,  with  23  connections  available  per  100 
•esidents — compared  with  Japan  at  8.6  and  the  U.S.  at  8.3. 
Vlatthews  likes  Internet  Auction,  Korea's  answer  to  Ebay,  and 
sfHN,  an  Internet  portal  that  offers  search,  online  games  and 
Neb  site  content  development. 

If  anything,  Korean  consumers  may  be  a  little  too  eager  to 
;pend.  Two  years  ago,  with  the  government's  encouragement, 
south  Koreans  went  on  a  credit  card  binge  that  wound  up  stick- 
ng  lenders  with  an  estimated  $10  billion  in  bad  debt. 


"Hong  Kong,  Singapore  and  Korea 
have  BEEN  OVERSHADOWED  BY 
INTEREST  in  China  and  India." 

Matthews  thinks  the  worst  is  over.  The  system  that  supported 
the  growth  of  credit  card  debt  is  finally  being  restructured,  and 
foreign  companies  such  as  Prudential  Financial  are  taking  stakes 
in  Korean  financial  services  companies. 

Citigroup,  the  world's  largest  financial  services  company,  in 
February  agreed  to  fork  over  $2.7  billion  for  KorAm  Bank, 
Korea's  sixth-largest  lender.  Once  the  acquisition  is  complete, 
Citigroup  expects  it  will  be  the  fifth-largest  bank  on  the  penin- 
sula. In  August  U.S.  investment  fund  Lone  Star  purchased  a 
controlling  stake  in  Korea  Exchange  Bank,  another  big  lender,  in 
a  $1.2  billion  deal. 

"This  is  quite  positive  for  Korea  as  a  whole,"  says  Matthews. 
"That  willingness  to  accept  foreign  participation  has  upgraded 
the  quality  of  Korean  banks  tremendously."  He  particularly  likes 
Kookmin  Bank  and  Hana  Bank,  both  industry  leaders.  Though 
Kookmin,  which  also  trades  on  the  New  York  Stock  Exchange, 
was  exposed  to  the  credit  card  mess  and  posted  a  loss  last  year, 
Matthews  is  still  bullish  on  the  stock. 

If  you  want  to  buy  a  Korea  fund,  the  Matthews  Korea  fund 
isn't  a  bad  choice.  The  fund  delivered  a  5.7%  annualized  return 
over  the  past  five  years,  compared  with  -1.04%  for  the  dollar-de- 
nominated version  of  the  Korean  KOSPI  index  (that  is,  the  dollar 
gain  of  a  U.S.  investor  buying  all  the  stocks  in  the  index  and  doing 
no  currency  hedging).  The  fund,  with  assets  of  $230  million,  has 
annual  expenses  of  $1.72  for  each  $100  in  assets.  For  a  broader 
take  on  Asia,  consider  the  Matthews  Pacific  Tiger  fund,  which  has 
delivered  8.7%  annualized  returns  the  past  five  years,  versus  -1.06% 
a  year  for  the  MSCI  All  Country  Far  East  Free  ex- Japan  index.  F 


Tigers  for  Sale 


Stocks  in  Asia's  smaller  markets  have  been  neglected  amid  hype  about  the  potential  of  bigger  countries  such  as  China  and  India. 
The  ten  companies  below  should  benefit  as  economic  growth  in  Korea,  Singapore  and  Hong  Kong  continues. 


COMPANY/BUSINESS 

COUNTRY 

RECENT 
PRICE 

P/E 

PRICE/ 
BOOK  VALUE 

MARKET 
VALUE 
(SMIL) 

AmorePacific/personal  care  products 

South  Korea 

$169.04 

9 

2.1 

$1,437 

DBS  Group  HoldingsVfinancial  services 

Singapore 

34.06 

17 

1.4 

12,689 

Giordano  Intl/apparel  stores 

Hong  Kong 

0.57 

24 

3.6 

822 

Hana  BankVbank 

South  Korea 

20.74 

8 

1.7 

3,990 

Hite  Brewery/alcoholic  beverages 

South  Korea 

69.08 

15 

2.0 

1,326 

Internet  Auction/online  auction  house 

South  Korea 

77.71 

61 

9.7 

994 

Kookmin  BankVbank 

South  Korea 

31.39 

NM 

1.4 

10,560 

NHN/online  media  services 

South  Korea 

90.99 

46 

9.7 

1,373 

Nong  Shim/food  products 

South  Korea 

188.01 

14 

2.3 

1,085 

Swire  PacificVconglomerate 

Hong  Kong 

6.67 

16 

1.2 

9,498 

All  figures  are  in  U.S.  dollars.  Prices  as  of  June  10.  Trades 
Sources:  Exshare,  FT  Interactive  Data  and  Worldscope  via 


in  the  U.S.  as  an  ADR  or  GDR. 
FactSet  Research  Systems. 


NM:  Not  meaningful. 
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INTERNATIONAL  INVESTING 


Do  It  Yourself 


A  mutual  fund  isn't  the  only  way  to  diversify  internationally.  You  can  assemble  your 
own  portfolio  of  foreign  stocks.  Here  is  a  good  place  to  start  I  by  andrew  t.  gillies 


IT'S  A  BIG  WORLD  OUT  THERE— 49,000  STOCKS  TRADE  ON 
overseas  markets.  You  can  throw  up  your  hands  and  have 
a  mutual  fund  do  the  picking  for  you.  Or  you  can  be 
your  own  portfolio  manager.  Over  the  next  four  pages  we 
provide  a  jumping-off  point  for  your  search.  These  are 
1 25  foreign  stocks  that  are  cheap  by  at  least  one  of  three  differ- 
ent classic  measures. 

Despite  the  rally  in  most  bourses  over  the  past  year,  stocks  are 
less  expensive  than  they  were  five  years  ago.  Since  mid- 1999  the 
U.S.  and  Japanese  markets  and  the  Morgan  Stanley  Capital 
International  EAFE  Index  of  European  and  Asian  stocks  are  all  off 
between  13%  and  22%.  Five  years  ago  the  average  Japanese  stock 
was  going  for  45  times  estimated  profits  for  that  fiscal  year.  Now 
it  costs  a  mere  16  times  expected  earnings.  A  handful  of  dicier 
markets  have  done  very  well  since  1999;  both  Turkey  and  Russia 


would  have  better  than  tripled  your  money  in  dollar  terms. 

The  first  of  our  three  stock  screens  selected  companies  in  the 
Worldscope  database  whose  prices  today  are  at  historically  low 
multiples  of  earnings,  cash  flow  (in  the  sense  of  net  income  plus 
depreciation)  and  book  value.  Example:  Dassault  Systemes,  a 
French  maker  of  software  for  computer-aided  design  and  manu- 
facturing. The  second  looked  for  relatively  cheap  growth  compa- 
nies— those  whose  projected  P/Es  for  the  coming  12  months  are 
no  more  than  three  times  the  percentage  figure  in  annualized 
earnings  growth.  The  last  flagged  companies  pay  yields  above  3% 
and  have  the  apparent  financial  strength  to  maintain  those  yields. 
All  125  are  either  listed  on  U.S.  exchanges  or  traded  as  American 
Depositary  Receipts.  Turn  to  forbes.com/extra  for  more  ideas  on 
international  stock  screens  and  how  to  use  the  Web  to  track  down 
shares  of  non-US.  companies.  F 


RECE 

NT 

2004  P/E 

YIELD 

SALES 

NET  INCOME 

MKT  CAP 

COMPANY/INDUSTRY 

E 

(EST) 

(%) 

(SMIL) 

(SMIL) 

(SMIL) 

PERFORMANCE 

42% 

•         MARKET  VALUE 

$41  BIL 

Petrobras  Energia  Participaciones/oil  &  gas  operations 

$9.39 

11.9 

0.0 

$1,864 

$129 

$2,002 

AUSTRALIA                     2005  EST  P/E  12.2           •  5-YEAR 

PERFORMANCE 

16% 

•         MARKET  VALUE 

$526  BIL 

Amcor/materials 

18.95 

11.5 

4.3 

6,306 

213 

4,137 

Australia  &  New  Zealand  Banking/banking 

63.77 

10.6 

5.6 

7,969 

1,449 

23,039 

Coles  Myer/food  markets 

46.40 

17.1 

3.2 

16,147 

257 

7,032 

National  Australia  Bank/banking 

102.99 

11.5 

5.8 

13,898 

2,441 

30,979 

Santos/oil  &  gas 

19.75 

21.7 

4.3 

966 

216 

2,886 

Telstra/telecom  svcs 

16.23 

12.7 

5.5 

12,068 

2,019 

40,992 

Westpac  Banking/banking 

59.45 

11.6 

5.0 

8,558 

1,347 

21,887 

AUSTRIA                        2005  EST  P/E  10.3           •  5-YEAR 

PERFORMANCE 

38% 

•         MARKET  VALUE 

$73  BIL 

OMV/oil  &  gas 

34.00 

8.4 

2.1 

8,727 

448 

4,631 

BRAZIL                          2005  EST  P/E    6.8           •  5-YEAR 

PERFORMANCE 

87% 

•  MARKE 

T VALUE 

$196  BIL 

AmBev-Cia  de  Bebidas  das  Americas/food,  drink  &  tobacco 

19.16 

12.1 

4.9 

2,857 

464 

10,378 

Aracruz  Celulose/materials 

33.87 

12.5 

3.4 

1,009 

286 

1,826 

Embraer-Brasileiras  de  Aeronautica/aerospace  &  defense 

27.00 

12.8 

1.9 

2,182 

193 

3,199 

Embratel  Participacdes/telecom  svcs 

11.00 

14.6 

6.3 

2,318 

74 

462 

Petroled  Brasileiro/oil  &  gas 

26.05 

5.2 

4.7 

31,503 

5,855 

27,174 

Siderurgica  Nacional/metals  &  mining 

11.72 

7.3 

4.8 

2,296 

339 

3,363 

Tele  Celular  Sul  Participacdes/telecom  svcs 

11.92 

9.0 

2.2 

358 

40 

426 

Tele  Norte  Leste  Participacdes/telecom  svcs 

11.09 

9.4 

2.8 

4,607 

70 

4,302 

Telecomunicacoes  de  Sao  Paulo/telecom  svcs 

14.05 

10.2 

12.4 

3,884 



523 

7,236 

Telemig  Celular  Participacoes/telecom  svcs 

27.50 

7.3 

2.7 

361 

49 

302 

Ultrapar  Participacoes/oil  &  gas 

10.29 

7.3 

3.7 

1,316 

81 

717 

Unibanco/banking 

19.55 

6.6 

2.4 

5,976 

346 

2,426 

Vale  do  Rio  Doce/metals  &  mining 

49.65 

9.6 

3.2 

6,397 

1,484 

17,029 

PECIAL  ADVERTISING  SECTION 


le  Royal  &  Ancient  Golf  Club  clubhouse  at  St.  Andrews 


OPEN 

the  HISTORY 


This  July,  golf's  oldest  championship,  the  133rd  Open 
Championship,  returns  to  the  cradle  of  its  inception,  the 
southwest  coast  of  Scotland,  to  be  contested  for  the  eighth  time 
over  the  storied  links  of  the  Old  Course  at  Royal  Troon  Golf  Club.  Just 
down  the  road  at  Prestwick  Golf  Club,  the  first  1 1  Open  Championships 
were  played,  starting  in  1860.  Prestwick  has  hosted  the  Open  24  times,  the 
last  time  in  1923,  second  only  to  the  Old  Course,  St.Andrews,  which  is  the 
site  of  the  2005  Open  Championship. 


From  the  second  Open  Championship  in  1861  (the  first 
ras  open  only  to  professionals),  it  was  conceived  as  a  tour- 
ament  whose  victor  would  represent  the  finest  golfer  in  the 
'orld,  amateur  or  professional.  The  list  of  winners  of  the 
laret  Jug,  one  of  the  world's  most  recognizable  trophies, 
3rtainly  reads  like  a  who's  who  of  golf  legends.  Past  winners 


include  Tiger  Woods,  Jack  Nicklaus,  Arnold  Palmer,  Tom 
Watson,  Ernie  Els,  Greg  Norman,  Nick  Faldo,  Seve 
Ballesteros,  Johnny  Miller,  Gary  Player,  Lee  Trevino,  Peter 
Thomson,  Bobby  Locke,  Henry  Cotton,  Sam  Sneaa,  Gene 
Sarazen,  Walter  Hagen,  James  Braid  and  the  game's  greatest 
amateur  of  all  time,  Robert  Tyre  "Bobby"  Jones. 


INESS  AS  USUAL 

ANON  PRODUCTS.  8LCAUSE  CONSISTENCY  IS  THE  NAME  OF  THE  GAME .  j  What  does  a  world-class  golfe 
ike  Davis  Love  III  have  in  common  with  a  world-class  business  products  company  like  Canon?  We 
ile  Davis  Love  LII  has  demonstrated  remarkable  consistency  in  his  golf  game  over  the  years,  we'v 
-•..ently  remained  number  one  in  color  copier  unit  shipments  for  the  past  17  years*  And  jus 
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ion.  The  Official  Copier,  Fax,  Multifunction  Product,  Printer,  and  Scanner 


Davis  Love  III  is  now  on  top  of  his  game,  so  are  we:  we've  been 
iked  number  one  in  unit  shipments  for  all  seven  black-and-white  copier 
jments  for  the  past  two  years.-  That's  what  happens  when  you  don't 

business  as  usual,  consistently,  www.usa.canon.com  1-800-OK-CANON 


KNOW  HOW 


ADVERT 


The  Swilcan  Bridge  on  the  18th  fairway  at  the  Old  Course,  St.  Andr 


Champions  at  Royal  Troon 

The  last  time  the  Open  was  held  at  Royal  Troon,  the  win- 
ner was  a  young  Justin  Leonard,  whose  heartfelt  speech, 
after  his  come-from-behind  victory  with  a  brilliant  final 
round  65,  touched  the  hearts  of  all  of  Britain  and  endeared 
him  in  the  "home  of  golf."  Other  Open  winners  at  Royal 
Troon  include  Mark  Calcavecchia,  who  in  1989  defeated 
Greg  Norman  and  Wayne  Grady  in  the  first  four-hole  playoff 
format  in  Open  Championship  history;  Tom  Watson,  who 
outlasted  Nick  Price  with  a  steady  final  round  70  to  Price's 
73  in  1982;  Tom  Weiskopf,  a  popular  winner  who  bested 
Johnny  Miller  in  1973;  Arnold  Palmer,  who  won  in  convinc- 
ing fashion  in  1962  after  solving  the  riddle  of  the  11th,  play- 
ing it  in  5  under  par  for  the  four  Open  rounds  and  a  quali- 
fying round  (this  same  hole  cost  Nicklaus  a  10  on  the  final 
day);  Bobby  Locke,  the  great  South  African,  over  an  interna- 
tional field  noticeably  void  of  American  golfers;  and  Arthur 
Havers,  an  unlikely  but  deserved  winner  over  the  flamboyant 
Walter  Hagen  in  1923. 

Each  year,  the  Open  assures  a  battle  between  the  game's 
current  best  players  and  provides  suspense  that  a  journey- 
man pro,  like  Paul  Lawrie  at  Carnoustie  in  1999,  or  a  young 


rookie,  such  as  last  year's  champion  Ben  Curtis,  may  emerg 
with  a  dramatic  and  inconceivable  victory.  In  Britain,  wher 
betting  on  golf  is  legal,  this  year's  stellar  lineup  is  tough  t 
handicap.  Veteran  pros  such  as  Ernie  Els,  Davis  Love  III,  Vija 
Singh  and  Phil  Mickelson  are  in  peak  form,  and  young  gun 
Sergio  Garcia,  Justin  Rose  and  Adam  Scott  are  knocking  o 
the  door,  while  perennial  major  favorite,  Tiger  Woods,  hg 
been  slightly  off  form  this  season,  leveling  the  field. 

A  Challenging  Course 

The  major  defenses  of  the  course  are  the  prevailing  nortf 
westerly  winds  and  the  infamous  bunkers,  most  notably  th 
aptly  named  Coffin  bunker  guarding  the  green  of  the  worl 
famous  par  3,  8th  hole,  known  affectionately  as  Postac 
Stamp  for  its  small  size.  This  may  be  the  shortest  hole 
Open  Championship  golf,  but  it  has  caused  the  ruin  of  mar 
a  major  round  —  even  Tiger  Woods  took  a  triple  bogey  hen 
in  1997.  And  had  Greg  Norman  not  dropped  his  only  shot  hei 
in  his  final  round  of  64  in  the  1989  Open,  he  would  have  wc 
outright,  rather  than  losing  in  a  playoff  along  with  Wayr 
Grady  to  Mark  Calcavecchia.  The  hole  can  be  conquere* 
even  in  majors,  as  Gene  Sarazen  demonstrated  by  acing  it 
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his  sentimental  return  to  Royal  Troon  in  1973,  50  years  after 
his  appearance  at  the  1923  Open. 

As  if  the  course  wasn't  challenging  enough,  every  Open 
course  goes  through  periodic  changes.  For  this  year's  Open, 
10  new  bunkers  will  be  added  to  the  course,  bringing  the 
total  to  93.  One  will  be  added  to  the  16th,  two  to  the  2nd,  4th 
and  7th,  and  three  to  the  relatively  tame  opening  hole.  In 
addition,  40  bunkers  will  be  revetted,  while  four  new  tees  will 
be  added  to  the  1st,  6th,  11th  and  15th,  bringing  the  yardage 
of  the  Championship  Old  Course  to  around  7,160  yards. 

This  year's  Open  Championship,  with  its  star-studded  inter- 
national field  and  updated  championship  course,  will  no 
doubt  produce  another  worthy  champion  to  hoist  the  Claret 
Jug  on  Sunday  afternoon  and  add  to  golf's  colorful  history. 

The  R&A  Celebrates  an  Anniversary 

The  game  of  golf,  with  its  rich  history  of  traditions  and  honor 
on  the  playing  field,  has  influenced  many  aspects  of  modern  life 
off  the  course  as  well.  The  Royal  &  Ancient  Golf  Club  of  St. 
Andrews  (the  R&A),  which  conducts  the  Open  Championship, 
among  other  amateur  and  professional  tournaments,  and  gov- 
erns the  rules  of  golf  throughout  the  world  in  109  countries  in 
association  with  the  United  States  Golf  Association  (USA  and 
Mexico),  is  celebrating  its  250th  anniversary  in  2004. 

On  May  14,  1754,  22  "noblemen  and  gentlemen  of  Fife" 
presented  a  Silver  Club  to  be  played  for  over  the  Links  of 
St.  Andrews.  The  winner  became  Captain  for  the  year. 
Now,  the  Captain  is  selected  with  His  Royal  Highness.  The 
Duke  of  York,  known  to  Americans  as  Prince  Andrew,  holds 
the  prestigious  position  for  this  important  year  of  celebra- 
tions. A  keen  golfer  himself,  Prince  Andrew,  continuing  a 
long  association  of  royals  in  golf,  is  expected  to  make  his 
annual  appearance  at  this  year's  Open  Championship. 

A  Commemorative  Note 

By  the  Royal  Bank  of  Scotland 

To  commemorate  the  anniversary,  The  Royal  Bank  of 
Scotland  (RBS,  www.rbs.co.uk),  a  great  supporter  of  the  game 
and  the  R&A's  banker  since  1858,  has  issued  a  commemorative 
£5  banknote,  featuring  images  on  the  back  of  the  world-famous 
R&A  clubhouse  on  the  18th  green  of  the  Old  Course  at  St. 
Andrews,  Old  Tom  Morris  and  the  Claret  Jug.  On  hand  for  the 
announcement  were  Jack  Nicklaus,  a  three-time  winner  of  the 
Open  Championship  and  an  ambassador  of  golf  for  RBS,  espe- 
cially in  the  United  States,  and  Fred  Goodwin,  Group  Chief 
Executive,  The  Royal  Bank  of  Scotland. 

Goodwin  eloquently  stated,  "We  congratulate  the  R&A  on 
its  250th  anniversary.  Golf  is  a  sport  that  gives  enormous 


pleasure  to  millions  of  people  worldwide,  and  RBS  is  prou 
to  support  it  in  many  different  ways.  A  commemorativ 
banknote  celebrating  this  great  occasion  is  our  contribute 
to  this  important  milestone  in  the  R&A's  history.  Hopefully, 
will  remind  millions  of  Scots  and  visitors  to  Scotland  of  th 
importance  of  golf  to  our  nation  and  the  role  the  R&A  hs 
played  in  making  this  a  truly  international  sport." 

Canon4Kids  —  Coporate  Involvement 

In  the  United  States,  corporate  involvement  with  the  gam 
extends  far  beyond  the  millions  of  dollars  it  gives  away  annuall 
Canon  U.S.A.'s  (www.usa.canon.com)  Canon4Kids  program  is 
nationwide  initiative  that  collaborates  with  the  National  Cent< 
for  Missing  &  Exploited  Children  (NCMEC)  to  place  digit 
images  of  missing  children  with  contact  information  - 
1-800-TH E-LOST  (1-800-843-5678)  —  on  professional  golfei 
Briny  Baird  and  Michelle  McGann's  golf  bags  each  week. 

This  important  program  not  only  contributes  money  an 
donates  Canon  equipment  to  law  enforcement,  but  it  als 
raises  awareness  of  the  increasing  level  of  child  abductic 
in  this  country  —  800,000  children  are  reported  missin 
annually.  The  photo-distribution  network  is  critical  to  th 
program's  success,  with  one  out  of  six  children  whos 
images  are  featured  being  found  by  people  who  see  th 
photographs  and  contact  authorities. 

The  Global  Game 

From  its  humble  beginnings  600  years  ago  in  Scotland  ov« 
unwanted  land  grazed  by  sheep  and  rabbits,  to  its  position  a 
a  major  influence  in  good  sportsman  conduct  and  a  majc 
contributor  to  charitable  associations,  golf  has  risen  to  h 
deserved  position  as  the  global  game  for  everyone.  I 

Web  Address  Directory 

Canon  U.S.A.,  Inc. 

www.usa.canon.com 

The  Royal  Bank  of  Scotland 

www.rbs.co.uk 
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'     '        ■%  F 

COMPANY/INDUSTRY 

04 
ES 

I 

/E 

YIELD 

(%) 

SALES 
($MIL) 

NET  INCOME 
($MIL) 

MKT  CAP 
(SMIL) 

Votorantim  Celulose  e  Papel/materials 

$32.00 

7.2 

3.2 

$963 

$281 

$2,439 

CANADA 

2005  EST  P/E  17.6           %  E 

i-YEAR  PERFORMANCE 

23% 

•         MARKET  VALUE 

$808  BIL 

Rlitchie  Bros  Auctioneers/business  svcs  &  supplies 

26.15 

23.2 

1.1 

173 

39 

893 

Thomson  Corp/media 

33.20 

26.9 

2.3 

7,606 

865 

21,737 

CHILE 

2005  EST  P/E  13.4         "•  E 

i-YEAR  PERFORMANCE 

43% 

•         MARKET  VALUE 

$80  BIL 

Sanco  Santander-Chile/banking 

26.20 

12.3 

5.3 

1,485 

302 

4,752 

Telecomunicaciones  de  Chile/telecom  svcs 

11.58 

64.3 

0.1 

1,187 

15 

2,530 

CHINA 

2005  EST  P/E  11.1           •       '  E 

i-YEAR  PERFORMANCE  - 

45% 

•         MARKET  VALUE 

$501  BIL 

PetroChina/oil  &  gas 

47.49 

8.9 

4.6 

36,697 

8,409 

83,499 

Sinopec  Shanghai  Petrochemical/chemicals 

31.00 

9.5 

1.9 

3,496 

169 

4,106 

DENMARK 

2005  EST  P/E     7.4           •  E 

i-YEAR  PERFORMANCE 

16% 

•         MARKET  VALUE 

$127  BIL 

rDC/telecom  svcs 

16.34 

9.6 

7.9 

7,721 

276  7,074 

FINLAND 

2005  EST  P/E  14.3           •  E 

i-YEAR  PERFORMANCE  - 

31.5% 

•         MARKET  VALUE 

$152  BIL 

^okia/IT  hardware  &  equip 

14.24 

16.6 

2.1 

33,626 

4,101 

66,932 

JPM-Kymmene/materials 

18.30 

28.9 

4.2 

11,357 

420 

9,581 

FRANCE 

2005  EST  P/E  12.7           •  E 

i-YEAR  PERFORMANCE  - 

14% 

•         MARKET  VALUE  $ 

1,347  BIL 

Dassault  Systemes/computer  networks 

44.99 

31.0 

0.4 

862 

160 

5,102 

STMicroelectronics/semiconductors 

22.02 

29.2 

0.4 

7,234 

253 

19,840 

rotai/oil  &  gas 

95.91 

12.7 

2.5 

119,470 

7,940 

125,174 

GERMANY 

2005  EST  P/E  12.8           •  E 

i-YEAR  PERFORMANCE  - 

31% 

•         MARKET  VALUE  $ 

1,053  BIL 

E.ON/utilities 

69.70 

13.4 

2.7 

48,564 

5,305 

45,725 

:resenius  Medical  Care/health  care  equip  &  svcs 

25.35 

17.0 

1.3 

5,528 

331 

6,942 

SAP/software  &  svcs 

40.80 

31.0 

0.5 

8,019 

1,230 

50,730 

Volkswagen/auto 

8.70 

12.7 

2.3 

99,493 

1,250 

18,510 

3REECE 

2005  EST  P/E  14.8           •  E 

i-YEAR  PERFORMANCE  - 

48% 

•         MARKET  VALUE 

$101  BIL 

Coca-Cola  HBC/food,  drink  &  tobacco 

25.30 

18.3 

1.0 

4,639 

131 

5,988 

Hellenic  Telecommunications/telecom  svcs 

6.39 

14.2 

5.9 

5,639 

495 

6,270 

Stelmar  Shipping/transportation 

30.95 

8.3 

1.6 

177 

48 

535 

HONG  KONG 

2005  EST  P/E  15.0           •  E 

)-YEAR  PERFORMANCE  - 

15% 

•          MARKET  VALUE 

$685  BIL 

China  Mobile  (Hong  Kong)/telecom  svcs 

14.88 

11.2 

1.6 

19,159 

4,295 

58,544 

CLP  Holdings/utilities 

5.45 

12.7 

4.1 

3,628 

987 

13,095 

-Cable  Communications/media 

7.67 

26.9 

1.6 

275 

28 

774 

SINA/business  svcs  &  supplies 

39.79 

31.2 

0.0 

115 

32 

1,935 

2005  EST  P/E  14.1           •  E 

.-YEAR  PERFORMANCE 

39% 

•         MARKET  VALUE 

$19  BIL 

Vlatav/telecom  svcs 

20.00 

12.6 

6.8 

2,720 

257 

4,152 

NDIA 

2005  EST  P/E  18.1           •  E 

-YEAR  PERFORMANCE 

37% 

•         MARKET  VALUE 

$231  BIL 

nfosys  Technologies/business  svcs  &  supplies 

42.26 

32.5 

1.7 

1,061 

272 

11,265 

Mahanagar  Telephone  Nigam/telecom  svcs 

6.75 

7.7 

2.9 

1,202 

132 

2,126 

Satyam  Computer  Services/business  svcs  &  supplies 

18.25 

20.4 

0.8 

553 

120 

2,886 

/Vipro/information  technology  svcs 

14.76 

35.1 

1.5 

1,276 

226 

10,304 

NDONESIA 

2005  EST  P/E    6.2           •  E 

-YEAR  PERFORMANCE  - 

10% 

•         MARKET  VALUE 

$50  BIL 

relekomunikasi  Indonesia/telecom  svcs 

14.66 

6.2 

5.5 

2,311 

901 

7,389 

RELAND 

2005  EST  P/E  13.6      ,     •  E 

i-YEAR  PERFORMANCE  - 

30% 

•    .      MARKET  VALUE 

$81  BIL 

Bank  of  Ireland/banking 

52.26 

9.5 

3.9 

5,985 

1,114 

12,326 

con/drugs  &  biotech 

41.90 

18.7 

0.0 

226 

18 

496 
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COMPANY/INDUSTRY 

RECENT 
PRICE 

2 

YIELD 

(%) 

SALES 
(SMIL) 

NET  INCOME 
(SMIL) 

MKT  CAP 
(SMIL) 

Ryanair  Holdings/transportation 

$31.54 

17.6 

0.0 

$1,269 

$244 

$4,758 

ISRAEL                          2005  EST  P/E  19.8  • 

5-YEAR  PERFORMANCE 

84% 

MARKET  VALUE 

$76  BIL 

Check  Point  Software  Technologies/software  &  svcs 

25.30 

24.5 

0.0 

445 

251 

6,307 

Nice-Systems/IT  hardware  &  equip 

23.14 

20.5 

0.0 

224 

 L 

388 

ITALY                            2005  EST  P/E  12.8  • 

5-YEAR  PERFORMANCE  - 

17% 

•         MARKET  VALUE 

$620  BIL 

Benetton  Group/household  &  personal  prods 

22.48 

12.2 

3.0 

2,122 

123 

2,041 

De  Rigo/retailing 

6.21 

11.8 

0.0 

487 

10 

278 

Enel/utilities 

41.54 

11.9 

3.8 

35,751 

2,864 

50,372 

ENI/oil  &  gas 

104.32 

12.2 

2.1 

61,912 

6,376 

83,509 

JAPAN                           2005  EST  P/E  14.9  • 

5-YEAR  PERFORMANCE  - 

21% 

•         MARKET  VALUE  ! 

>3,517  BIL 

Canon/business  svcs  &  supplies 

52.39 

16.6 

0.5 

27,663 

2,385 

46,089 

Eisai/drugs  &  biotech 

28.00 

15.0 

1.1 

4,446 

446 

7,996 

Honda  Motor/auto 

22.58 

11.0 

0.8 

72,566 

4,128 

42,492 

Matsushita  Electric  Industrial/consumer  durables 

13.82 

39.8 

0.8 

66,495 

375 

32,040 

Nippon  Telegraph  &  Telephone/telecom  svcs 

25.08 

12.3 

0.8 

98,639 

5,724 

78,958 

NTT  DoCoMo/telecom  svcs 

18.66 

11.7 

0.7 

44,877 

5,779 

90,681 

Sony/consumer  durables 

37.26 

29.7 

0.6 

66,643 

787 

34,426 

Toyota  Motor/auto 

76.38 

13.5 

0.9 

153,750 

10,331 

127,170 

LUXEMBOURG                 2005  EST  P/E    9.7  • 

5-YEAR  PERFORMANCE 

NA 

•          MARKET  VALUE 

$20  BIL 

Tenaris/oil  &  gas 

3198 

12.5 

6.7 

3,180 

210 

3,775 

MEXICO                         2005  EST  P/E  10.7  • 

5-YEAR  PERFORMANCE 

83% 

•         MARKET  VALUE 

$161  BIL 

America  Movii/telecom  svcs 

36.96 

14.2 

0.2 

7,941 

1,389 

23,459 

Cemex/construction 

29.52 

9.4 

3.5 

7,441 

653 

10,107 

Gruma/food,  drink  &  tobacco 

6.70 

10.5 

3.6 

2,129 

46 

755 

Grupo  Televisa/broadcasting 

43.08 

20.0 

5.7 

2,177 

332 

6,310 

Telefonos  de  Mexico/telecom  svcs 

33.98 

9.9 

3.3 

10,797 

2,074 

20,281 

TV  Azteca/broadcasting 

8.50 

10.1 

0.9 

673 

146 

1,626 

NETHERLANDS                2005  EST  P/E  11.8 

5-YEAR  PERFORMANCE  - 

36% 

•         MARKET  VALUE 

$353  BIL 

Aegon/insurance 

12.20 

10.3 

3.2 

44,358 

2,047 

18,141 

Akzo  Nobel/chemicals 

36.61 

12.7 

2.9 

14,899 

687 

10,459 

Chicago  Bridge  &  Iron/construction 

25.49 

19.4 

0.5 

1,148 

50 

1,174 

ING  Groep/financial  svcs 

23.14 

9.3 

3.9 

93,549 

4,615 

48,312 

Orthofix  international/health  care  equip  &  svcs 

42.35 

17.4 

0.0 

224 

27 

634 

Royal  Dutch  Petroleum/oil  &  gas 

50.81 

12.2 

3.0 

121,159 

7,619 

103,307 

NEW  ZEALAND                 2005  E.ST  P/E  11.4 

5-YEAR  PERFORMANCE 

5% 

•         MARKET  VALUE 

$32  BIL 

Telecom  Corp  of  New  Zealand/telecom  svcs 

28.15 

12.6 

3.4 

2,361 

372 

6,814 

PERU                            2005  EST  P/E  10.3  • 

5-YEAR  PERFORMANCE 

77% 

•         MARKET  VALUE 

$18  BIL 

Southern  Peru  Copper/metals  &  mining 

32.50 

7.5 

3.6 

798 

119 

2,601 

PORTUGAL                     2005  EST  P/E  10.1 

5-YEAR  PERFORMANCE  - 

•24% 

•         MARKET  VALUE 

$66  BIL 

EDP-Electricidade  de  Portugal/utilities 

27.23 

NA 

3.5 

7,965 

435 

7,621 

SOUTH  AFRICA                2005  EST  P/E  14.3  . 

5-YEAR  PERFORMANCE 

43% 

•         MARKET  VALUE 

$164  BIL 

AngloGold  Ashanti/metals  &  mining 

32.29 

24.6 

"  3.1 

2,078 

320 

7,209 

Gold  Fields/metals  &  mining 

10.37 

37.0 

1.9 

1,590 

338 

5,095 

Sasol/chemicals 

15.34 

11.3 

4.3 

7,390 

895 

10,297 
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If  •  f]  r  '  ■ 

SALES        NET  INCOME 
($MIL)  ($MIL) 

MKT  CAP 
(SMIL) 

2005  EST  P/E  6.2 

MARKET  VALUE 

$305  BIL 

Korea  Electric  Power/utilities 

$9.02 

8.4 

4.1 

$19,108 

$1,949 

$11,559 

Posco/metals  &  mining 

30.70 

4.3 

3.5 

12,039 

1,662 

11,148 

SK  Telecom/telecom  svcs 

20.76 

9.1 

1.9 

8,623 

1,650 

15,373 

SPAIN 

2005  EST  P/E  10  7 

•  *  . 

5-YEAR  PERFORMANCE  - 

12% 

•         MARKET  VALUE 

$500  BIL 

Banco  Bilbao  Vizcaya  Argentaria/banking 

13.40 

12.2 

2.9 

20,038 

2,542 

45,437 

Endesa/utilities 

19.06 

11.9 

3.6 

18,538 

1,498 

20,180 

SWEDEN 

2005  EST  P/E  10.8 

• 

5-YEAR  PERFORMANCE  - 

11% 

•         MARKET  VALUE 

$306  BIL 

Electrolux/consumer  durables  38.91 

8.9 

3.7 

15,498 

597 

5,770 

SWITZERLAND 

2005  EST  P/E  11.9 

• 

5-YEAR  PERFORMANCE  - 

17% 

•         MARKET  VALUE 

$735  BIL 

Novartis/drugs  &  biotech 

45.96 

20.2 

1.4 

24,864 

5,016 

113,419 

TAIWAN 

2005  EST  P/E  10.8 

■ 

5-YEAR  PERFORMANCE  - 

32% 

•         MARKET  VALUE 

$417  BIL 

Advanced  Semiconductor  Engineering/semiconductors 

3.52 

8.4 

0.0 

1,668 

80 

2,520 

AU  Optronics/IT  hardware  &  equip 

17.78 

5.5 

1.6 

3,051 

456 

8,103 

Siliconware  Precision  Industries/semiconductors 

3.65 

8.1 

0.0 

798 

83 

1,383 

Taiwan  Semiconductor  Manufacturing/semiconductors 

9.08 

15.6 

0.8 

5,907 

1,375 

42,451 

United  Microelectronics/semiconductors 

4.30 

13.0 

0.0 

2,785 

408 

13,710 

TURKEY 

2005  EST  P/E  11.2 

• 

5-YEAR  PERFORMANCE  233% 

•         MARKET  VALUE 

$62  BIL 

Turkcell  lletisim  Hizmetleri/telecom  svcs 

29.25 

15.0 

1.3 

2,104 

96 

5,850 

UNITED. KINGDOM             2005  EST  P/E  12.7 

• 

5-YEAR  PERFORMANCE  - 

29% 

•         MARKET  VALUE  $ 

2,445  BIL 

ARM  Holdings/semiconductors 

6.67 

44.5 

0.4 

211 

25 

2,275 

BAA/transportation 

10.10 

14.2 

3.2 

3,362 

643 

10,655 

Barclays/banking 

36.75 

9.5 

3.9 

31,044 

4,515 

60,297 

BG  Group/oil  &  gas 

32.46 

17.6 

0.9 

5,902 

1,264 

22,935 

BOC  Group/chemicals 

34.27 

15.4 

2.1 

5,973 

352 

8,530 

BP/oil  &  gas 

53.09 

13.5 

3.1 

232,570 

10,267 

194,636 

BT  Group/telecom  svcs 

35.10 

10.8 

1.2 

31,604 

2,418 

30,146 

GlaxoSmithKline/drugs  &  biotech 

42.51 

15.0 

3.4 

35,280 

7,398 

126,456 

Hanson/construction 

38.75 

10.5 

3.8 

5,755 

296 

5,712 

HSBC  Holdings/banking 

76.05 

15.2 

4.8 

58,020 

8,774 

167,281 

Lloyds  TSB  Group/financial  svcs 

32.90 

10.5 

7.3 

25,565 

5,354 

46,007 

NDS  Group/media 

24.91 

23.3 

0.0 

378 

41 

1,345 

Pearson/n 
Reed  Else 

ledia 

12.44 

21.6 

3.4 

6,661 

90 

9,982 

/ier/media 

39.37 

16.8 

2.1 

8,767 

595 

12,511 

Rolls-Royce/aerospace  &  defense 

21.60 

20.2 

3.2 

9,288 

191 

7,214 

J  Sainsbury/retailing 

20.57 

16.1 

5.5 

29,252 

676 

9,896 

Scottish  Power/utilities 

29.18 

10.5 

4.9 

9,893 

918 

13,481 

Shell  Transport  &  Trading/oil  &  gas 

44.53 

12.2 

3.6 

80,772 

5,080 

70,659 

Signet  Group/retailing 

64.78 

13.8 

2.1 

2,685 

228 

3,736 

Smith  &  Nephew/health  care  equip  &  svcs 

54.03 

28.1 

0.8 

1,940 

244 

10,088 

Unilever  P 
Wolseley/ 

Ic/food,  drink  &  tobacco 

38.90 

12.8 

3.2 

48,556 

3,141 

28,535 

trading 

31.15 

13.2 

2.6 

13,123 

476 

9,077 

WPP  Group/media 

52.06 

19.0 

1.1 

6,756 

343 

12,364 

VENEZUELA 

2005  EST  P/E  11.6 

• 

5-YEAR  PERFORMANCE  - 

16% 

•         MARKET  VALUE 

NA 

Nacional  Telefonos  de  Venezuela/telecom  svcs 

19.26 

23.3 

6.6 

1,969 

18 

2,x90 

All  figures  are  in  US  dollars.  Prices  as  of  June  10  NA.  Not  available.  Sources:  Bloomberg  Financial  Markets-  Exshare,  FT  Interactive  Data,  Thomson  First  Call  and  Wohdscope  via  FactSet  Research  Systems. 
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Sturm  und  Drang 

Public  scold  Norbert  Walter,  Deutsche  Bank's  chief  economist,  says 
export-happy  Germany,  despite  deep  problems,  will  benefit  from  rising  world  trade. 


BY  MICHAEL  FREEDMAN 


Walter  has  inveighed  against  Germany's  sclerotic  system  for  a  long  time  in  forums  around  the  world. 


O 


N  WALTKR'S  WEB  WISDOM,  A  SITE  MAINTAINED 
by  Deutsche  Bank  Chief  Economist  Norbert 
Walter,  you  see  a  cartoon  of  a  short,  bearded 
physician  thrusting  a  stethoscope  into  a  fat 
man's  chest.  The  doctor  is  Walter,  provocateur, 
media  mainstay  and  chief  diagnostician  of  his  nation's  ills.  The 
fat  man  is  Germany — bloated,  lethargic  and  very,  very  ill. 

Germans  traveling  abroad,  especially  to  the  U.S.  or  Asia,  are 
shocked  by  the  difference,  Walter  observes.  "You  can  feel  the 
dynamic  entrepreneurial  spirit  there,"  he  says.  "People  in  Amer- 
ica or  Asia  cannot  even  imagine,  let  alone  understand,  the  cur- 
rent depressed  mood  in  Germany." 


To  Walter,  the  German  economy's  loudest  scold,  his  home- 
land's problem  is  its  socialistic  mind-set,  a  deeply  entrenched 
system  of  entitlements  that  suffocates  the  risk-taking  business 
spirit  and  bloats  public  spending.  Unions  defend  wage  levels  that 
are  way  out  of  alignment  with  those  elsewhere  on  the  globe. 
Baby  boomers  want  politicians  to  guarantee  pensions.  Univer- 
sity students  reject  the  notion  that  they  should  pay  even  a  por- 
tion of  their  tuition.  Attempts  at  reform  are  met  with  jeers. 

All  this  has  something  to  do  with  the  fact  that  between  2001 
and  2003  economic  output  in  Germany  edged  up  just  0.85%,  to 
5.9%  in  the  U.S.  While  the  rest  of  the  world  prospers,  and  other 
European  Union  nations  like  France  and  Sweden  begin  recover- 


es,  Germany  has  been  stagnating. 

So  it's  a  pleasant  surprise  that,  at  least  for  2004,  Walter  sees 
:ause  for  optimism.  Despite  the  system's  maddening  weak- 
lesses,  the  fact  remains  that  export-heavy  Germany  is  the 
vorld's  second-largest  producer  of  capital  goods.  Walter  esti- 
nates  world  trade  will  grow  by  8%  this  year,  a  perfect  (if  tem- 
>orary)  antidote  to  the  German  slump.  Growth  accelerated  in 
he  first  quarter,  though  Germany  still  lags  Euroland  as  a  whole. 
5ut  he  predicts  2%  German  growth  for  2004,  a  higher  forecast 
han  those  of  most  economists.  Economists'  consensus  for  the 
J.S.  is  4.5%  and  for  Britain  3.5%. 

How  to  invest  in  Germany?  Fortunately,  affordable — and 
irguably  undervalued — funds  exist  that  should  romp  if  things 
;o  as  Walter  predicts.  There's  Deutsche  Bank's  Germany  Fund, 
i  closed-end  fund  that  mirrors  the  Dax  index  of  the  largest 
10  German  corporations.  It  has  had  a  real  seesaw  ride,  a  bad 
1000-02,  a  boffo  2003,  when  it  was  up  69%;  this  year  it  is  down 
1%  thus  far.  The  five-year  annualized  return  is  -7.3%.  At  a  dis- 
ount  to  net  asset  value  (the  worth  of  the  underlying  securities) 
>f  13%,  it  is  very  reasonably  priced;  the  1.77%  yearly  expenses, 
vhile  not  cheap,  are  standard  for  European  funds. 

A  wider  ranging  portfolio  is  the  iShares  MSCI  Germany 
ndex  from  Barclays  Global  Investors.  This  exchange-traded 
und,  with  a  mere  0.84%  in  expenses,  covers  85%  (by  capitaliza- 
ion)  of  the  German  market.  It  is  down  2.2%  annually  over  five 
ears  and  is  flat  this  year.  It  trades  dead  even  with  asset  value  (see 
tory,p.  170). 

For  a  narrower  gauged  alternative,  Deutsche  has  another 
losed-end,  the  New  Germany  Fund,  which  allows  you  to  invest  in 
Germany's  small-  and  mid-cap  companies,  reflecting  the  Midcap 
Market  Performance  Index,  calculated  by  the  Deutsche  Borse.  It 
Jso  had  a  terrific  2003  (up  102%)  and  has  risen  5%  in  2004;  five- 
rear  annual  return — minus  5%.  The  expenses  are  a  not-bad  (for 
foreign  fund)  1.39%;  the  discount  is  19%. 

Investors  can  also  target  individual  names.  Walter  does  not 
>ick  stocks,  but  he  says  companies  that  make  use  of  the  cheap 
abor  in  the  new  European  Union  nations  and  other  low-cost 
>laces  are  most  likely  to  prosper.  The  cost  savings,  of  course, 


i  Tonic  for  Teutonic  Stocks 


erman  exporters,  particularly  those  with  production  outside  high-cost  Germany,  are  poised 
prosper.  Walter  won't  pick  stocks;  these  are  from  his  bank's  analysts. 

PRIRF                          ?  1 

MPANY/INDUSTRY 

RECENT 

52-WKHIGH 

P/E 

Jidas-SalomonVfootwear 

$59.37 

$61.42 

16 

MW/auto  manufacturing 

43.06 

48.01 

12 

DntinentalVtires 

45.95 

46.90 

16 

JcosVelectronic  components 

21.02 

28.93 

69 

esenius  Medical  CareVmedical  services 

25.35 

25.83 

21 

etro/food  retailing 

47.99 

50.34 

26 

)rsche/auto  manufacturing 

678.39 

685.52 

17 

l/VEVelectric  utilities 

44.92 

47.20 

14 

emensVconglomerates 

71.90 

87.50 

16 

figures  are  in  U.S.  dollars.  Prices  as  of  June  10.  'Trades  in  the  U  S  as  American  Depositary  Receipts. 
urces:  Exshare,  FT  Interactive  Data  and  Worldscope  via  FactSet  Research  Systems. 

return  to  the  bottom  line  in  Germany.  Deutsche  Bank  analysts, 
however,  do  provide  a  list  based  on  his  precepts  (see  table). 

Adidas-Salomon,  for  instance,  currently  produces  95%  of  its 
shoes  in  low-cost  Asia,  and  a  significant  part  of  its  textile  pro- 
duction takes  place  in  eastern  Europe.  In  the  first  quarter  of 
2004  Adidas'  sales  declined  2.8%  to  hit  $1 .9  billion,  but  earnings 
were  far  beyond  analysts'  expectations,  increasing  41%  to  $87 
million.  Adidas  trades  at  16  times  earnings,  compared  with  22 
for  Nike,  the  market  leader  from  the  U.S.,  and  Deutsche  Bank 
analysts  say  that  discount  will  narrow  as  Adidas  improves  its  bal- 
ance sheet  and  fulfills  its  growth  potential. 

Walter  notes  that  the  average  age  of  durable  goods  in  Ger- 
many is  higher  than  it  has  been  in  decades.  In  plain  English,  peo- 
ple have  postponed  replacing  their  autos,  probably  because  they 
are  worried  about  hanging  on  to  their  jobs.  The  modest  eco- 
nomic reforms  that  have  taken  place  so  far  have  been  too  small 
to  help  the  economy  but  enough  to  scare  consumers  away  from 
buying.  The  average  German  car  is  7.6  years  old,  up  from  6  years 
two  decades  ago.  The  pent-up  demand  will  have  to  trigger  a  sales 
burst  sometime  or  other.  Demand  for  the  sleekly  engineered 
German  cars  is  already  going  up  elsewhere. 

High-end  automaker  BMW  is  building  factories  in  Leipzig,  a 
city  in  the  old  East  Germany  with  high  brainpower  and  real 
estate  prices  one-third  those  of  Munich.  In  2004's  first  quarter 
BMW  sales  increased  by  4.9%  to  $13  billion;  earnings  increased 
by  2.5%  to  $633  million.  Deutsche  Bank  estimates  that  the  vol- 
ume growth  should  continue  next  year.  The  hope  is  that 
demand  will  overcome  the  euro's  ongoing  strength,  which 
makes  German  exports  more  expensive  outside  the  EU. 

Walter  notes  that  German  products  are  particularly  in 
demand  in  places  where  economic  momentum  is  strongest,  like 
Asia  and  eastern  Europe.  And  German  retailer  Metro,  which 
started  investing  in  eastern  Europe  as  early  as  1994,  now  has  a 
large  presence  in  nations  such  as  Hungary,  Poland,  the  Gzech 
Republic  and  Russia.  By  the  end  of  2003  international  sales  repre- 
sented 47%  of  group  revenue.  Metro  is  Germany's  leading  seller 
of  consumer  electronics  and  white  goods  (refrigerators,  washers, 
etc.).  Metro's  2003  revenue  was  $64  billion,  up  4%  from  2002;  net 
income  was  up  12%  to  $595  million. 

Walter  frequently  gives  speeches, 
in  German  or  English,  at  economic 
forums  worldwide.  His  bullish 
forecast  for  Germany,  he  says, 
should  not  be  mistaken  for  the  all- 
clear  signal.  In  the  short  term  he 
expects  interest  rates  to  keep  rising 
after  the  U.S.  presidential  elections, 
which  could  thwart  U.S.  import 
demand  and  growth.  Terrorism 
and  Middle  East  tension  could 
exacerbate  high  energy  prices,  and 
still-greater  euro  appreciation  just 
might  dampen  German  exports. 
Swallow  those  cautions  and  you 
can  plunge  in.  F 
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Demography  Plays 

How  to  profit  from  aging  populations  around  the  globe? 

Trilogy  Advisors' William  Sterling  bets  on  Boomernomics  I  by  andrew  t.  gillies 


WILLIAM  STERLING  HAS  BEEN  A  BIG-PICTURE 
guy  on  Wall  Street  for  18  years.  Ask  the 
man,  a  self-described  "recovering  econo- 
mist," about  the  case  for  international 
investing,  and  he  will  bend  your  ear  with  a 
barrage  of  opinions  on  everything  from  America's  external 
accounts  to  Japanese  real  estate  prices.  So  how  does  Sterling,  50, 
who  oversees  $5.2  billion  as  chief  investment  officer  of  New 
York's  Trilogy  Advisors,  zoom  in  on  a  list  of  stocks?  Demo- 
graphics play  a  key  role. 


Demographic  information  comes  with  a  comforting  level  of 
certainty,  no  matter  what  the  market.  If  you  know  the  number 
of  15-year-olds  alive  today,  it's  not  too  hard  to  guess  how  many 
25-year-olds  will  be  around  a  decade  hence.  "There's  almost 
nothing  else  you  can  say  about  ten  years  from  now  with  that 
amount  of  confidence,"  Sterling  says. 

Since  1998  Sterling  has  put  that  certainty  to  good  use  in  the 
CI  Global  Boomernomics  Sector  fund,  an  $814  million  portfo- 
lio he  manages  for  Canada's  CI  Funds.  The  fund's  mission  is  to 
invest  in  sectors  that  Sterling  believes  will  be  most  affected  by 


>opulation  trends,  especially  the  aging  of  the  baby  boomers,  or 
hose  born  between  1946  and  1964.  The  fund  has  returned  6% 
nnualized  since  its  launch,  versus  1%  for  the  MSCI  World  Index. 

One  way  Sterling  digs  into  demography  is  to  identify  "longs" 
nd  "shorts"  via  consumption  survey  data  from  the  U.S.  Bureau 
»f  Labor  Statistics.  A  sector  the  numbers  favor:  medical  devices, 
specially  implants  and  prosthetics.  In  2011  the  first  wave  of 
•aby  boomers  will  hit  65,  and  failing  joints  will  be  a  big  problem 
or  this  group. 

Other  demographic  longs  are  cruise  ships,  recreational  vehi- 
les  and  low-end  real  estate.  The  latter  category  plays  more  off 
he  "echo  boom,"  or  the  children  of  the  baby  boomers,  now 
leaded  into  their  twenties.  An  example  of  a  demographic  short 
rould  be  winter  sports.  "Not  good,"  Sterling  chuckles.  "Fifty- 
ear-olds  might  like  to  think  they'll  do  a  lot  of  skiing,  but  they'll 
irobably  take  a  cruise  instead." 

Crunching  population  stats  and  thinking  about  prosthetics 
ar  a  living  wasn't  exactly  what  Sterling  had  in  mind  while  earn- 
ig  a  doctorate  in  economics  at  Harvard.  A  Fulbright  Scholarship 
t  the  University  of  Tokyo  sparked  his  interest  in  international 
aarkets,  and  in  1986  Sterling  joined  Merrill  Lynch  in  Tokyo  as  its 
ipan  economist. 

He  began  looking  into  the  relationship  between  demograph- 
:s  and  stock  prices  while  at  Merrill  and  continued  his  research 
>n  the  topic  as  a  global  strategist  at  BEA  Associates,  a  money  man- 
ger later  bought  by  Credit  Suisse  Asset  Management. 

In  1998  Sterling  founded  Trilogy  Advisors,  launched  the 
ioomernomics  fund  and  published  a  book  under  the  same 
ubric.  Its  premise:  Globalization  and  technology  will  keep 
nflation  low,  productivity  high  and  equities  the  place  to  be. 
ittractive  areas — namely  finance,  health  care  and 
echnology — are  those  that  benefit  from  these  trends  and  the 
emographic  "pig  in  the  python." 

It's  a  growth-oriented  philosophy,  and  it  hurt  the  Boomer- 


Chasing  the  Global  Geezer 


Only  Canadian  investors  can  buy  William  Sterling's  CI  Global  Boomernomics  Sector  fund.  Here  are  a  few  of  his  international 
favorites,  as  well  as  our  own  picks  inspired  by  his  demographic  approach  to  global  investing. 


COMPANY/COUNTRY 

INDUSTRY: 

RECENT 
PRICE 

PRICE/ 
BOOK 

MARKET 
VALUE 
(SMIL) 

Amvescap/U.K. 

financial  services 

$13.69 

1.6 

$5,904 

AXA/France 

insurance 

21.10 

2.6 

75,121 

Credit  Suisse  GroupVSwitzerland 

financial  services 

35.84 

1.8 

42,644 

Eisai/Japan 

pharmaceuticals 

28.00 

1.8 

7,996 

Fresenius  Medical  CareVGermany 

medical  services 

25.35 

2.1 

6,942 

ING  Groep/Netherlands 

financial  services 

23.14 

1.8 

48,312 

Kyocera/Japan 

electronic  equipment 

83.33 

1.5 

12,393 

Royal  Philips  ElectronicsVNetherlands 

electronics,  lighting 

27.17 

2.3 

37,255 

Smith  &  NephewVU.K. 

medical  devices 

54.03 

6.8 

10,088 

VNUVNetherlands 

publishing 

28.32 

1.5 

7,370 

All  figures  are  In  U.S.  dollars.  Prices  as  of  June  10.  'Sterling  pick.  Sources:  Bloomberg  Financial  Markets;  Exshare.  FT  Interactive  Data  and  Worldscope  via  FactSet  Research  Systems. 
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nomics  fund  during  the  technology  wreck  of  2001  and  2002.  But 
Sterling  says  the  demographic  view,  by  nature  long  term,  guides 
investors  through  such  rough  patches.  He  cites  the  Hillary 
Clinton-induced  beating  that  health  stocks  took  in  the  1990s. 
Boomernomics  disciples  would  have  bought  on  that  dip. 

But  demographics  alone  don't  make  a  stock  a  buy.  Sterling 
also  compares  a  company's  share  price  with  the  present  value  of 
its  future  cash  flows,  and  various  multiples  with  their  historical 
averages.  He  factors  in  earnings-growth  forecasts  when  looking 
at  price/earnings  ratios  and,  where  possible,  looks  at  valuations 
set  by  recent  buyouts. 

The  relevance  of  these  different  measures  varies  by  country. 

"Fifty-year-olds  might  think 
they'll  DO  A  LOT  OF  SKIING,  but 

they'll  probably  take  a  cruise." 

In  Japan,  rich  in  heavy  industry,  the  price/book  multiple  is 
important.  But  in  economies  more  reliant  on  intellectual  capi- 
tal— Israel  comes  to  mind — price/sales  is  a  handier  ratio. 

Germany's  Fresenius  Medical  Care  is  a  Sterling  favorite. 
The  company  specializes  in  kidney  dialysis,  running  1,110  clin- 
ics in  the  U.S.  and  450  in  23  other  countries.  It  also  sells 
systems  used  to  treat  chronic  kidney  disease,  a  condition 
brought  on  by  hypertension  and  diabetes,  among  other  causes. 
"To  the  extent  that  you  think  diabetes  is  here  to  stay  and  prob- 
ably worsens  as  the  population  ages,"  Sterling  says,  "that's  not 
a  bad  business  to  be  in." 

Fresenius'  Big  Board-listed  shares  trade  not  far  from  a  52- 
week  high.  Still,  the  stock  sells  at  21  times  trailing  earnings,  a 
multiple  that  looks  reasonable  next  to  a  three-year  average 
price-to-earnings  multiple  of  26.  F 
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The  Investment  Samba 

Ever-volatile  Latin  America  is  like  the  dance:  three  steps  forward,  two  back.  You  have 
to  pick  your  country,  says  Peter  Gruber,  who  likes  Brazil  the  best  i  by  kerry  a.  dolan 


Gruber  made  a  killing  in  the  chaotic  Argentina  of  the  1970s. 


I 


A  Latin  Beat 


N  THE  MID-1970S  MONEY  MANAGER  PETER  GRUBER  WAS 
living  in  Buenos  Aires  and  investing  his  own  money. 
Argentina  was  a  mess,  politically  and  economically.  An 
inexperienced  Isabel  Peron,  widow  of  the  iconic  Juan 
Peron,  was  president.  The  infla- 
tion rate  was  300%.  The  stock  market 
had  collapsed.  In  1976  the  military  took 
control. 

Buy  when  blood  is  running  in  the 
streets,  says  the  proverb.  Gruber  bought  ten 
Argentinean  blue-chip  stocks,  investing  his 
own  money.  A  year  later  they  had  appreci- 
ated sixfold  and  he  sold  them. 

Gruber  runs  $600  million  today 
through  his  Globalvest  Management, 
out  of  an  office  in  St.  Thomas,  U.S.  Vir- 
gin Islands.  All  these  assets  are  in  hedge 
funds.  One  called  Latinvest,  which  is 
publicly  available  (if  you  have  $250,000 
to  invest  and  a  $5  million  net  worth), 
had  a  terrific  year  in  2003,  reporting  a 


gain  of  109%.  Volatility,  of  course,  cuts  both  ways;  the  fund 
lost  45%  in  1998.  But  since  its  inception  in  1991  the  fund  has 
averaged  a  13%  annual  return,  net  of  its  1%  management  fee 
and  20%  commission  on  profits. 

Gruber,  who  in  the  1980s  invested  in  Latin  America  for  the 
value-oriented  Sir  John  Templeton,  looks  for  openings  in  coun- 
tries emerging  from  crises.  No  shortage  of  those  in  South 
America. 

Gruber,  75,  is  bullish  on  the  region.  Last  year  it  had  five  of 
the  world's  ten  best-returning  stock  markets.  So  far  in  2004 
Latin  markets  have  disappointed,  however.  Except  for  Mexico, 
the  biggest  ones  have  sold  off,  on  what  Gruber  calls  overblown 
fears  about  the  impact  of  pending  U.S.  interest  rate  hikes,  which 
could  hurt  the  appeal  of  high-yielding  Latin  debt. 

Nevertheless,  the  economic  fundamentals  in  the  region  lead 
Gruber  and  his  comanager,  David  Wheeler,  to  expect  markets 
to  rebound  in  the  months  ahead.  Gross  domestic  product  for 
Latin  America  should  grow  4%  or  more  this  year,  says  Gruber, 
compared  with  1.3%  in  2003.  Inflation  is  falling  across  the 
region,  and  high  commodity  prices  and  robust  demand  are 
boosting  exports  as  well. 

But  Gruber  is  selective  in  his  attachments.  Chile's  econ- 
omy is  well  run.  Yet  its  small  size  and  many  high-multiple 
stocks  make  the  country  unattractive  now,  he  says. 

Argentina  presents  a  murky  picture.  Two  years  ago  it 
defaulted  on  its  sovereign  debt,  devalued  the  peso  by  75%  and 
confiscated  dollar  deposits  amid  a  revolving  door  of  presidents. 
Now  it's  mired  in  an  energy  shortage  brought  on  by — why  is 


Gruber  finds  plenty  of  value  plays  south  of  the  border,  including  moneylosing  Brazilian 
utility  Cemig  and  U.S.  farm  equipment  maker  Agco,  which  does  a  lot  of  business  there. 


COMPANY/BUSINESS 

COUNTRY 

RECENT 

52-WK  HIGH 

2004  E 

Agco/agricultural  machinery 

U.S. 

$19.50 

$22.80 

12 

CemigVelectric  utility 

Brazil 

13.69 

19.99 

6 

CredicorpVbanking 

Peru 

12.95 

15.40 

11 

Grupo  Financiero  Banorte/banking 

Mexico 

1.05 

1.09 

9 

Ipiranga  Petroleo/oil  &  gas 

Brazil 

8.02 

10.45 

4 

Souza  Cruz/tobacco 

Brazil 

8.86 

13.34 

9 

Tele  Nordeste  CelularVtelecom  services 

Brazil 

22.60 

33.64 

6 

UnibancoVbanking 

Brazil 

19.05 

27.14 

7 

All  figures  are  in  U.S.  dollars  Prices  as  of  June  10.  E:  Estimate.  Trades  in  U  S  as  American  Depositary  Receipts. 
Sources:  Exshare,  FT  Interactive  Data  and  Worldscope  via  FactSet  Research  Systems 
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itastic  cost  savings. 
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iverage  company  running  an  in-house  Exchange  Server 
100  employees  spends  approximately  $102,000  the  first 
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Life  can  be  simple  again. 

Intermedia.NET  provides  you  with  reliable,  state-of-the-art 
e-mail  and  collaboration  services  that  cost  less  and  work 
better  than  a  system  you  own  and  operate  yourself.  When  you 
outsource  with  us,  you  get  instant  access  and  control  over  the 
latest  version  of  Exchange  server,  Exchange  2003.  You  also  get 
technical  assistance  to  assure  that  the  implementation  is  quick 
and  successful,  so  you  can  get  ahead  with  your  business. 

Go  to  www.Intermedia.NET  for  your  quick  cost  comparison 
of  running  an  internal  Exchange  Server  versus  hosting  it 
with  us. 


Call  1-800-379-7729  today  to  discuss  your  solution. 
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INTERNATIONAL  INVESTING 


this  not  surprising? — price  controls.  And  yet  the  economy 
could  grow  4%  to  5%  this  year.  "If  you  have  patience,  the  val- 
uations are  interesting,"  says  Gruber. 

Mexico,  boosted  by  growing  exports  to  the  U.S.,  should 
see  output  expanding  this  year  at  a  3%  clip,  faster  than  in  the 
past  three  years.  Gruber  is  concerned  about  the  slow  pace  of 
President  Vicente  Fox's  economic  and  political  reforms,  which 
are  hampered  by  the  opposition-controlled  congress.  Despite 
this,  he  isn't  shunning  its  stocks  (see  table,  p.  166).  Most  of 
the  big  Mexican  banks  have  been  acquired  by  foreign  banks; 
Grupo  Financiero  Banorte,  a  regional  bank  based  in  Monter- 
rey, remains  local.  "It's  also  a  potential  takeover  target,"  says 
Wheeler. 

Gruber's  favorite  Latin  American  country  is  its  biggest — 
Brazil.  "Brazil  moves  like  its  national  dance,  the  samba:  Three 
steps  forward  and  two  steps  back,"  he  says.  "But  there  is  no  ques- 
tion in  my  mind  Brazil  will  emerge  as  the  leader  in  the  region." 

With  a  population  of  184  million,  Brazil's  potential  inter- 
nal market  is  large,  and  the  country  has  attracted  a  host  of 
multinational  companies.  Gruber  has  invested  75%  of  Glob- 
alvest's  Latin  American  holdings  there.  Globalvest's  Brazvest 
Fund,  dedicated  to  Brazil,  has  gained  an  average  annual  9% 
since  its  inception  in  1993. 

Last  year  the  Brazilian  economy  took  its  backward  steps, 


contracting  0.2%  due  to  higher  interest  rates.  This  year  Gruber 
looks  for  3.5%  growth,  boosted  by  lower  rates  and  strong  global 
demand  for- commodities.  The  political  risk  is  ever  present. 
President  Luis  Inacio  Lula  da  Silva  has  pleased  international 
financiers  by  cutting  government  spending  and  fighting  infla- 
tion, but  that  stance  is  not  popular  with  the  poor  people  who 
elected  him.  And  scandals  in  Lula's  government  don't  help. 
Thus  the  Brazilian  market  now  trades  at  7  times  2004  earn- 
ings, below  its  historical  norm  of  1 1  and  significantly  lower 
than  the  S&P500's  18. 

Growth  in  Brazil's  telecom  sector  has  been  spectacular,  and 
Gruber  expects  more.  Last  year  the  cellular  phone  industry 
opened  up  to  competition  nationwide.  Cellular  use  is  likely  to 
increase  from  29%  of  the  population  to  45%  by  2010.  Gruber 
and  Wheeler  like  Tele  Nordeste  Celular,  the  leading  cellular 
player  in  Brazil's  northeast  region,  with  2  million  subscribers. 
The  stock's  liquidity  should  increase  when  parent  Telecom 
Italia  merges  Tele  Nordeste  later  this  year  with  Tele  Celular  Sul, 
an  operator  it  owns  in  southern  Brazil. 

With  a  little  stretching  Gruber  can  call  Agco,  the  U.S.  farm 
equipment  maker,  a  Latin  stock  since  it  will  do  20%  of  its  sales 
volume  in  South  America  this  year.  At  12  times  putative  2004 
earnings  it's  cheaper  than  Deere  at  14  times,  and  CNH  Global 
at  18  times.  F 
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Running  your  company  is  hard  enough.  The  Forbes/IEDC  Business 
Relocation  Guide  featuring  the  Corporate  Relocation  Calculator  provides  a 
faster,  smarter  way  to  make  expansion  and  relocation  decisions. 
In  addition  to  the  Calculator,  this  one-of-a-kind  resource  offers  instant 
access  to  relocation  hot  spots,  Forbes  research,  conference  resources,  a 
site  selection  guide  and  links  to  Business  Relocation  Guide  resources. 

It's  not  only  easy  —  it's  all  free  ...  from  Forbes  and  the  International 
Economic  Development  Council  —  the  one  source  for  economic 
development  information.  Go  to  www.forbes.com/iedc  and  give  the 
Corporate  Relocation  Calculator  a  try  today.  Then  start  packing! 

Contact  Peter  Malloy  at  212-620-2224  for  more  information. 


Forbes 


■ 

.91 

■ 


I 


Forbes 


fCONOMIC  DtVlLOPMINT 


The  IEDC  Business  Relocation  Guide  featuring  the  Cor| 
Relocation  Calculator  is  brought  to  you  by  IEDC,  Forbes  and 
featured  relocation  hot  spots.  Please  contact  them  for  assi 
with  your  site  selection  needs. 
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Exchange-traded  funds  offer  a  cheap  and  easy  way 
to  invest  in  foreign  markets  I  by  fei  mei  chan 


INTERNATIONAL  STOCK  FUNDS  ARE  USUALLY  BURDENED  WITH  HIGH  EXPEN 
(1.5%  or  worse).  Long-term  holders  can  dodge  those  costs  by  buying  individ 
stocks.  But  the  risk — not  to  mention  the  research  required — of  doing  your  o 
foreign  stock  picking  is  substantial.  Exchange-traded  funds  provide  one  solution 
the  global  do-it-yourselfer  with  limited  research  time.  Barclays  Global  Investors  \ 
neered  international  ETFs  with  its  first  offering  in  1996,  and  it  still  dominates  this  field. " 
firm's  current  lineup  includes  1 5  ETFs  that  track  Morgan  Stanley  Capital  International 
veloped  market  indexes  and  6  for  MSCI  emerging  markets.  Barclays  also  offers  5  global  s 
tor  ETFs,  such  as  in  energy  and  telecommunications. 

ETFs  are  bought  through  a  broker,  just  like  stocks,  but  behave  like  index  funds.  Uni 
closed-end  funds,  which  can  trade  at  substantial  premiums  or  discounts  to  the  valu< 
their  underlying  portfolios,  ETFs  rarely  stray  far  from  net  asset  value. 

Because  ETFs  are  managed  passively,  expenses  are  relatively  low.  The  iShares  Erne 
ing  Markets  ETF  charges  $0.75  per  $100  in  assets.  About  the  only  way  to  beat  that — < 
commissions — is  with  a  Vanguard  international  index  fund.  ETFs  can  also  be  sold  sh< 
there's  no  minimum  investment,  and  taxable  capital  gain  distributions  are  minuscul 
"The  emergence  of  ETFs  has  really  put  pressure  on  closed-end  funds,"  claims  I 
Chen,  senior  international  portfolio  manager  at  Barclays  and  head  of  its  internatio 
iShares  group.  Barclays  offers  ETFs  in  exotic  places  like  Brazil  and  Malaysia,  so  you  i 
tailor  your  own  unique  portfolio.  Love  Europe  but  hate  Japan?  Buy  the  iShares  5 
Europe  350  Index  Fund  and  short  the  iShares  Japan. 

Below:  ETFs  of  the  top  eight  countries  in  the  MSCI  EAT E  foreign  stock  index,  and  t 
emerging  markets  ETFs  favored  by  Sean  Taylor,  an  investment  director  at  Global  Ai 
Management  in  London.  He's  bullish  on  South  Korea,  for  example,  where  he  banks 
a  growth  in  exports  to  China  (for  more  on  Korea,  see  p.  150). 


iShares  U.K. 

4. 2°o 

2.6% 

$0.84 

$345 

25% 

iShares  Japan 

7.5 

-1.8 

0.84 

5,456 

23 

iShares  France 

1.4 

0.6 

0.84 

58 

9 

iShares  Switzerland 

3.9 

3.1 

0.84 

45 

7 

iShares  Germany 

-2.0 

-1.1 

0.84 

140 

7 

iShares  Australia 

-1.4 

13.0 

0.84 

188 

5 

iShares  Netherlands 

-0.9 

-5.0 

0.84 

21 

5 

iShares  Italy 

3.4 

6.3 

0.84 

27 

4 

EMERGING  MARKETS  PICKS 

iShares  South  Korea 

-4.3 

18.0 

0.99 

314 

NA 

iShares  Taiwan 

-2.5 

0.9 

1.31 

434 

NA 

Returns  through  June  10.  NA:  Not  applicable.  Sources:  Upper;  MSCI  via  FactSet  Research  Systems. 
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An  Upbeat  Tune 

Music  can  soothe  the  savage  breast,  yet  the  music  industry  today  is  anything  but 
soothed.  Trading  songs  for  free,  digital  pirates  have  cut  painfully  into  recording 
companies'  sales.  So  who  would  want  to  invest  in  the  music  business?  Not  many. 

American  Depositary  Receipts  of  EMI  CROUP  (4,  emipf),  the  sole  remaining  big 
pure-play  recording  firm,  have  dropped  two-thirds  since  2000.  The  British  com- 
pany swung  into  the  red  for  the  fiscal  year  ended  Mar.  31,  losing  $122  million  on 
$3.6  billion  in  sales,  which  were  off  2.5%.  But  Ricky  C.  Sandler,  a  hedge  fund  man- 
ager for  Eminence  Capital  in  New  York,  says  the  industry  is  finding  its  footing  with 
digital  music.  He  points  to  Apple's  iTunes  service,  where  listeners  can  pay  $1  per 
song  for  stuff  ranging  from  classical  to  hip-hop. 

EMI  has  its  share  of  current  pop  stars,  such  as  chanteuse  Norah  Jones  and  the 
British  band  Coldplay.  EMl's  real  strength,  though,  is  in  its  song  catalog  (which 
includes  the  Rolling  Stones  songbook  and  Paul  McCartney's  solo  work),  the  largest 
in  the  business.  This  should  help  as  record  companies  find  new  uses  for  music, 
whether  as  a  feature  on  videogames  or  as  cell  phone  ring  tones. 

Most  music  outfits  are  owned  by  entertainment  giants  (example:  Vivendi's 
Universal  Music  Group),  so  comparisons  are  hard.  Sandler  says  EMI  is  cheaper  than 
Warner  Music,  just  bought  by  an  Edgar  Bronfman  Jr.-led  investor  group.  Warner 
fetched  1 1  times  operating  earnings  (net  before  interest,  taxes,  depreciation  and 
nonrecurring  charges);  EMl's  enterprise  value  (stock  and  debt  minus  cash) — what 
it's  worth  in  a  takeover — is  only  nine  times  operating  income.      — Daniel  Kruger 


Roll  Em 


Good  Chemistry       Getting  Mailed 


Stock  price 


Hollywood  liberals  applauded  LIONS  GATE 
entertainment  (7,  LGF)  when  it  agreed  to 
distribute  Michael 
Moore's  Bush  mock- 
umentary,  Fahrenheit 
9/11.  But  the  real 
prize  for  Canada's 
Lions  Gate  is  its  film 
library,  which  qua- 
drupled to  8,000 
tides  with  its  Decem- 
ber acquisition  of  Artisan  Entertainment. 

Randall  Watts,  a  senior  vice  president 
at  Boston  Co.  Asset  Management,  esti- 
mates that  the  larger  library  (titles  now 
include  The  Blair  Witch  Project  and  Basic 
Instinct)  will  generate  $200  million  in  rev- 
enue in  fiscal  2005  compared  with  just 
$50  million  this  year.  Lions  Gate  lost 
$94  million  on  $384  million  in  revenue 
for  the  fiscal  year  ending  Mar.  31.  Watts 
figures  Lions  Gate,  with  ample  free  cash 
flow  and  an  enterprise  value  of  $1  billion, 
is  a  prime  takeover  target. 

— Josephine  Lee 


For  much  of  its  100-year  history  FISHER 
SCIENTIFIC  (58,  fsh)  was  a  sleepy  supplier  of 
basic  lab  gear  such  as  beakers  and  scales. 
Starting  in  the  early  1990s,  mainly 
through  acquisitions,  Fisher  expanded 
into  more  profitable  products  for  medical 
research,  like  the  enzymes  to  grow  DNA 
strands.  And  Fisher  has  increased  propri- 
etary products — those  the  company 
makes  itself  as  opposed  to  what  it  distrib- 
utes for  others — to  half  its  portfolio. 
Fisher  gets  a  10%  operating  margin;  stan- 
dard distributors  are  happy  with  8%. 

Robert  M.  Willoughby,  analyst  at  Bank 
of  America,  says  this  strategy  has  worked 
well.  In  the  first  quarter  the  company  earned 
$35  million  on  $1  billion  in  sales,  after  los- 
ing $1  million  the  year 
before;  in  2003  net  in- 
come rose  55%  to  $78 
million.  At  29  times 
trailing  earnings,  the 
stock  is  comparable  to 
that  of  its  peers. 

— Andy  Stone 


Real  estate  investment  trusts  have  been 
merely  holding  their  own  this  year  after  a 
bullish  run.  Handwringers  had  expected 
higher  interest  rates  to  slam  REIT  stocks, 
yet  that  hasn't  materialized  thus  far.  But 
one  property  portfolio  is  worrying  ana- 
lysts, and  not  because  of  rates. 

COLONIAL  PROPERTIES  TRUST  (38,  CLP) 
says  it  wants  to  sell  its  17  regional  malls 
(value:  $1  billion) 
and  redeploy  the 
money  in  apart- 
ments and  smaller 
shopping  centers, 
mainly  in  its  south- 
eastern territory. 
While  that  may  work 
long  term,  Stephen  Swett,  analyst  at 
Wachovia  Securities,  says  there  will  be  a 
painful  adjustment  that  may  hobble 
earnings.  The  malls  have  lower  prices  ( 1 1 
to  14  times  net  rental  income,  versus  12.5 
to  17  for  the  others).  So  we  say  short 
Colonial  and  cover  at  $30. 

— Susan  Kitchens 
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dot.com  debacle  has  taught  us  all 
:  wary  of  unsupported  hype  when 
stigating  marketing  opportunities, 
n  today's  increasingly  complex  and  competitive 
cetplace,  even  the  most  sophisticated  investor  can  have 
:ulty  distinguishing  between  hype  and  the  real  McCoy, 
ibering  among  America's  most  successful  and  respected 
sting  advisors,  Forbes  newsletter  editors  will  provide 
with  real,  actionable  and  objective  buy-hold-sell  advice 
recommendations  on  technology,  growth  and  value 
cs,  and  mutual  funds. 

In  this  informative  and  entertaining  session, 
moderated  by  Matthew  Schifrin,  editor, 
Forbes  Newsletter  Group,  you  will  hear 
insights,  analysis,  and  specific  recommendations 
from  noted  Forbes  newsletter  editors: 
Janet  Brown,  John  Buckingham, 
Ken  Kam,  Jim  Oberweis,  James  Stack, 
and  Josh  Wolfe. 
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Portfolio  Strategy  |  By  Kenneth  L.  Fisher 


Value  Made  Easy 


■  T  IS  FASHIONABLE  BUT  WRONG  TO  THINK  CHEAP  STOCKS 
I  are  now  effectively  nonexistent.  Cheap  stocks  are  plentiful. 
I  Now  there  are  a  lot  of  ways  to  define  cheapness,  but  here  is 
I  a  simple  formula:  A  stock  is  cheap  if  its  earnings  yield — 
H  earnings  divided  by  the  share  price — is  better  than  the  yield 
on  medium-grade  corporate  bonds.  Lots  of  companies  meet 
that  definition. 

What  about  the  prospect  of  rising  interest  rates?  That  would 
raise  the  hurdle  for  the  earnings  yield  and  put  some  companies 
out  of  the  running  as  potentially  cheap  buys.  Except  for  one 
thing:  Earnings  may  rise  just  as  fast  as  interest  rates. 

The  Baa  bond  rate,  the  rate 
for  companies  at  the  low  end  of 
the  investment-grade  spectrum, 
is  6.75%.  Any  stock  with  a 
price/earnings  ratio  of  14.8  or 
less  has  an  earnings  yield  better 
than  6.75%  and  is  cheap  by  our 
definition.  What  happens  if  the 
Baa  bond  rate  climbs  a  point  to 
7.75%?  The  stock  is  still  a  buy  if 
by  then  its  earnings  have  also 
climbed  by  14.8%  or  more.  I 
am  less  worried  than  most  peo- 
ple about  rising  interest  rates. 
But  even  if  rates  go  up  more 
than  I  expect,  I  think  that  many 
of  today's  bargains  will  in  hind- 
sight still  look  like  bargains, 
because  their  earnings  will  climb  faster  than  interest  rates. 

Here  are  five  cheap  stocks.  Three  of  them  are  in  the  oil  busi- 
ness, but  my  bullish  case  does  not  rest  on  any  assumption  about 
sharply  rising  oil  prices. 

Despite  what  you  may  think,  oil  stocks  mostly  move  with 
the  market.  So,  being  bullish,  right  now  I  like  America's  fourth- 
largest  integrated  energy  company,  Marathon  Oil  (38,  MRO).  It 
lagged  the  sector  for  years,  but  I  expect  it  to  pick  up  as  its  mar- 
gin improves  relative  to  those  of  its  peers.  It  offers  broad  global 
exposure  to  the  full  spectrum  of  petroleum-related  activities 
and  has  made  a  host  of  recent  discoveries  in  Angola,  Norway 
and  the  Gulf  of  Mexico,  as  well  as  a  purchase  in  Russia.  With 
5,700  retail  outlets,  its  refining  and  marketing  operations  are  the 
largest  in  the  Midwest.  You  are  buying  at  a  price  that  is  equal  to 
30%  of  annual  sales  and  1 1  times  trailing  earnings  and  with  a 
2.9%  dividend  yield. 

Tidewater  (30,  tdw),  a  drilling  service  firm  and  a  dog  for 
years,  is  soon  to  have  its  day.  It's  the  world's  biggest  operator  of 
offshore  supply  vessels,  spanning  most  of  the  big  offshore  [~ 
oil  and  natural  gas  basins  in  the  world.  Its  nearly 


If  I'm  right  that 
rate  increases  will 
be  modest,  midsize 
banks  will  be 
beneficiaries. 
Particularly  nice  is 
Louisiana's  market 
leader,  which  has 
awakened  from  its 
hibernation. 


600  vessels  do  everything 
from  transporting  roughnecks 
between  oil  platforms  to  tow- 
ing mobile  drilling  rigs.  It  has 
renovated  much  of  its  fleet 
from  smaller  older  vessels  to 
larger  modern  ones,  boosting 
efficiency.  At  1.2  times  book 
value,  with  a  2.1%  dividend 
yield,  it's  cheap  at  a  time  when 
the  oil  companies  are  spending 
more  on  exploration. 
Maverick  Tube  (2G,  MVK)  is  the  largest  North  American  pro- 
ducer of  tubular  steel  for  oil  and  natural  gas  wells  and  pipelines. 
Its  industrial  unit  makes  coil  tubing  and  pipes.  You  can  get  this 
company  at  1.1  times  sales  (market  capitalization  of  $1  billion 
compared  with  revenue  of  $900  million)  and  ten  times  likely 
2004  earnings. 

Virtually  everyone  expects  interest  rates  to  skyrocket.  I've 
explained  before  (see  my  May  24  column,  available  at 
Forbes.com/fisher)  why  that  outcome  is  unlikely.  If  I'm  right 
that  rate  increases  will  be  modest,  midsize  banks  will  be  con- 
spicuous beneficiaries.  Particularly  nice  is  Hibernia  (24,  hib)  Long 
sleepy  as  Louisiana's  leader,  it  has  awakened  from  its  hiberna- 
tion. At  13  times  likely  2004  earnings,  and  2  times  book  value,  it 
trades  at  slight  sector  discounts  stemming  from  credit-quality 
problems  dating  back  to  the  1990s.  With  its  credit  turnaround, 
a  powerful  brand  name  in  its  home  state  and  a  presence  in  the 
fast-growing  Texas  market,  this  is  a  bayou  beauty.  The  managers 
are  reducing  loan  portfolio  risk  even  as  they  build  up  sales.  If 
the  stock  doesn't  emerge  on  its  own,  the  company  will  be 
acquired  by  a  national  outfit  seeking  regional  strength.  Collect  a 
2.9%  dividend  until  then. 

Benchmark  Electronics  (29,  bhe)  provides  contract  manufactur- 
ing services  to  electronics  firms.  It  managed  tech's  downturn  bet- 
ter than  most  peers,  but  the  stock  has  suffered  valuation  penalties 
because  of  its  linkage  with  troubled  Sun  Microsystems.  Still, 
Benchmark  has  clipped  the  Sun  exposure  to  one-third  of  revenues 
from  more  than  half.  That  fraction  will  keep  falling  as  dozens  of 
new  programs  ramp  for  other  customers.  Benchmark  is,  for  ex- 
ample, strong  with  medical  technology  outfits,  making  devices 
like  pacemakers  and  test  instruments.  With  revenue  diversity  will 
come  a  higher  valuation.  Beyond  internally  grown  programs  it 
has  the  financial  strength  to  acquire  diversification  and  customers 
where  needed  within  contract  manufacturing.  At  60%  of  annual 
sales  and  18  times  expected  2004  earnings,  this  fast-growing  tech 
stock  can  help  your  portfolio  exceed  its  own  benchmark.  F 

J<^)j*|)^Hj  J  Kenneth  L.  Fisher  is  a  Woodside,  Calif.-based  money  manager. 
^^K«m   I  Visit  his  home  page  at  www.forbes.com/fisher. 
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.Small  Stocks  |  By  Marc  Robins 


Small  Caps  Aren't  Over 


mt  KEEP  HEARING  ABOUT  HOW  THE  DAY  OF  SMALL-CAP 
I  stocks  is  almost  done.  Conventional  wisdom,  backed  up 
I  by  history,  holds  that  small  stocks  do  best  at  a  recovery's 
R  start  and  then  yield  the  dominant  position  to  big  names. 
HI  Since  the  bear-market  nadir  on  Oct.  9, 2002,  the  small-cap 
Russell  2000  has  gained  80%,  and  this  April  it  eclipsed  its 
bull-market  high  point  set  in  March  2000.  The  large-cap  S&P 
500,  though,  is  up  46%  from  the  low  and  has  a  ways  to  go  to 
attain  its  former  glory. 

But  assuming  the  overall  market  breaks  out  of  a  current 
narrow  trading  range  and  moves  higher,  should  we  assume  that 
small  caps  will  be  investment 
laggards?  No. 

At  a  recent  investment 
round  table,  money  manager 
David  Bellet  of  Crown  Advisors 
gave  me  renewed  confidence 
that  the  stars  are  in  alignment 
for  the  next  big  leg- up  in  small 
caps — and  that  conventional 
patterns  aren't  foreordained  to 
be  repeated. 

These  conferences  are  ter- 
rific opportunities  to  take  the 
measure  of  what  financial  pros 
are  thinking.  So  you,  like  a  good 
contrarian,  can  do  the  opposite. 
Bellet,  who  has  had  a  long  and 
successful  career  assessing  small  companies  both  as  an  analyst 
and  a  portfolio  manager,  maintains  a  contrarian  viewpoint 
about  small  caps  that  is  worth  heeding. 

In  summary,  Bellet  believes  that  small  caps  are  in  a  solid 
position  now  because  their  balance  sheets  are  far  stronger 
than  they  were  in  early  2000.  This  gives  them  the  ability  to 
fund  higher  growth.  Plus,  past  shifts  of  investor  capital  into 
large  caps,  whether  to  ride  out  huge  takeover  plays  or  because 
the  big  stocks  had  greater  cachet,  didn't  always  bring  the  best 
result.  Hence  small  caps  have  a  greater  allure  now  than  before. 
Sure,  some  small  issues  were  Internet  flameouts,  but  they 
are  gone. 

Recognize  that  there  is  no  longer  an  either/or  answer  as  to 
whether  small  or  large  will  dominate.  While  large  caps  may  well 
go  on  to  romp,  that  doesn't  necessarily  mean  that  small  stocks 
can't  continue  to  appreciate  handily.  When  big  stocks  soar, 
many  have  a  symbiotic  relationship  with  small  caps  that  bene- 
fits both.  I'm  talking  about  small  suppliers.  Fatter  orders  from 
the  big  boys  can  only  help  these  little  guys. 


At  this  stage  in 
the  recovery 
cycle,  large  caps 
are  supposed  to 
take  the  lead  from 
the  little  guys.  But 
things  have 
changed.  Here's 
why  that  is. 


and  for  2005  are  these: 

Flanders  (8,  fldr)  makes  air 
cleaning  products  ranging  from 
consumer  furnace  filters  to 
commercial  air-filtration  sys- 
tems. Wherever  they  need  purer 
air,  in  paint  booths  or  pharma- 
ceutical labs  or  office  buildings, 
Flanders  finds  customers.  The 
latest  Flanders  furnace  filters 
(bought  in  stores  like  Home 
Depot),  using  canny  co-brand- 
ing arrangements,  have  Arm  &  Hammer  baking  soda  for  air 
deodorizing  and  Lysol  disinfectant.  Among  Flanders'  industrial 
customers  are  Merck  and  Intel. 

New  management  has  streamlined  production,  improved 
delivery  times  and  widened  margins.  After  a  losing  2002  the 
company  returned  to  profitability  last  year  and  is  set  for  a  nice 
2004. 1  think  it  will  make  50  cents  a  share  this  year,  up  20  cents 
from  last.  Trailing  price/earnings  ratio,  30. 

BEl  Technologies  (27.BEIQ)  produces  sensors  for  automobiles, 
supplying  General  Motors  and  Ford  Motor,  BMW  and  Toyota. 
BEl's  blockbuster  is  a  yaw  sensor  that  measures  lateral  motion. 
As  part  of  a  brake  system,  it  helps  prevent  cars  from  skidding 
and  rolling  over.  The  device  replaces  a  more  complicated  sen- 
sor made  by  Europeans  and  at  a  fraction  of  the  price.  Another 
product,  still  in  planning,  is  a  belt-tension  sensor  for  under 
the  hood.  For  the  first  half  ending  in  March,  earnings  doubled 
to  $5.5  million  on  $142  million  in  revenues,  up  40%.  Earn- 
ings per  share,  40  cents  last  fiscal  year,  should  improve  to  9C 
cents  this  year  and  to  $1.25  next.  BEI  is  worth  its  rich  multiple 
of  46  times  trailing  net. 

Cascade  (3I.CAE)  makes  forks  and  attachments  for  lift  trucks, 
a  market  it  controls  with  an  80%  U.S.  share  and  50%  outside 
the  country.  Customers  include  Toyota  and  Mitsubishi.  With 
innovative  designs  and  superior  engineering,  Cascade's  attach- 
ments are  found  on  every  make  and  type  of  lift  truck  (dump 
trucks,  forklifts,  etc.).  Despite  cutting  the  work  force  by  two- 
thirds  at  its  largest  plant,  in  Portland,  Ore.,  management  ha; 
doubled  production  output. 

The  company  has  rebounded  smartly  from  the  economic 
downturn.  In  the  fiscal  year  ended  in  January,  net  income 
increased  5%  to  $19  million  and  revenue  15%  to  $298  million 
The  first  quarter  of  this  year  was  better  still,  with  earnings  up 
53%  to  $8  million  and  revenue  36%  to  $94  million.  Share  earn- 
ings should  climb  from  $1.49  last  year  to  $2.65  this  one  anc 
$3.25  next.  The  P/E  is  just  1 8.  F 
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SAFEGUARD  your  CREDIT  CARD. 


Guard  your  trash  from  theft  by  shredding 
documents  and  receipts.  Thieves  can  build  an 
alternate  identity  using  the  mail  you  throw  away. 


2 Don't  leave  credit  cards  in  glove 
compartments.  (Glove  compartments 
account  for  thousands  of  credit  card  thefts.) 


3 Always  check  your  monthly  statements. 
(Criminals  will  sometimes  make  a  small  purchase  first, 
to  see  if  it  goes  undetected,  before  making  a  big  one.) 


4 Notify  the  post  office  immediately  if 
you  change  your  address.  Mail  going  to 
your  old  address  can  end  up  in  the  wrong  hands. 


Your  credit  card  companies  are  working 
hard  to  protect  you  from  fraud  and  identity  theft. 
Our  systems  block  thousands  of  fraudulent 
applications  every  month.  We  head  off  most 


fraud  before  a  victim  is  even  aware  of  it. 
These  are  simple  steps  you  can  take  to  help 
us  protect  you.  For  more  information  go 
to  www.yourcreditcardcompanies.com. 


YOUR  CREDIT  CARD  COMPANIES 


[MasterCard] 


i%  CHASE 


Financial  Strategy  1  By  A.  Gary  Shilling 


The  Fed  Is  to  Blame 


PITY  THE  FED.  WITH  ITS  FIRST  QUARTER-POINT  IN- 
crease  in  late  June,  the  central  bank  is  trying  to 
unwind  years  of  leaping  financial  leverage  and  specu- 
lation without  heavy  casualties.  Ironically,  the  prob- 
lem is  largely  the  Federal  Reserve's  own  doing.  When 
Chairman  Alan  Greenspan  made  his  December  1996  "irrational 
exuberance"  speech,  the  stock  rally  was  14  years  old,  a  good 
time  to  curb  excesses.  But  rhetoric  was  all  Greenspan  deployed. 

There  was  no  action.  The  gun-shy  Fed  didn't  even  send  a 
sobering  signal  by  raising  margin  requirements,  the  amount  in- 
vestors must  put  up  to  borrow  for  stock  purchases.  So  rampant 
dot-com  speculation  unfolded. 
The  bubble,  rivaling  that  of  the 
late  1920s,  spilled  over  to  make 
the  economy  hyperactive. 

When  the  Fed  finally  got 
serious  and  started  to  tighten  in 
June  1999,  it  was  too  late.  Then, 
as  stocks  collapsed,  the  credit 
authorities  shifted  to  massive 
easing  to  save  the  economy 
from  a  horrible  recession  and  to 
fight  deflation. 

Unfortunately,  this  did  little 
to  stamp  out  the  excesses,  which 
simply  shifted  into  housing  and 
consumer  spending.  With  low 
rates,  money  for  mortgages  and 
credit  cards  remained  ample.  Tax  cuts  and  leaping  government 
spending  helped  fuel  the  spend-a-thon.  The  value  of  owner- 
occupied  residences  mushroomed  from  $8.7  trillion  in  the 
fourth  quarter  of  1997  to  $15.2  trillion  in  the  first  quarter  of 
2004,  bringing  along  with  that  much  higher  debt  burdens.  The 
home  equity  craze  allowed  people  to  plunge  even  deeper  into 
debt  to  buy  flat-screen  TVs,  boats  and  vacations. 

A  nationwide  fall  in  house  prices,  the  first  since  the  1930s, 
would  be  devastating  to  the  69%  of  American  households  that 
own  their  own  abodes.  Big  mortgage  financers  Fannie  Mae  and 
Freddie  Mac,  v,  ith  $1.7  trillion  in  debts,  could  require  govern- 
ment bailouts. 

Securities  speculation  has  lived  on  as  well,  merely  changing 
form.  Despite  the  Nasdaq's  78%  fall  from  peak  to  trough,  mem- 
ories of  the  18-year  bull  market  proved  hard  to  extinguish. 
Investors  never  reached  the  puke  point,  where  they  swear  never 
to  buy  stocks  again.  1  hose  investors  who  still  believe  20% 
annual  returns  are  their  birthright  moved  from  equities  to 
hedge  funds,  which  lever  .  heir  $800  billion  with  derivatives 
and  doubled-up  trades. 

Low  rates  spurred  the  h(  ds,  banks  and 


The  ills  that  the 
Federal  Reserve 
is  fighting  are 
largely  of  its  own 
making.  Now  that 
it  finally  is  hiking 
rates,  the  effects 
could  be  brutal  for 
a  lot  of  people. 


other  financial  players  to  pour 
into  the  carry  trade.  With  a  1% 
federal  funds  rate  here  and  a 
zero  central  bank  rate  in  Japan, 
they  had  a  lovely  time  borrow- 
ing short  term  and  investing 
long,  where  the  yields  were 
higher.  Open  interest  in  10-  and 
30-year  Treasury  futures  con- 
tracts as  a  percentage  of  out- 
standing issues  rose  from  15% 
in  early  2001  to  35%  recently. 
Speculators  also  borrowed  cheap  short-term  money  to  buy 
commodities,  foreign  currencies,  U.S.  junk  bonds  and  emerg- 
ing market  debt  and  equities.  Sure,  other  reasons  existed  for 
strength  in  these  areas.  Copper  benefited  from  robust  U.S. 
home  building  and  reviving  global  growth.  As  usual,  however, 
speculation  carried  price  rises  to  extremes.  Copper's  price 
jumped  1 10%  from  October  2001  to  March  2004. 

But  when  strong  employment  gains  appeared  in  early  April 
and  the  Fed  made  clear  its  rate-hike  plans,  markets  immediately 
ran  way  ahead  of  the  central  bank.  Since  Apr.  1  the  year-end  fed- 
eral funds  rate  anticipated  in  the  futures  market  has  jumped  a  full 
percentage  point.  The  same  occurred  with  inflation-sensitive 
ten-year  Treasurys.  Junk  bonds,  emerging  market  stocks  and 
bonds,  commodities  and  foreign  currencies  all  nose-dived.  Cop- 
per prices  dropped  1 5%  from  their  March  peak. 

Still,  few  speculative  trades  have  been  unwound  so  far.  This 
is  vexing  since  leverage  is  much  greater  than  in  1994  when  Fed 
rate  increases  also  caught  speculators  off  guard  and  killed  bro- 
ker Kidder  Peabody,  the  finances  of  Orange  County,  Calif,  and 
the  Mexican  economy.  For  example,  overnight  borrowing  to 
finance  fixed-income  investments,  in  relation  to  the  total  size  of 
the  fixed-income  market,  has  doubled  since  then.  Which  large 
financial  institutions  might  succumb  this  time? 

Hedging  techniques  are  better  than  they  were  ten  years  ago. 
Yet  remember  that  hedging  can  transfer  risk  but  not  eliminate 
it.  The  basic  question:  On  balance,  is  risk  being  transferred  from 
weak  to  strong  hands  or  from  strong  to  weak?  I'd  bet  on  the  lat- 
ter. Weak,  desperate  players  are  assuming  big  financial  risk. 

The  Fed's  in  a  tight  spot.  To  avoid  appearing  impotent,  it 
must  confirm  market  anticipations  with  much  higher  rates. 
And  that  could  be  deadly  for  leverage  speculators  who  have 
been  encouraged  by  Fed  inaction  and  actions  since  1996.  These 
are  worrisome  times  that  require  equity  investor  caution.  If 
troubles  come,  Treasurys  will  benefit  as  safe  havens  amid,  I 
expect,  a  shift  from  inflation  fears  to  deflation  fears.  F 
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A.  Gary  Shilling  is  president  of  A.  Gary  Shilling  &  Co.,  economic  consultants 
and  investment  advisers.  Visit  his  home  page  at  www.forbes.com/shilling. 


FHow  vulnerable  your  business  is  to  the 
je  range  of  potential  threats  is  very  real, 
w  more  than  ever  companies  need 
have  a  "game  plan"  to  protect  their 
ployees,  and  the  physical  and  cyber 
iperties  of  their  enterprises. . .  /  / 

— Ron  D'Alessandro, 
Director  of  Security,  Forbes 
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Quitter's  Aid 

A  nicotine  vaccine  may  help  smokers 

Stop  for  gOOd.  BY  KERRY  A.  DOLAN 


NEARLY  HALF  A  MILLION  AMERICANS  DIE  FROM  SMOKING- 
related  illnesses  each  year,  the  biggest  reversible  mortality 
statistic  in  the  Western  world,  yet  46  million  adults  and  3.2 
million  teenagers  in  the  U.S.  continue  to  puff  away.  Nicotine  is  so 
powerfully  addictive — more  than  heroin,  cocaine  or  speed — that 
nine  out  of  ten  smokers  who  stop  are  at  it  again  within  a  year. 

Drug  firms  have  been  targeting  the  habit  for  years,  with  mixed 
results.  The  most  successful  approach  has  been  the  palliative: 
products  like  nicotine  patches  and  gums,  now  a  $630  million  cat- 
egory, according  to  ACNielsen.  Patches  and  gums  have  shown 
that  they  can,  by  slowly  weaning  smokers  off  the  drug,  double  the 
rate  at  which  smokers  quit  for  good. 

Now  a  more  direct  approach  in  the  fight  against  nicotine 
addiction  is  emerging:  an  experimental  vaccine  to  block  the  nico- 
tine from  entering  the  brain  to  deliver  its  pleasur- 


Nicoti 
vaccine 
in  action 


amount  of  nicotine  in  the  brains  of  immunized  animals  and  mod- 
erated nicotine's  side  effects,  such  as  increased  blood  pressure. 

Nabi's  work  on  a  smoker's  vaccine  dates  to  1996,  when  Ali 
Fattom,  the  company's  vice  president  of  research,  came  up  with  a 
workable  vaccine  for  Staphylococcus  aureus,  a  leading  cause  of  in- 
fection in  hospitals.  Staph  molecules  are  good  at  eluding  the  im- 
mune system  because  they're  disguised  by  an  abundant  coat  of 
sugars.  Fattom's  solution  was  to  link  the  sugars  to  a  larger  carrier 
protein,  in  this  case  an  inactivated  bacteria  called  Pseudomonas. 
The  immune  system  spots  the  combination  and  produces  anti- 
bodies that  then  bind  to  the  staph  molecules  in  the  body,  pre- 
venting infection.  (Nabi's  staph  vaccine  is  in  late-stage  trials.) 

Fattom  figured  the  same  process  would  work  on  other  elusive 
molecules,  and  he  set  his  sights  on  nicotine.  Nabi  scientists  chem- 
ically synthesized  nicotine  molecules  and  stuck  them  onto  the 
Pseudomonas  protein.  Once  injected,  the  protein-nicotine  combo 
triggers  the  immune  system  to  create  nicotine-specific  antibodies. 
These  antibodies  bind  to  the  nicotine  in  a  smoker's  blood,  pre- 
venting it  from  getting  to  the  brain.  The  antibody-nicotine  com- 
plex continues  to  circulate  in  the  blood  until  the  nicotine  eventu- 
ally breaks  down. 

An  early-stage  human  trial  Nabi  completed  in  2002  proved 
that  nicotine  antibodies  were  still  at  measurable  levels  in  the  blood 


able  rush.  If  it  doesn't  feel  good,  smoking  may 
be  easier  to  pass  up. 

Nicotine  floats  around  the  blood  like  any  other  foreign  antigen, 
but  its  molecules  are  small  enough  both  to  slip  past  the  blood- 
brain  barrier  and  elude  the  immune  system's  policing  antibody 
cells.  A  nicotine  vaccine  would  work  like  other  vaccines,  provok- 
ing the  body  into  producing  targeted  antibodies  that,  in  this  case, 
latch  onto  molecules  so  they're  too  big  to  enter  the  brain. 

Several  companies  are  pursuing  nicotine  vaccines,  including 
Nabi  Biopharmaceuticals  in  Boca  Raton,  Fla.;  Cytos,  a  Swiss 
biotech;  Xenova  in  the  U.K.;  and  Prommune,  a  small  firm  in 
Omaha,  Nebr.  For  now  Nabi  is  furthest  along,  with  its  NicVax  vac- 
cine. Preliminary  quitting  rates  are  due  out  later  this  year  from  its 
study  of  63  smokers  who  were  injected  with  the  vaccine.  Earlier  an- 
imal studies  had  shown  that  antibodies  to  NicVax  reduced  the 


©  Nicotine  en- 
ters the  body  during 
smoking;  ©  A  NicVax 
injection  triggers  anti- 
bodies, which  bind  with 
nicotine  molecules; 
©  The  new  compound 
is  too  big  to  cross  the 
blood-brain  barrier  and 
can't  enter  the  brain's 
pleasure  centers. 


for  7  to  14  days 
after  one  shot.  Side  effects  such  as  sore- 
ness and  redness  at  the  injection  point 
cleared  up  in  a  few  days.  "If  the  vaccine 
works,  it  would  be  a  huge  addition  to 
the  tool  kit,"  says  Stephen  Rennard,  a 
principal  investigator  in  the  ongoing 
Nabi  trial  and  a  professor  of  medicine  at 
the  University  of  Nebraska  College  of 


Medicine. 

John  Hughes,  a  smoking-cessation  expert  and  professor  oi 
psychiatry  at  the  University  of  Vermont  College  of  Medicine,  is 
slightly  less  enthusiastic.  "If  it  can  do  better  than  [existing  treat 
ments] ,  it  would  be  impressive,"  says  Hughes.  "I  see  it  as  one  more 
option  for  smokers  who  want  to  quit."  F 
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Freehold  quarter  acre  plots, 
some  with  panoramic  sea  views 
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MCTEAR  S  AUCTION  HOUSE  LACKS  THE  CRACE 
and  glamour  of  a  vendor  of  Old  Masters.  Its 
sales  room,  charmless  and  fluorescent  lit,  sits 
in  a  Glasgow  office  park.  Yet  over  the  last 
decade,  under  the  direction  of  Martin  Green, 
this  family-owned  business  has  made  itself  the  Sotheby's  of  single 
malts.  In  December  2002  it  made  history  when  an  anonymous 
bidder  paid  $''2,000  for  a  bottle  of  62  ear-old  Dalmore.  (The  age 
refers  to  how  long  its  contents  sat  in  cask.) 

That  bottle,  one  of  only  12  made,  contained  a  marriage  of 


four  Dalmore  whiskies,  the  oldest  dating  from  1868.  The  glass 
was  handblown  and  decorated  with  illustrated  labels.  Though 
the  contents  no  doubt  would  provide  a  tingle  to  the  discerning 
palate,  the  record  price  was  a  function  not  so  much  of  the  liquor's 
quality  as  of  its  rarity. 

There  are  perhaps  500  or  so  serious  collectors  of  single  malt 
whisky  in  the  world,  including  those  who  attend  McTear's  thrice- 
annual  auctions  (the  next  is  on  Sept.  22).  Giuseppe  Begnoni,  53, 
an  Italian  collector  with  10,000  bottles,  has  attended  every  auc- 
tion since  Green  started  them  in  the  late  1980s  at  Christie's  in 


Glasgow.  Fellow  collector  Sukhinder  Singh,  a  36-year-old  London 
native,  owns  2,500  bottles. 

To  make  Scotch,  a  distiller  malts  barley — that  is,  allows  it  to 
germinate — then  roasts  it  over  a  smoky  peat  fire.  Add  water  and 
yeast,  ferment  the  mash,  and  you  get  "beer."  This  is  distilled  to 
a  high  concentration  of  alcohol,  and  the  resulting  liquor  is  aged 
(typically  ten  years  or  more)  in  an  oaken  cask.  After  water 
dilution  and  bottling  it  may,  just  like  wine,  sit  around  for  decades 
before  being  drunk.  But  unlike  wine,  its  aging  process  does  not 
continue  in  the  bottle. 

Most  of  the  Scotch  sold  in  the  U.S.  is  a  blend  of  liquor  from 
different  distilleries  or  is  a  combination  of  barley  malt  whisky 
with  blander  varieties  made  from  other  grains.  To  qualify  as  sin- 
gle malt,  the  stuff  has  to  come  from  just  one  distillery,  which 
means  that  the  distinctive  traits  of  a  particular  malting,  smoking 
and  distillation  process  show  through.  A  single  malt's  unique 
color,  taste  and  aroma  lay  the  basis  for  its  collectibility. 

Starting  in  the  early  1980s  distilleries  began  releasing  limited 
editions  and  old  vintages.  In  1981,  to  commemorate  the  wed- 
ding of  Charles  and  Diana,  the  Macallan  created  an  $80  bottling 
that  combined  whiskies  dating  from  the  years  of  the  couple's 
births.  (It  sells  today  at  auction  for  $900.)  In  1983  the  Macallan 
released  340  bottles  of  50-year-old  Scotch  that  retailed  at  Harrods 
for  $260.  It  showed  up  at  auction  ten  years  later  for  $4,400. 

Singh  began  collecting  in  earnest  in  the  mid-1980s,  paying 
$600  for  a  set  of  four  dozen  bottles.  He  boasts  that  it  is  now 
worth  at  least  $3,700,  which  would  give  him  an  annualized  return 
in  local  currency  of  15%.  A  year  later  he  made  his  first  big  pur- 
chase: a  60-year-old  1926  Macallan  (it  went  into  cask  in  1926 
and  was  bottled  in  1986).  The  distiller  made  only  40  bottles,  dec- 


My  Heart's  in  the  Alameda  Highlands 

Scotch-style  single  malts  are  being  made  in  the  U.S.  The  St.  George 
Distillery  in  Alameda,  Calif,  released  its  St.  George  Single  Malt  ($45) 
in  fall  2001.  Says  distiller  Lance  Winters.  "We  asked  ourselves,  did 
we  want  to  emulate  what  was  on  the  market  or  to  create  something 
totally  new?"  He  opted  for  new,  smoking  his  barley  over  alder  and 
beech  rather  than  peat.  Bon  Appetit  reviewer  Anthony  Dias  Blue 
calls  the  result  a  "sophisticated  tipple,"  fruitier  and  more  floral  than 
traditional  Scotch. 

McCarthy's  Oregon  Single  Malt  Whiskey  ($40),  made  by  Clear 
Creek  Distillery  in  Portland,  Ore.,  is  solidly  traditional,  getting  its  peati- 
ness  from  malted  barley  imported  from  Scotland.  In  blind  tastings  it 
holds  its  own  against  Lagavulin  ($70).  This  year  James  Murray,  who 
annually  rates  Scotches  for  his  Whiskey  Bible,  named  McCarthy's 
the  best  small-batch  whisky  in  the  world— Scotland  included. 

Is  non-Scottish  scotch  collectible?  Only  as  an  oddity,  thinks 
F.  Paul  Pacult,  whose  Spirit  Journal  reviews  distilled  spirits  world- 
wide. "They're  trying,  and  I  applaud  their  efforts,"  he  says.  "But  the 
Scots  have  been  at  this  for  at  least  five  centuries."  —Alan  Farnham 


tie  for  at  least  five  years.  Bottles  should  be  stored  out  of  sunlight, 
at  constant  temperature  and  standing  upright,  lest  the  corks  be 
eroded  by  alcohol.  Attributes  that  make  whisky  collectible  include 
age  (both  the  time  in  the  cask  and  time  since  bottling),  packaging 
(the  Macallan  with  the  Adami  label  came  in  a  3-foot-high  glass 
display  case  with  a  solid  oak  base  and  brass  trim),  rarity  and  taste. 

Glenfiddich  scored  a  hit  last  year  with  a  whisky  released  to 
celebrate  the  50th  anniversary  of  Queen  Elizabeth's  coronation. 
The  liquor  went  into  cask  in  1974  and  was  bottled  in  2003.  The 
distiller  made  only  500  bottles,  numbered  them,  put  a  picture  of 
the  queen  on  the  label  and  packaged  them  in  solid  oak  boxes.  The 


Whisky,  Up 

Some  canny  collectors  manage  to  make  money  buying  Scotch. 
Those  who  don't  can  always  drown  their  sorrows,  by  michael  freedman 


orating  1 2  of  them  with  a  label  designed  by  Italian  pop  artist 
Valerio  Adami.  For  one  of  these,  Singh  paid  $5,500  at  auction.  He 
thinks  it's  now  worth  $35,000. 

U.S.  collectors  face  special  hurdles,  since  U.S.  laws  prohibit 
buying  and  selling  whisky  at  public  auction.  No  institution  com- 
parable to  McTear's  exists.  Private  sales  between  individuals  are 
permitted,  though,  so  collectors  can  do  business  on  Ebay, 
provided  the  whisky  is  sold  purely  as  a  collectible  (not  for 
consumption)  and  all  bottles  remain  unopened. 

The  lofty  prices,  no  surprise,  attract  all  manner  of  scamsters. 
In  April  Stephen  Jupe  was  convicted  in  England  of  fraud  after  he 
acquired  the  name  of  a  small,  long-defunct  distillery,  then  pro- 
ceeded to  sell  $7.5  million  of  rather  ordinary  booze  as  Grandtully 
Single  Malt  Scotch  Whisky. 

To  get  any  kind  of  return,  a  collector  should  plan  to  hold  a  bot- 


Scotch,  which  now  retails  for  $450,  has  hints  of  coffee  and  choco- 
late, with  a  gentle  peaty  finish.  Singh  says  because  the  taste  is  so 
good,  at  least  some  bottles  are  likely  to  be  consumed,  increasing 
the  value  of  those  remaining. 

If  you  must  drink  your  investment,  take  the  advice  of 
Richard  Paterson,  Dalmore's  master  distiller:  After  dinner,  pour 
a  dram  into  a  wide  glass.  Pour  a  mug  of  Colombian  coffee,  with 
maybe  a  little  cream.  Sip  the  coffee.  Now  sip  the  whisky — but 
do  not  swallow.  "You  have  to  chew  it,"  he  says.  Turn  it  around 
in  your  mouth  32  times,  so  that  it  touches  every  tooth.  Swallow. 
Now  pop  a  piece  of  dark  chocolate,  such  as  a  Godiva  (at  least 
75%  cocoa),  into  your  mouth.  Smoke  a  Cuban  cigar  (a  Parta- 
gas  4D,  say).  "If  you  combine  the  coffee,  the  whisky,  the  choco- 
late and  then  the  cigar,"  Paterson  declares  authoritatively,  "you 
will  have  an  immediate  orgasm."  F 
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E-mail:  sandi@infoUSA.com 
www.infoUSA.com  02FOR 


We  Buy,  Sell  Fine  Art  &  Collections. 

Peter  Max,  Warhol,  Neiman,  Erie',  Agam, 
Dali,  Haring,  Lichtenstein,  Behrens, 
Britto,  Fairchild,  Fazzino,  Hofmann, 
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return  on  investment.  Forbes  classified  advertising  offers: 
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and  versatile  media  packages:  Call  Media  Options  1-800-442-6441 
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1-888-637-7633 

*0rder  Online  @:  www.4tix.com 
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and  National  Association  of  Ticket  Brokers 
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THOUGHTS 

On  the  Business  of  Life 


A wonderful  trend:  Family  practice  is  currently  the  most  popular  choice,  followed  by 
internal  medicine,  among  seniors  in  our  medical  schools.  Interestingly,  at  the  same  time  the 
number  of  newly  doctored  going  into  psychiatry  has  declined.  I'll  bet  this  is  more  than 
coincidence.  If  once  again  there  are  Norman  Rockwellian  docs  to  whom  oldsters  and  parents  and  kids 
can  tell  their  troubles  while  being  treated  for  cuts  and  bruises  and  broken  bones,  there's  less  need  for 
taking  to  the  couch  for  professional  mind-holding.  — MALCOLM  S.  FORBES  (1986) 


A  neurosis  is  a  secret  you  don't  know 
you  are  keeping. 

—KENNETH  TYNAN 


A  psychiatrist  is  a  man  who  goes 
to  the  Folies-Bergere  and  looks  at 
the  audience. 

— MERVYN  STOCKWOOD 


Psychoanalysis  is  the  disease  it  purports 
to  cure. 

—KARL  KRAUS 


Reality  is  a  crutch  for  people  who  can't 
cope  with  drugs. 

—LILY  TOMLIN 


/  don 't  crack;  I  warp. 

—SUZANNE  O'NEILL 


Sanity  is  a  cozy  lie. 

—SUSAN  SONTAG 


A  neurotic  is  a  man  who  builds  a  castle 
in  the  air.  A  psychotic  is  the  man  who 
lives  in  it.  A  psychiatrist  is  the  man  who 
collects  the  rent. 

—JEROME  LAWRENCE 


It  must  be  a  hard  life  to  be  the  child 
of  a  psychologist. 

—TOM  MASSON 


A  psychiatrist  is  a  fellow  who  asks  you 
a  lot  of  expensive  questions  that  your 
wife  asks  for  nothing. 

— IOEY  ADAMS 


The  examined  life  has  always  been 
pretty  well  confined  to  a  privileged  class. 

—EDGAR  Z.  FRIEDENBERG 


We're  all  controlled  neurotics. 

—HARRY  REASONER 


The  Unconscious  by  definition  is  what 
you  are  not  conscious  of.  But  the  Analysts 
already  know  what's  in  it — they  should, 
because  they  put  it  all  in  beforehand. 

—SAUL  BELLOW 


Nobody  in  the  United  States  is 
more  than  one  handshake  away 
from  virtually  any  drug  they  want. 

—NORMAN  ZINBERC 


Neurosis  is  always  a  substitute 
for  legitimate  suffering. 

—CARL  JUNC 
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Heaviness  in  the  heart  of  man 
maketh  it  stoop:  but  a  good  word 
maketh  it  glad. 
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DELL  KNEW  HOW. 


PowerEdge"  Servers  with  Intel"  Xeori" Processors  ca\ 
increase  performance  and  help  improve  your  bottom 


Dell,  the  Dell  logo,  and  PowerEdge  are  trademarks  of  Oell  Inc  Intel.  Intel  logo,  Intel  Inside.  Intel  Inside  logo,  and  Intel  Xeon  are  trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  m  the  United  States  and  other  countries 
Oracle  is  a  registered  trademark  ot  Oracle  Corporation  Linux  is  a  registered  trademark  ot  Linus  Torvalds  ©2004  Dell  Inc  All  rights  reserved 


When  Monster,  a  leading  global  online  recruitment  site,  needed  to  increase  workload  capacity  without  increasing 
cost,  they  went  with  Dell. 

►  Dell  replaced  a  proprietary  system  with  a  Linux®/Oracle®  solution  running  on  industry-standard 
PowerEdge"  Servers  and  Intel®  Xeori™  Processors. 

Now,  increased  workload  capacity,  along  with  comprehensive  management  tools,  allow  Monster  to  rapidly  deploy 
new  capabilities.  And  technology  expenses  are  among  the  lowest  in  the  industry,  based  on  percentage  of  revenue. 


Are  you  looking  for  a  better  way  to  meet  your  business  needs? 


Increasing  performance,  affordably.  Easy  as 


EKHLL 


Contact  a  Dell  Professional  to  consolidate  your  servers  today.  1  877  484-DELL  •  www.dell.com/monster5 
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U  MAY  NOT  KNOW  EVERYTH 


VITAL 


yco  International  we  make  more  than  200,000  products  for  hundreds  of  different  industries, 
uding  the  Scott  respiratory-protection  units  that  firefighters  and  other  first  responders  rely 
ivery  single  day.  From  life-saving  firefighter  equipment  to  home  security  systems  to  medical 
iors  and  instruments,  everything  we  make  is  a  vital  part  of  your  world. 
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Together,  We  Can 
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Implementing  the  right  solution 
today  can  help  you  achieve  results 
tomorrow.  With  BearingPoint, 
you'll  have  a  business  advisor  and 
systems  integrator  aligning  business 
with  technology  to  empower  your 
company  to  succeed. 

what  makes  the  difference. 
BearingPoint. 


Asia-Pacific  Economic 
Cooperation 

The  members  of  the  U.S.  National 
Center  for  Asia-Pacific  Economic 
Cooperation  (APEC)  wanted  to 
demonstrate  how  companies  could 
improve  the  visibility  and  efficiency  of 
global  supply  chains  that  cross  the  ports 
and  borders  of  the  21  APEC  economies, 
and  still  meet  the  latest  trade  security 
standards.  BearingPoint  determined 
that  using  Radio  Frequency  Identification 
(RFID)  sensors  improved  cargo  security 
and  generated  dramatic  savings  for 
importers  ranging  up  to  US$2,000 
per  container.  These  are  the  kinds  of 
results  that  make  the  difference. 


GLOBAL  TRADE  MANAGEMENT. 
EMPOWERED  BY  BEARINGPOINT. 


gPoint,  Inc.  All  rights  reserved. 


Create  The  Future 
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ORPORATION 


U.S.  Cellular  faced  the  daunting 
challenge  of  combining  products, 
policies  and  organizations  when  it 
acquired  a  leading  wireless  carrier 
in  Chicago.  But  from  the  time  the 
acquisition  was  announced,  to  the 
time  the  first  customer  was  served, 
BearingPoint  helped  U.S.  Cellular 
make  the  transition  seamless.  These 
are  the  kinds  of  results  that  make 
the  difference. 


With  a  presence  in  more  than 
20  countries  and  rapid  sales  growth, 
sharing  information  is  critically 
linked  to  Ferro's  performance. 
BearingPoint  implemented  one 
system  for  sharing  information 
globally  that  helped  allow  Ferro  to 
operate  seamlessly  and  effectively  as 
a  single,  integrated  company.  These 
are  the  kinds  of  results  that  make 
the  difference. 


BUSINESS  INTEGRATION. 
EMPOWERED  BY  BEARINGPOINT. 


GLOBAL  SYSTEMS  INTEGRATION. 
EMPOWERED  BY  BEARINGPOINT. 


CONSULTING    SYSTEMS  INTEGRATION     MANAGED  SERVICES 


BearingPoint 


EXPERIENCE  BEARINGPOINT.COM    Business  and  Systems  Aligned.  Business  Empowered. 

I  Bill  HUM!  HI  II I II II II  null— 1 1  imnl»lffl 


It  stays  connected 
all  over  the  world 
so  you  can,  too. 


THE  BEST  INTERNATIONAL  WIRELESS 
CARRIER  JUST  GOT  BETTER. 

Now  you  can  use  your  AT&T  Wireless  phone  to  travel  the  world 
and  still  stay  close  to  those  who  matter  most  -  all  with  your  same 
wireless  phone  and  number.  Whether  you  call  back  home  or 
others  call  you,  you'll  stay  connected  from  over  140  countries 
worldwide.  Find  out  how  to  take  advantage  of  our  lowest  summer 
roaming  rates  ever  from  select  European  countries.  To  sign  up, 
visit  a  store  or  call  today. 

USE  YOUR  SAME  PHONE 
AND  NUMBER  OVERSEAS. 


Get  unlimited  night  &  weekend  minutes, 
unlimited  mobile-to-mobile  minutes  and 
no  nationwide  long  distance  or  roaming  charges. 


39 


99 

/MO. 


All  with  AT&T  Wireless  GSM  America  National  from  your  applicable  Service  Area 
with  a  2-year  agreement.  See  below  for  activation  fee  and  other  monthly  charges. 


AT&T  Wireless 


CALL  s  3- 1  800  735  8542     CLICK     attwireless.com/international      VISIT     any  AT&T  Wireless  store 

Important  Information 

An  additional  monthly  $1.75  Regulatory  Programs  fee  applies  to  help  fund  our  compliant*  wiih  vinoui  government  mandated  programs  which  may  not  yet  be.  available  in  your  area.  Thii  is  not  a  tai  or  government  required  charge 

Requires  qualified  plan  ol  $1999  or  above,  credit  approval,  2-year  agreement,  compatible  GSM  8S0  HHi  device  and  SJ6  actuation  and  SI'S  cancellation  leu.  Not  available  for  purchase  or  use  in  all  areas  Usage  is  rounded  up  to  the  neit  full  minute  Availability  and  reliability  ol  service  are  subject  to  transmission  limitations 
Different  rates  apply  outside  each  applicable  Service  Area.  Airtime,  roaming,  additional  minute,  and  long  distance  charges  apply.  Various  ta«s.  surcharges,  lees  and  other  assessments  (e  g,  universal  connectivity  charge)  apply.  Limited  time  offer.  Other  restrictions  apply  Subject  to  Service  Agreement  and  printed  materials. 
Network  and  Coverage:  Our  network  deludes  areas  we  own  and  areas  owned  by  other  earners.  Some  features  word  only  on  the  network  we  own  Coverage  is  double  the  national  GSM  ana  than  was  available  last  year,  applies  to  availability  of  service,  not  rates  Unlimited  Mobile- to-Mobile  Minutes: 
Applies  to  calls  placed  to  or  received  from  another  ATS!  Wireless  subscriber  when  both  are  on  our  owned  domestic  network  Night  and  Weekend  Minutes:  9  pm.-S  S9  am  K— F;  and  F  9  p.m.-M  S:S9  am  International  Roaming:  Geographic  limitations,  speoal  credit  and  bill.ng  requirements,  and 
other  terms,  charges,  taies  and  restriction  apply  Requires  compatible  device  and  qualified  domestic  plan  Discounted  International  Roaming  available  only  with  a  qualified  domestic  GSM  "'GPRS  rate  plan.  International  calling  rates  apply  only  when  using  the  MAT  Wirtiess  network.  Airtime  or  roaming  charges  are  m  addition 
to  long  distance  charges.  Celling  to  certain  countries  is  blocked,  which  may  change  without  notice  You  may  be  charged  a  per-mmute  surcharge  for  certain  international  calls  from  the  US  to  wireless  devices.  Only  one  rate  for  the  call  w.ll  appear  on  your  invoice  Before  traveling  with  your  device,  be  lure  to  check 
the  frequency  of  both  your  device  and  the  international  network  where  ycu  are  traveling  to  confirm  compatibility.  Availability  ol  wireless  features  vanes  by  country  Incoming  and  outgoing  call  charges  may  apply  to  calls  forwarded  to  the  AIJT  Wireless  voice  mail  system  even  il  no  message  is  left  Available  countries, 
rates  and  surcharge:  art  subject  to  change.  See  aiiwireless  com/international  for  updated  countries,  rates  and  additional  information  about  wireless  surcharges  Comparison  of  lowest  rates  is  based  on  publidy  available  information  as  of  December  700}  regarding  direct-dial  wireless  and  landlme  earners,  and  does  not  include 
earners  providing  service  via  the  Internet  Summer  Offer:  Speoal  pricing  available  6/I/O4-9/J0/W  Prices  will  increase  to  standard  Discounted  International  Roaming  rates  after  9/10/04  St*  website  for  rates.  The  GSH  letter  mark  q  a  trademark  of  the  GSM  Association  ©20W  AT&T  Wireless  All  Rights  Reserved 
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afford  to  fail.  Neither  can  our  IT." 
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Paul  Klebnikov 

1963-2004 

BY  STEVE  FORBES 


PAUL  KLEBNIKOV,  41,  EDITOR  OF  FORBES  RUSSIA, 
was  murdered  in  Moscow  on  July  9.  He  was  shot 
four  times  as  he  left  work  and  died  shortly  there- 
after. He  left  behind  a  wife  and  three  young  children. 

Paul  was  the  first  editor  of  FORBES  RUSSIA,  which  was 
launched  in  April  and  is  a  joint  venture  with  Axel  Springer. 
Paul  joined  FORBES  in  1989  and  rose  to  the  position  of  se- 
nior editor  at  the  magazine,  specializing  in  Russian  and 
eastern  European  politics  and  economics,  before  assuming 
the  editorship  of  FORBES  RUSSIA. 

Paul  was  a  superb  reporter — courageous,  energetic, 
ever  curious.  We  at  FORBES  eagerly  anticipated  reading 
his  stories.  The  information  in  them  was  always  fresh, 
insightful,  fascinating.  He  exemplified  the  finest  tradi- 
tions of  our  profession  and  served  his  readers  well.  Paul 
embraced  the  opportunity  to  become  the  first  editor  of 
FORBES  RUSSIA.  A  descendant  of  emigres  who  left  after 
the  Communist  Revolution,  he  became  an  expert  on 
Russia.  It  was  a  country  he  loved  deeply. 

Who  ordered  Paul's  gangland-style  execution,  and 
why?  We  don't  know  the  specific  answers — yet.  But  Paul 
wrote  extensively,  incisively  and  all-too-knowledgeably 
about  post-Soviet  Russia's  crime-ridden,  oft-murder- 
ous worlds  of  business  and  politics.  Criminal  capitalists 
and  their  political  allies  have  literally  looted  billions 
of  dollars  of  assets  from  this  impoverished  nation. 


Paul's  two  books — Godfather  of  the  Kremlin,  a  biogra- 
phy of  now-exiled  oligarch  Boris  Berezovsky,  and  Con- 
versation with  a  Barbarian  (published  in  Russian,  not 
English),  concerning  organized  crime  and  Russia's  war 
in  Chechnya — are  examples  of  the  dangerous  digging 
and  reporting  in  which  he  engaged.  (Paul  wrote  more 
than  just  Russia-related  stories;  last  year  he  produced  a 
blockbuster  article,  "Millionaire  Mullahs,"  which  dealt 
with  corruption  among  Iran's  clerical  dictators.) 

Paul  didn't  see  his  purpose  as  only  the  exposure  of 
malignantly  entrenched  wrongdoing,  however.  He  was 
also  writing  about  the  other  Russia.  As  Paul  made  clear 
at  FORBES  RUSSIA'S  launch,  he  thought  that  Russia, 
despite  setbacks,  was  entering  an  era  in  which  a  lawful, 
innovative,  opportunity-enhancing,  free-enterprise 
kind  of  capitalism  was  beginning  to  emerge.  Indeed,  he 
felt  that  a  new  Russia  was  aborning  that  would,  to  use 
Abraham  Lincoln's  words,  appeal  to  "the  better  angels 
of  our  nature." 

Paul  passionately  believed  in  this  better  Russia  and 
felt  his  work  would  play  a  role  in  moving  this  redemp- 
tive process  forward.  Sadly,  Paul  Klebnikov  will  not  be 
with  us  to  see  this  vision  realized.  But  his  life — and  his 
death — will  surely  be  seen  to  have  been  key  in  the  rise  of 
a  Russia  that  is  true  to  the  positive  ideals  Paul  believed  in 
and  that  have  been  too  long  suppressed.  F 


a  —  
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The  Precarious  Right 
To  Speak  the  Truth 


BY  WILLIAM  BALDWIN 


BULLETS  ARE  NOT  THE  ONLY  WAY  TO  SILENCE  THE  PRESS. 
In  Russia  the  enemies  of  free  speech  have  used  all  the 
methods,  inside  and  outside  the  law,  and  with  powerful 
effect.  In  that  country  the  dissenters  and  muckrakers  have  been 
pushed  into  the  fringes  of  the  media,  working,  for  the  most  part, 
on  the  Internet  and  with  very  limited  resources.  Into  this  jungle 
came  Paul  Klebnikov  as  the  founding  editor  of  the  Russian-lan- 
guage version  of  FORBES.  He  had  the  idealistic  view  that  Russia 
was  ready  for  free-market  capitalism  and  for  a  free  market  in 
ideas,  too.  With  its  frank  discussions  of  how  fortunes  are  being 
made  and  lost  the  magazine  is  something  of  a  freak. 

It  takes  a  shock  like  Paul  Klebnikov's  murder  to  wake  us  up 
to  how  precious  free  speech  is.  We  take  it  for  granted  because  the 
First  Amendment  has  been  part  of  the  Constitution  for  213 
years.  But  this  civil  liberty  has  led  a  precarious  existence  for  most 
of  its  history.  In  a  famous  Supreme  Court  dissent  in  1919,  Justice 
Oliver  Wendell  Holmes  declared,  "The  best  test  of  truth  is  the 
power  of  the  thought  to  get  itself  accepted  in  the  competition  of 
the  market."  It  was  too  radical  a  thought  for  the  day,  and  in  this 
case  the  majority  approved  20-year 
jail  sentences  for  people  who  did 
nothing  more  than  hand  out  anti- 
war pamphlets. 

Speech  is  a  lot  freer  now — most 
of  the  time.  In  March  the  U.S.  occu- 
pation force  shut  down  a  newspaper 
in  Baghdad  for  its  hateful  views. 
Elsewhere  in  the  world  you  don't 
have  to  incite  to  violence  to  lose 
your  right  to  speak  out.  A  Russian 
reporter  landed  in  jail  for  two  and  a 
half  years  for  saying  in  print  that  the 
military  was  dumping  harmful 
waste  at  sea.  This  year  China  retali- 
ated against  an  editor  for  publishing 
embarrassing  facts  about  a  new  SARS 
outbreak  by  sentencing  him  to  eight 
years  on  an  embezzlement  charge. 

Governments  wield  licensing 
power,  too.  Under  the  presidency  of 

Vladimir  Putin,  television  shows  with  dissenting  views  have 
been  shut  down  or  their  owners  dispossessed.  Nothing  like  that 
could  happen  here?  For  half  a  century  we  had  a  government- 
imposed  Fairness  Doctrine  that  scared  broadcasters  into  duck- 


Nazis  seize  forbidden  literature. 


ing  controversial  topics;  regulators  killed  the  rule  only  in  1987, 
after  an  appeals  court  scolding. 

If  independent-minded  journalists  cannot  be  outlawed  they 
can  be  bankrupted.  Until  it  was  reduced  and  then  thrown  out  in 
1999,  a  $223  million  libel  verdict  hung  over  the  Wall  Street  Jour- 
nal. The  paper  had  published  a  hostile  story  that  was  right  in  its 
essence  but  wrong  in  some  particulars.  In  recent  years  both 
FORBES  and  Fortune  have  had  to  spend  large  sums  defending 
libel  cases  brought  by  Russian  businessmen  in  England,  where 
the  First  Amendment  is  unknown.  Indeed,  given  where  tort  law 
has  gone,  the  amendment  would  today  be  worthless  even  in  the 
U.S.  if  not  for  a  1964  Supreme  Court  decision,  which  threw  out 
an  Alabama  jury's  verdict  against  the  New  York  Times. 

If  the  operation  of  the  law  is  sometimes  a  threat,  the  lack  of 
it  is  a  greater  one.  Look  at  what  happened  to  Moscow's  Novoye 
Vremya,  or  New  Times.  Editor-in-Chief  Alexander  Pumpiansky 
says  that  his  expose-minded  weekly  was  shut  down  for  three  and 
a  half  months  this  year  by  property  hustlers.  Coveting  his  mag- 
azine's Pushkin  Square  real  estate,  he  says,  they  illegally  got  con- 
trol of  the  deed  and  threw  him  and 
his  crew  into  the  street,  minus  their 
computers.  These  takeover  artists 
weren't  retaliating  for  any  articles,  he 
says,  just  taking  advantage  of  the  fact 
that  the  publication  had  made  ene- 
mies in  the  government.  So,  no  legal 
redress  would  be  available.  FORBES 
could  not  reach  the  people  on  the 
other  side  of  this  dispute,  but  it  is  no 
far-fetched  notion  that  the  govern- 
ment would  turn  its  back  on  lawless- 
ness directed  against  independent- 
minded  media. 

Russia  is  one  of  the  most  danger- 
ous places  in  the  world  for  reporters. 
In  the  past  year  and  a  half  123  have 
been  physically  attacked  and  34  pros- 
ecuted, reports  the  Glasnost  Defense 
Foundation.  Counting  only  contract- 
style  assassinations,  the  Committee  to 
Protect  Journalists  says  at  least  11  journalists  (including  Paul 
Klebnikov)  have  died  in  the  line  of  duty  since  Putin  took  office, 
and  in  not  a  single  case  has  a  murderer  been  brought  to  justice. 
The  free  market  that  Paul  dreamed  about  is  a  long  way  off.  F 
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IN  A  COUNTRY  WITH  OVER  400  LANGUAGES, 

TWO  OF  THE  MOST  POPULAR  WORDS  ARE  CUSHMAN  &  WAKEFIELD. 


s  a  CEO  locating  overseas  you  know  all  about  restructuring,  supply  chain  overhaul, 
ross  margins  and  operation  expense  improvements,  but  you  may  not  be  aware  of 
le  newest  method  for  reducing  costs  and  increasing  bottom  line  opportunities, 
ioneered  by  Cushman  &  Wakefield,  it's  called  The  Alignment  Review  Process, 
rom  New  York  to  New  Delhi  it's  fast  becoming  the  number  one  tool  for  aligning  real 
state  strategies  to  company  performance.  To  find  out  more  call  800.376.3133. 


mill  CUSHMAN  & 
WAKEFIELD. 


How  Russia  Went  Down 

A  Dead  End 


BY  JAMES  W.  MICHAELS 


II  AR1.Y  IN  TI  IE  20TH  CENTURY,  BEFORE  THE  BOLSHEVIK  REV- 
i  olution,  Russia's  was  the  fastest-growing  economy  in  Eu- 
^rope.  Industrial  production  doubled  in  just  15  years,  pro- 
ductivity was  up  by  half.  Russia  was  a  contender  in  steel,  textiles 
and  oil.  It  had  a  popularly  elected  Parliament,  the  Duma.  A  large 
and  growing  peasant  population  were  becoming  landowning 
farmers.  Its  middle-class,  capitalist  sector  was  asserting  itself.  "On 
the  eve  of  [WWI]  Russia  was  quite  rapidly  entering  an  era  of  pros- 
perity." So  wrote  Leonard  Schapiro,  an  outstanding  scholar  of 
the  Russian  revolution,  adding  that  what  Russian  development  re- 
quired was  simply  more  time. 

So  much  for  the  myth  that  the  communists  modernized  a 
feudal  society.  This  surprises  a  lot  of  otherwise  well-informed 
people,  bui  this  little-known  fact  underlay  much  of  what  Paul 
klebnikov  strove  to  accom- 
plish. Paul's  faith  in  Russia 
was  not  merely  emotional. 
I  Ie  understood  that  but  for 
the  Bolshevik  coup,  Russia 
would  today  be  a  prosper- 
ous, democratic  country 
perhaps  on  a  par  with,  but 
more  powerful  than,  Britain 
or  France  or  Germany. 

To  better  understand 
where  Paul  was  coming 
from  I  borrowed  from  his 
family  a  copy  of  Paul's  Ph.D. 
dissertation  (it  earned  him 
a  doctorate  from  the  Lon- 
don School  of  Economics  in 
1 99 1 ).  The  thesis  was  on  the 

Stolypin  reforms,  named  for  the  reformist  Russian  prime  min- 
ister Pyotr  Stolypin.  Stolypin  was  assassinated  in  1911,  but  his 
economic  retoi  ms  continued  alter  his  death. 

Stolypin  was  a  liberal  in  the  old  sense  of  wanting  to  liberal- 
ize the  economy.  He  had  to  light  against  both  the  socialist  left 
and  the  hard-core  traditionalists.  Neither  the  socialist  left  nor 
the  hard  right  wanted  peasants  to  become  property  owners. 
Stolypin's  reforms  were  more  economic  than  political.  They 
gave  peasants  the  right  to  own  land  and  to  work  it  for  their  own 
benefit  rather  than  as  part  of  the  traditional  feudal  commune.  If 
they  chose,  the  peasants  could  sell  their  land  to  other  farmers 
and  move  to  the  cities.  Stolypin  freed  the  creativity  of  the  indi- 


The  Russia  that  could  have  been:  textile  factory,  Moscow,  1887. 


vidua!  Russian  at  the  same  time  as  rapid  industrialization  was 
opening  new  opportunities  for  entrepreneurial  people  in  the 
cities.  The  reforms  encouraged  Russians  to  work  harder  and  to 
work  more  effectively;  per  capita  income  surged. 

But  when  the  czar  blundered  into  the  First  World  War  he 
brought  this  progress  to  a  crushing  halt.  Badly  beaten,  demor- 
alized and  often  hungry,  the  decimated  Russian  armies 
mutinied.  In  the  resulting  chaos  a  small  ruthless  band  of  con-; 
spirators  known  as  Bolsheviks  grabbed  power  under  Lenin  and 
Trotsky.  They  either  killed  Stolypin's  yeoman  farmers  or  forcedj 
them  back  into  collectivity.  In  short,  the  Bolsheviks  aborted; 
progress. 

I  hope  to  see  Paul's  thesis  published  as  a  book  one  day  soon. 
It  could  serve  as  a  guide  to  those  who  want  to  help  poor  coun- 
tries with  rapidly  growing 
populations  escape  the 
poverty  trap.  As  Paul  con- 
vincingly demonstrates,  you 
don't  do  it  through  gov- 
ernment programs.  You  do 
it  by  unleashing  individual 
initiative  and  disseminat- 
ing information. 

In  the  first  issue  of  the 
Russian  version  of  FORBES 
you  could  see  what  Paul 
was  trying  to  accomplish: 
He  wanted  to  help  Russia 
get  back  on  the  road  to 
capitalism,  democracy  and 
civil  society,  where  it  was 
before  the  Bolsheviks  sent 
it  down  a  dead  end.  Paul  aimed  at  this  in  two  ways:  by  raising 
standards  of  taste  and  ethics  among  the  new  business  class  and 
by  exposing  the  corruption,  cronyism  and  thuggery  that  stood 
in  the  way  of  progress. 

The  Putin  government  in  Moscow  faces  some  crucial  tests  in 
the  near  future.  Will  it  bring  to  justice  the  killers  of  Paul  and 
other  journalists?  Will  it  treat  fairly  the  minority  shareholders  of 
the  Yukos  oil  company?  Will  it  distance  itself  from  some  of  its 
shady  associates?  Will  it  permit  a  really  free  press  in  Russia? 

Let's  hope  that  Putin  emulates  Stolypin  and  does  the  right 
thing.  If  he  rises  to  the  occasion,  Russia,  with  her  great  resources 
and  educated  population,  will  be  a  splendid  place  to  invest.  F 
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Working-from-Home  Walter  now  gets  more 
done  in  slippers  than  in  wingtips. 


NAME:  Working-from-Home  Walter 

QUOTE:  "Who  says  I  have  to  be  at  work  to  be  hard 
at  work?" 

CHALLENGE:  His  company  needs  him.  His  family  needs  him. 


NOKIA'S  ANSWER  FOR  II:  Nokia  Secure  Access  System 


MEETS  HIS  NEEDS  by  letting  him  work 
on  his  home  PC  when  he  needs  to  and 


still  have  access  to  business-critical 
applications  like  email,  sales  data,  and 
enterprise  resource  planning  software. 

MEETS  HIS  COMPANY'S  NEEDS  by  creating  a  more 
flexible  yet  cost-effective  and  secure  work 
environment  for  valuable  employees. 


Learn  how  to  mobilize  your  team  and  increase  business 
productivity.  Download  "The  Anytime,  Anyplace  World" 
white  paper  at  »nokiaforbusiness.com 


IMOKIA 

Connecting  People 


Tributes 


Since  the  murder  of  Paul  Klebnikov  on  July  9,  FORBES  has  collected  more  than  1,000  pages  of  news 
coverage,  commentary,  testimonials  and  letters  of  condolence.  Below  are  just  a  few  excerpts,  along 
with  portions  of  Paul's  most  important  work,  which  often  proved  to  be  contentious— and  prophetic. 


July  16, 2004 

The  International  Herald  Tribune 
I  married  Paul  for  many  reasons,  but  one 
was  his  total  commitment  to  the  concept 
of  loyalty.  He  admired  loyalty  above  all  else 
and  had  a  soldier-like  need  to  believe  it 
was  morally  critical  and  that  it  gave  his  life 
meaning.  He  wanted  to  push  for  law, 
transparency,  value,  commitment  to  the 
country.  He  thought  Russians  needed  to 
have  models.  Paul  was  exhilarated  to  be 
part  of  the  national  debate,  to  feel  that  his 
decades  of  loyalty  to  a  hope  of  a  better 
Russia  were  being  rewarded. 

MUSA  KLEBNIKOV 

July  18, 2004 

The  New  York  Times 

Few  seem  to  believe  Mr.  Klebnikov's  killer 
will  be  found.  But  others  said  the  case 
also  provides  an  opportunity  for  the  state 
to  demonstrate  the  possibility  for  the  rule 
of  law.  There  are  signs  that  the  family 
clings  to  hope.  When  Mr.  Klebnikov  was 
buried  on  Long  Island,  after  a  Russian 
Orthodox  funeral  in  Manhattan,  his  three 
young  children  stood  at  the  grave.  His 
two  sons  clutched  Russian  flags. 

July  19, 2004 

Letters  to  the  Editor 
The  Wall  Street  Journal 
Russia  was  shocked  by  the  murder  of  tal- 
ented journalist  Paul  Klebnikov.  Unfortu- 
nately, we  again  see  that  no  one,  neither 
Russians  nor  Americans  working  here,  is 
secure  from  contract  killers.  Any  homicide 
is  stunning  and  shocking.  This  murder 
aroused  indignation  in  the  Kremlin  and 
among  Russia's  top  officials.  Therefore,  the 
Russian  prosecutor  general  took  "personal 
control"  of  the  investigation.  If  Russia  can 
do  anything  for  Paul  Klebnikov's  family, 
it  will  do  so.  We  shall  search  for  the  killers 
and  find  them.  MIKHAIL  LESIN 

Adviser  to  President  Vladimir  Putin 


July  13, 2004 

The  New  York  Times 

Paul  Klebnikov  was  not  afraid.  He  was 
convinced  that  a  Western  journalist  say- 
ing the  truth  in  Russia  would  be 
respected.  I  avidly  hope  that  those  who 
ordered  his  killing  are  caught.  But  in  the 
end,  the  perpetrators  are  not  the  issue:  it 
is  the  cruel  confirmation  that  the  law  and 
appreciation  of  freedom  have  not  taken 
hold  in  Russia.  It  is  the  evidence  that 
murder  is  still  perceived  as  a  normal  and 
safe  way  of  settling  scores  and  amassing 
wealth,  and  that  the  Kremlin  is  not  really 
interested  in  doing  anything  about  it. 

SERGE  SCHMEMANN 

Letters  From  FORBES  Readers 
July  9, 2004 

I  write  to  present  my  condolences  to  the 
Forbes  staff  in  connection  with  the  mur- 
der of  Paul  Klebnikov.  I  interviewed  Paul 
in  his  Moscow  office  in  May  for  The  Polit- 
ical Journal,  a  Russian  weekly.  After  the 
publication  of  FORBES'  100  Richest  Rus- 
sians I  asked  him  a  direct  question  as  to 
whether  he  was  afraid  of  being  killed  by 
the  people  who  were  not  happy  with 
being  included  in  the  list,  as  rumors  of 
some  threats  had  already  been  circulating 
in  Moscow.  He  joked:  "I'm  more  afraid  of 
driving  a  car  in  Russia."  But  he  looked 
tense  and  a  bit  nervous  answering  the 


question.  We  discussed  a  couple  of  names 
off  the  record,  but  Paul  dismissed  any 
possibility  of  being  targeted  by  them. 

VLADIMIR  PIMONOV 
Denmark 

July  10, 2004 

If  Russia  ever  achieves  a  semblance  of 
lasting  civility  and  democracy,  and 
washes  away  the  crust  of  years  of  self- 
inflicted  cruelty,  Paul  will  be  remembered 
as  one  among  very  few  who  were  at  the 
beginning  of  the  cleansing  process,  who 
were  fearless,  devoted  to  the  truth  and 
possessed  the  talent  of  presenting  the 
truth  in  a  clear  and  convincing  manner. 
May  Paul  rest  in  peace. 

MICHAEL  I.  SCHWARTZMAN 
Swampscott,  Mass. 

The  Godfather 

The  Russian  power  structure  was  a  three- 
sided  pyramid,  composed  of  gangsters, 
businessmen  and  government  officials.  In 
the  autumn  of  1996  I  began  looking  into 
the  affairs  of  Boris  Berezovsky.  No  man 
stood  closer  to  all  three  authorities  at 
once:  crime,  commerce  and  government. 
No  man  profited  more  from  Russia's  slide 
into  the  abyss. 

From  the  introduction  to  Godfather  of 
the  Kremlin:  Boris  Berezovsky  and  the 
Looting  of  Russia  (Harcourt,  2000). 

Excerpts  from  Paul's  work  for  FORBES 
The  Oligarch  Who 
Came  in  From  the  Cold 
Mar,  18, 2002 

Today  a  new  era  is  dawning  in  Russia. 
Vladimir  Putin  is  in  charge  of  the  Kremlin. 
The  Russian  monstrosity  that  even  liberal 
politicians  call  "gangster  capitalism"  is  giv- 
ing way  to  a  more  civilized  market.  The  fi- 
nancial free-for-all  is  yielding  to  an  ethic  of 
reinvesting  in  your  business.  And  among 
the  old-time  oligarchs,  [Yukos']  Mikhail 
Khodorkovsky  is  leading  the  charge. 
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Power  Struggle 
Mar.  3, 2003 

The  government  is  currently  working 
out  a  more  detailed  and  transparent 
restructuring  plan  and  a  more  gradual] 
liberalization  of  the  electricity  sector.  It 
could  still  go  wrong  and  the  oligarchs, 
could  end  up  taking  over  the  assets  of 
Unified  Energy  System  after  all.  But  the 
mere  fact  that  UES  minority  sharehold- 
ers have  managed  to  block  the  riskier 
proposals  of  Anatoly  Chubais  (the 
architect  of  Russia's  flawed  transition  to 
market  economy  in  the  1990s) — and 
the  fact  that  the  Putin  administration 
has  supported  them  so  decisively- 
shows  how  much  the  country  has 
changed  since  the  Yeltsin  years.  Even  in 
Moscow,  shareholders  have  some  rights. 

Millionaire  Mullahs 
July  21, 2003 

Who  controls  today's  Iran?  Certainly 
not  Mohammad  Khatami,  the  twice- 
elected  moderate  president,  or  the 
reformist  parliament.  Not  even  the 
Supreme  Leader  Ayatollah  Ali 
Khamenei,  a  stridently  anti-American 
but  unremarkable  cleric  plucked  from 
the  religious  ranks  14  years  ago  to  fill 
the  shoes  of  his  giant  predecessor,  Aya- 
tollah Khomeini,  is  fully  in  control.  The 
real  power  is  a  handful  of  clerics  and 
their  associates  who  call  the  shots 
behind  the  curtain  and  have  gotten  very 
rich  in  the  process. 

Coke's  Sinful  World 
Dec.  22, 2003 

In  Coca-Cola  Co.'s  Eurasia/Middle  East 
division,  successful  market  entry  has 
often  meant  teaming  up  with  the 
cronies  of  the  local  political  boss.  When 
Coke  entered  Iran  in  1990,  it  teamed  up 
with  a  relative  of  Iranian  president  Ali 
Akbar  Hashemi  Rafsanjani.  Entering 
the  Israeli-occupied  West  Bank  in  1998, 
Coke  jumped  into  bed  with  Yasir 
Arafat's  Palestinian  Authority. 

And  in  Uzbekistan,  the  historic 
centerpiece  of  Central  Asia  and  its  most 
densely  populated  market,  Coke 
teamed  up  with  a  son-in-law  of  strong- 
man President  Islam  Karimov — and 
came  to  regret  it. 
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company  than  just  R&D.  Our  high-performance  mobile 
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FACT  AND  CO M M EMT_ 

Jy  Steve  Forbes,  Editor-in-Chief 

With  all  thy  getting  get  understanding" 


H 


Is  More  Bureaucracy  the  Answer? 


["HE  9/1 1  COMMISSION'S  PROPOSAL  TO  CREATE  A  CABINET- LEVEL 
ntelligence  czar  who  would  oversee  all  intelligence  collections  and 
inalyses  is  an  idea  that  deserves  to  go  nowhere.  Such  an  overseer 
vould  mean  creating  an  entire  new  bureaucracy,  which  would 
lardly  be  conducive  to  fast  and  clear-sighted  responses  and  actions, 
rhere's  no  guarantee  that  new  paper  shufflers  would  connect  the 
lots  any  better  than  the  dots  have  been  connected  in  the  past. 

The  key  is  to  devise  more  systematic  ways  for  our  various 
;atherers  of  intelligence  to  exchange  relevant  information.  This 
and  of  cooperation,  particularly  between  the  CIA  and  the  FBI, 
s  already  under  way.  Setting  up  yet  another  intelligence-analyz- 
ng  organization  would  only  slow  the  process.  We  need  fewer 
ayers  and  gatekeepers,  not  more. 

Could  we  have  a  czar  minus  die  bureaucracy?  Sure,  but  he'd  be  a 
:unuch.  And  as  drug  and  energy  czars  of  the  past  can  testify,  without 


formal  control  of  an  organization,  it's  almost  impossible  to  guide  it. 

Moreover,  a  new  intelligence  bureaucracy  would  invariably  lean 
toward  homogeni/ing  interpretations  of  intelligence.  Our  current 
setup  may  look  messy  and  inefficient  in  terms  of  tidy  organizal  ional 
charts,  but  when  it  comes  to  gathering  information  in  this  danger 
ous  world,  you  want  a  variety  of  input  from  various  sources.  The 
gatherers  of  information,  apart  from  the  CIA  and  the  I  HI,  and  par 
ticularly  those  in  the  military,  are  geared  toward  specific  missions. 

An  intelligence  czar  wouldn't  have  prevented  9/11,  which  was 
not  a  failure  of  intelligence  so  much  as  it  was  a  failure  of  imagina- 
tion. Before  it  actually  happened,  such  a  disaster  was  inconceivable. 

It  was  also  a  failure  of  the  Clinton  Administration  not  to 
treat  the  subject  of  terrorism  with  the  proper  seriousness.  Which 
is  why  Clinton's  former  National  Security  Advisor  was  caught 
stealing  incriminating  documents  from  the  National  Archives. 


Alas,  There's  No  Way  We'll  Get  the  Best  Way 


ULAN  GREENSPAN  RECENTLY  DECLARED  THAT  THE  FEDERAL 
leserve  could  raise  interest  rates  rapidly  if  inflation  really  heated 
ip;  otherwise,  rates  will  rise  according  to  his  assessment  of  the 
tate  of  the  economy.  The  time  has  come  to  ask  a  fundamental 
juestion:  Is  raising  the  nominal  cost  of  money  truly  the  best 
vay  to  fight  inflation? 

Sadly,  the  Fed,  Fed  watchers  and  economic 
)olicy  makers  won't  even  think  to  raise  this 
}uestion.  Too  bad.  The  American  and  global 
;conomies  and  the  financial  markets  would 
>enefit  enormously  if  the  Fed  fundamentally 
:hanged  its  modus  operandi  and  adopted  an 
ipproach  that  would  really  give  us  monetary 
.tability.  Instead,  we're  going  to  continue  to 
:hart  an  unsteady  course  that  will  keep  uncer- 
ainties  festering,  which  will,  in  turn,  inhibit 
is  from  going  full-speed  ahead. 

Thanks  to  Milton  Friedman,  most  people 
low  acknowledge  that  inflation  is  a  monetary 


what  a  carburetor  is  to  an  automobile:  Insufficient  gasoline  stalls 
the  engine,  too  much  floods  it,  and  the  right  amount  makes  the 
engine  purr.  At  the  moment,  our  central  bank  uses  no  reliable- 
fuel  gauge.  We're  on  a  Greenspan  standard.  However  the  Sun 
King  chairman  sees  the  world  is  what  determines  the  stance  of 
the  Federal  Reserve.  Rare  is  the  individual 
who  becomes  a  high  Fed  official  or  governor 
without  Alan's  assent.  As  far  as  one  can 
fathom,  His  Majesty  still  seems  to  think  eco- 
nomic growth  determines  the  rate  of  infla- 
tion. He  hasn't  read  his  Friedman.  In  Alan's 
mind  the  way  to  control  inflation  is  to  fine- 
tune  economic  activity  If  the  economy  grows 
around  3%  a  year,  all  will  be  well.  Thus,  rais- 
ing interest  rates  makes  sense— the  higher 
cost  of  money  will  slow  down  the  economy, 
preventing  it  from  going  into  overdrive. 

But  economic  activity  doesn't  determine 
inflation — price  indexes,  yes,  but  not  currency 
debasement,  i.e.,  inflation.  The  chairman  and 
too  many  economists  confuse  price  changes 
that  are  triggered  by  a  debasement  of  the  cur- 
rency with  price  changes  that  come  about 


phenomenon,  i.e.,  it  results  from  the  printing 

if  too  much  money.  Determining  the  right  "Le  Fed,  e'est  moi."  Alan  Greenspan, 

imount  of  money  for  the  economy  is  the  trick.  Iike  France's  Sun  King,  Louis  XIV,  will 

r,  ,    c  ,  ,   .r.,  leave  no  lasting  operational  legacy. 

the  supply  of  money  is  only  halt  the  equation; 

he  other  half  is  demand.  If  animal  spirits  are  weak  because  of  from  normal  activities  in  the  marketplace.  Wal-Mart  is  always 

:xcessive  taxation  or  other  factors,  a  low  supply  of  money  can  figuring  out  how  to  charge  less  for  its  products:  That's  no1  defla 

;till  be  inflationary  because  demand  could  be  even  weaker.  Con-  tion,  it's  productivity.  A  more  vigorous  magazine  and  newspa- 

rersely,  a  healthy,  robust  economy  will  increase  the  demand  for  per  industry  may  cause  paper  prices  to  rise  (assuming  there's  no 

:redit,  and  meeting  that  demand  will  not  be  inflationary.  additional  capacity  coming  online).  But  that's  not  inflation;  it's 

The  way  the  Fed  handles  money  supply  is  to  the  economy  the  interplay  between  supply  and  demand;  Price  changes 
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are  good  because  they  signal  what's  dear  and  what's  excessive. 

There's  a  simpler,  better  way  for  the  Fed  to  conduct  its  monetary 
operations.  Commodity  prices  as  a  whole — gold,  in  particular — will 
tell  you  instantly  if  the  central  bank  is  doing  its  job  right.  For  a  vari- 
ety of  reasons  gold  is  to  monetary  policy  what  the  North  Star  is  to 
determining  location.  ( Jold's  intrinsic  value  hardly  changes.  Its  price 
fluctuation  in  dollars  reflects  not  a  change  in  the  value  of  gold  but  a 
change  in  the  real  worth  of  the  greenback.  This  is  absolutely  basic. 

Understand  that,  and  Mr.  Greenspan's  job  becomes  infinitely 
simpler,  and  uncertainties  virtually  vanish.  Take  the  10-  or  12- 
year  average  price  of  the  yellow  metal — anywhere  from  $330  to 
$340  an  ounce — and  use  that  as  your  benchmark.  (For  safety's 
sake,  better  use  $350  to  $360  an  ounce.)  If  gold  goes  above  that 
range,  then  the  Fed  should  pull  dollars  out  of  the  economy 
through  its  open-market  operations.  If  gold  falls  below  that  range, 


the  Fed  should  pump  more  dollars  in.  Day  to  day,  the  Fed  should 
print  or  extinguish  dollars  to  keep  the  price  of  gold  steady  in  dol- 
lar terms.  If  the  economy  is  robust,  it  will  create  more  dollars;  if  it 
is  weak,  fewer  dollars  will  be  created.  The  dollar  should  be  simi- 
lar to  any  fixed  measure  of  value  or  volume — there  are  12  inches 
in  a  foot,  60  minutes  in  an  hour,  16  ounces  in  a  pound,  and  so  on. 

Short-term  interest  rates?  Under  this  model  the  Fed  can 
ignore  them.  Let  'em  float  in  the  marketplace.  The  discount  rate 
can  be  tied  to  T-bills. 

There's  not  a  proverbial  snowball's  chance  in  hell  that  such  a 
direct,  sensible  course  will  be  adopted.  And  though  no  one  would 
want  a  commercial  airline  pilot  to  fly  without  instruments,  that's 
exactly  how  the  Fed  is  operating.  Thus,  investors  must  always  keep 
their  seat  belts  fastened  and  hope  the  Fed  doesn't  get  into  an  acci- 
dent— as  it  has  so  often  in  the  past  and  may  be  doing  again. 


Movin'  On  to  Happiness 


Life  2.0:  How  People  Across  America  Are  Transforming  Their 
Lives  by  Finding  the  Where  of  Their  Happiness  (Crown  Busi- 
ness, $24.95).  Every  once  in  a  while  a  book  comes  along  whose 
subject  is  totally  in  tune  with  a  crisis,  trend,  fashion  or  deep- 
seated  yearning  of  a  particular  time.  Life  2.0,  au- 
thored— happily  for  us — by  our  own  Rich  Karlgaard, 
is  just  such  a  work.  Americans  have  always  had  an  itch 
to  move  to  greener  pastures,  searching  for  better  op- 
portunities and  breaking  away  from  the  bounds  and 
frustrations  of  the  places  whence  they  came.  Hence, 
the  great  westward  migrations  throughout  our  his- 
tory, not  to  mention  the  mass  movement  of  African- 
Americans  from  the  South  to  the  North  and,  more  re- 
cently, that  of  Latinos  throughout  the  country. 

There  now  seems  to  be  a  new  migration  afoot,  not  on  the  scale 
of  previous  ones  but  very  much  in  the  American  tradition.  More 
and  more  people  are  deciding  they  don't  have  to  reside  in  high- 
pressured,  highly  expensive  areas  such  as  New  York  City  or  San 
Francisco  in  order  to  achieve  personal  and  professional  happiness. 
It  was  once  thought  that  living  in  rural  or  nonurban  areas  meant 
being  cut  off  from  up-to-the-minute  cultural,  political  and  profes- 
sional trends.  Karlgaard  points  out  that,  thanks  to  high  technology, 
the  so-called  sophistication  gap  between  various  parts  of  this  land  is 
rapidly  disappearing.  Culture  has  spread  out;  high-tech  companies 
have  been  opening  in  areas  such  as  Austin,  Tex.  and  Boise,  Idaho. 


Life  2.0 
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Moving  to  once  seemingly  unfashionable  areas,  such  as  Des 
Moines,  Iowa,  State  College,  Pa.  or  Missoula,  Mont.,  doesn't  mean  a 
major  diminution  in  income  or  career  opportunity.  Indeed,  as  this 
book — rich  with  real-life  anecdotes — makes  excitingly  clear,  there 
are  a  growing  number  of  areas  in  America,  particularly  in 
the  heartland,  where  you  can  have  it  all — stimulating 
career,  culture,  great  quality  of  life  for  your  family,  afflu- 
ence. The  tradeoffs  and  the  career/cultural  sacrifices  in 
leaving,  say,  New  York  or  Boston  for  Madison,  Wis.  are 
often  seen  as  nonexistent.  University  towns  are  especially 
promising  areas,  since  they  are  centers  of  intellectual  stim- 
ulation and,  more  practically,  magnets  for  growing  com- 
panies and  industries  that  rely  on  high-powered  brains. 
Having  an  exploration  itch  himself,  Karlgaard 
became  a  small-plane  pilot,  promptly  putting  his  new  skills  to 
use  traveling  around  the  country  to  see  this  latest  generation  of 
pioneers  firsthand.  He  also  discusses,  along  with  the  migration, 
something  that  is  still  un-PC  in  much  of  the  mainstream 
media — people's  spiritual  search  for  meaning  in  their  lives. 

Karlgaard  criticizes  as  well  as  praises.  There  won't  be  a  draft 
anytime  soon  for  him  to  run  for  mayor  of,  say,  Cincinnati. 

The  bottom  line  here,  though,  is  indisputable.  As  Karlgaard 
puts  it:  "America  offers  by  far  the  richest  selection  of  places  to 
think,  work  and  live — to  pursue  dreams."  Thanks  to  this  book, 
millions  will  be  examining  closely  the  where  of  their  happiness. 


RESTAURANTS:  GO,  CONSIDER,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  VSteakhouse— Time  Warner  Center,  10  Columbus  Circle  (Tel.: 
212-823-9500).  If  there's  such  a  thing  as  a  luxury  steaks-'n'- 
chops  joint,  this  is  it.  The  dining  room  is  enormous;  the  food, 
above  average.  The  New  York  strip,  the  peas  and  asparagus  in 
ginger  butter  and  the  sweet  onion  compote  are  standouts. 

•  August— 359  Bleecker  St.,  between  West  10th  and  Charles 
streets  (Tel.:  212-929-4774).  A  golden-hued  hole-in-the-wall 
that  serves  great  fare.  Raves:  blistered  green  peppers  seared  in 


olive  oil  and  sprinkled  with  sea  salt;  grilled  octopus;  grilled  beef 
bavette  (thinly  sliced)  with  watercress  and  radishes  beurre  de 
charente;  and  spaghetti  carbonara.  Don't  pass  up  the  profiteroles. 
•  B.  Smith's-320  West  46th  St.  (Tel.:  212-315-1 100).  Conve- 
nient place  for  a  very  good  meal  before  a  Broadway  show.  The 
lamb  chops  and  the  filet  mignon  are  especially  noteworthy. 
Service  can  be  laid-back,  so  if  you  have  a  curtain  to  make,  ask 
for  the  check  when  ordering  coffee  and  dessert.  F 
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toyota.com 


THE  8-PASSENGER  SEQUOIA. 

They  grow  up  fast.  Enjoy  it  while  you  can.  With  a  240-hp  V'8  engine,  5-link  rear  suspension  and  seating  for  eight,  the  Toyota  Sequoia 
lets  you  take  your  family  anywhere,  anytime.  And  its  Vehicle  Stability  Control  (VSC)1  +  Traction  Control  (TRAC)  and  Anti-lock  Brake 
System  (ABS),  get  you  home  safely  too.  Just  in  time  to  start  planning  for  the  next  trip. 


TOYOTA 


Vehicle  shown  with  available  equipment.  'Toyota  Vehicle  Stability  Control  (VSC)  is  an  electronic  system  designed  to  help  the  driver  maintain  vehicle  control  under  adverse  conditions.  It  ts  not  a  substitute  for  sate 
driving  practices.  Factors  including  speed,  road  conditions  and  driver  steering  input  can  all  affect  whether  VSC  will  be  effective  in  preventing  a  loss  of  control.  Please  see  your  Owner's  Manualior  further  details. 
©2003  Toyota  Motor  Sales.  U.S.A.,  Inc. 


PREEMPTIVE  SECURITY  IS  HERE: 


YOUR  BUSINESS  AHEAD  OF  THE  THREAT. 


The  only  effective  security  is  preemption.  This  preemptive  power  is  only  available  with  the  Proventia  "  Security  Platform  from  Internet  Security  S 
When  software  security  flaws  are  discovered,  Internet  Security  Systems'  world-renowned  research  team  updates  Proventia  to  immediately  shield  agai 
attacks  targeting  weak  spots.  Regardless  of  the  size  of  your  business,  this  new  standard  in  Internet  security  can  help  keep  you  off  the  path  to  disasl 
reduce  your  total  cost  of  ownership  -  In  fact,  when  we  manage  Proventia  for  you,  we'll  even  guarantee  protection.  Need  proof?  Get  your  free  whit 
Preemptive  Protection:  Setting  a  New  Standard  in  Security,  at  www.iss.net/proof/whitepaper  or  call  800-776-2362. 


FIREWALL  I   ANTIVIRUS   I   INTRUSION  PREVENTION   !   WEB  FILTERING   I   MAIL  SECURITY   I   MANAGED  SERVICES   I  VULNERABILITY  ASSES 


OTHER  COMMEHTS 


A  free  press  is  not  a  privilege  but  an  organic  necessity  in  a  great  society. 

—WALTER  LIPPMANN 


Rational,  Stable  Solution  In  the  '90s,  Alan  Green- 
span achieved  ever-lower  inflation  amid  fast  economic  growth. 
The  U.S.  has  an  opportunity  to  make  another  great  monetary  leap 
forward  by  creating  a  conceptual  bridge  to  a  stable  price  environ- 
ment, one  that  achieves  low,  relatively  steady  CPI  inflation.  Only 
dollar  stability  offers  that  bridge.  If  the  dollar  is  stable,  neither  infla- 
tion nor  deflation  can  be  substantial.  In  the  alternative,  dollar  insta- 
bility, inflation  and  interest  rates  will  continue  to  fluctuate  over  a 
wide  range,  the  cosdy  zig-zag  process  we  have  been  experiencing. 
—DAVID  MALPASS,  chief  global  economist,  Bear  Stearns, 

Wall  Street  Journal 

Action  Plan  Recendy,  we've  heard  talk  about  pressures  on 
the  middle  class.  If  anyone  is  squeezing  middle  class  Americans  it 
is  those  obstructionists  blocking  the  President's  economic  plan. 
Junk  and  frivolous  lawsuits  are  among  the  heaviest  burdens  on 
our  economy.  As  the  President  has  said:  "I  want  to  remind  the 
people  on  Capitol  Hill,  you  cannot  be  pro-small  business  and 
pro-trial  lawyer  at  the  same  time."  Junk  lawsuits  are  saddling  the 
American  middle  class  with  a  Tort  Tax  that  adds  up  to  over  $3,200 
for  a  family  of  four.  And  to  add  insult  to  injury,  less  than  a  quarter 
on  the  dollar  goes  to  compensate  victims  for  their  actual  economic 
suffering  while  trial  lawyers  reap  huge  windfalls  and  profits. 

We  need  to  see  action  on  lawsuit  reform.  We  need  action  on 
the  President's  energy  plan.  We  need  to  lower  health  care 
expenses.  We  need  to  lower  regulatory  burdens.  We  need  to  con- 
tinue opening  new  markets  for  American  goods  and  services. 
We  need  to  make  President  Bush's  tax  relief  permanent  so  fam- 
ilies and  businesses  can  plan  with  confidence  and  certainty.  And 
we  need  to  provide  workers  with  the  skills  to  succeed  in  the 
highly  skilled  jobs  our  economy  will  create.  Replacing  obstruc- 


"Keep  your  guard  up,  Wittoughby.  We're  entering  big-cat  country." 


tion  with  action  on  the  President's  plan  will  give  American 
workers  and  middle  class  families  their  best  chance  for  success. 
— DONALD  L.  EVANS,  Secretary,  Department  of  Commerce 

Fork  in  the  Road  What  Russia  needed  at  the  beginningl 

of  the  20th  century  was  not  a  Bolshevik  Revolution,  but  an 
American  one.  The  tragedy  is  that  it  got  a  Lenin  instead  of  a 
Jefferson.  President  Vladimir  Putin  now  has  the  historic  oppor- 
tunity to  anchor  the  new  Russia  in  the  values  of  freedom  and 
equality  under  the  law.  If  he  does  it,  he  may  well  be  considered 
the  founder  of  modern  Russia. 
We  will  see. 

—JOSE  PINERA,  Cato  Institute,  Moscow  Time: 

A  Duty—and  Privilege— of  High  Office 

Government  has  an  obligation  not  to  inhibit  the  collection  anc 
dissemination  of  news.. . .  I'm  convinced  that  if  reporters  shoulc 
ever  lose  the  right  to  protect  the  confidentiality  of  their  sources 
then  serious  investigative  reporting  will  simply  dry  up.  The  kmc 
of  resourceful,  probing  journalism  that  first  exposed  most  of  the 
serious  scandals,  corruption  and  injustice  in  our  nation' 
history  would  simply  disappear....  And  let  me  tell  you,  reading 
about  one's  failings  in  the  daily  papers  is  one  of  the  privileges  o; 
high  office  in  this  free  country  of  ours. 

—NELSON  A.  ROCKEFELLEF 

Revenge  of  the  Geeks  Anti-SUV  fervor  [is]  a  classic! 
geek  assault  on  jock  culture.  Here  are  the  geeks:  thoughtful,  socially 
and  environmentally  conscious.  They  understand  that  only  spiritu 
ally  shallow  people  could  possibly  get  pleasure  from  a  motor  vehicle 
Then  there  are  those  jocks.  They  cruise  through  life  infuriatingh 
unaware  of  how  morally  inferior  they  are  to  the  geeks.  They  make 
money,  become  popular,  play  golf  and  have  homes  that  are  too  large 
And  they're  happy!  For  all  the  wrong  reasons!  And  so  every  fev 
years  the  geeks  pick  on  some  feature  of  jock  life  (McMansions,  cor 
porations,  fraternities,  country  clubs)  and  get  all  worked  up  about  it 
In  centuries  past,  the  armies  of  righteousness  tended  to  a 
least  fret  about  things  that  really  matter:  character,  virtue,  inno 
cence,  sin  and  depravity.  These  days  moral  energies  are  directed  a 
health,  safety  and  risk.  Narcissism,  dishonesty  and  promiscuity 
are  regarded  as  mere  lifestyle  choices.  But  driving  a  car  with  trunl 
space  is  a  sin  worse  than  seven  of  the  Ten  Commandments.  Thi 
is  defining  righteousness  down.  If  we're  going  to  have  moral  fer 
vors  then  let's  at  least  have  them  about  things  that  really  matter. 

—DAVID  BROOKS,  Opinion] ournalcon 

Hot  Under  the  Collar  What  dreadful  hot  weathe 
we  have!  It  keeps  me  in  a  continual  state  of  inelegance. 

—JANE  AUSTEN  I 


HERTZ: 

How  you'll  feel  without 
a  Linux  strategy  from  Novell 


/e  built  our  reputation  on  keeping  you  covered.  With  the  acquisition  of  SUSE-  LINUX,  Novell-,  now  delivers  the  most  secure  end-to-end  open  source  strategies 
lable.  We'll  implement  and  support  Linux  from  desktop  to  server,  integrating  it  with  your  current  environment,  across  multiple  platforms.  As  you  migrate  to 
ix  we'll  train  and  certify  your  IT  staff  to  deploy  Linux-based  solutions.  You'll  get  award-winning  technical  support,  customized  for  your  business,  24/7/365 
idwide.  And  the  Novell  Linux  indemnification  program  will  help  prevent  exposure.  We'll  even  make  sure  your  open  source  strategy  actually  meets  your 
iber-one  business  objective  -  making  money.  To  implement  a  Linux  strategy  unsurpassed  for  support,  flexibility  and  cost-effectiveness,  call  1-800-215-2600 
isit  www.novell.com/linux  @  we  speak  your  language. 


use 


Novell 


4  Novell  is  a  registered  trademark  of  Novell,  Inc  in  the  United  States  and  other  countries.  SUSE  is  a  registered  trademark  of  SUSE  AC,  a  Novell  company. 


ARE  YOU  HUNTING  FOR  DATA  INSTEAD  OF  IDENTIFYING  OPPORTUNITIES? 

The  hunt  is  on.  Once  again,  you're  looking  for  clues  as  to  how,  why  and  where 
your  dollars  are  flowing.  Can  you  spot  your  next  sourcing  opportunity  in  the 
accounting  reports?  If  not,  you've  spotted  the  need  for  Spend  Management.  And 
also  Ariba.  We  can  pull  together  data  from  disparate  (and  often  incompatible) 
sources,  help  identify  savings  and  transform  your  business.  To  learn  about  Ariba 
Analysis  Solutions,  please  call  1-866-772-7422.  Or  visit  www.ariba.com/analyze 
for  your  free  Spend  Management  Opportunity  Assessment. 


Ariba  Impacts: 

Transportation 
Raw  Materials 
Packaging 
Construction 
IT  Hardware 
Temp  Labor 
Travel 

and  more... 
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PROCUREMENT 


SUPPLIERS 


CURRENT  EVENTS 

y  Caspar  W.  Weinberger,  chairman 


Modest  Proposal  for  a 

<E  HAVE  ALL  BEEN  WRITING  AND  TALKING  SO  MUCH  ABOUT 
aq  that  we  seem  to  have  forgotten  the  big  issue  that  was 
lpposed  to  have  been  President  Bush's  greatest  vulnerability: 
le  economy. 

Less  than  a  year  ago  all  the  various  mantras  of  the  political 
:ers  conveyed  one  message:  that  the  only  thing  the  voters  really 
ired  about  was  the  economy,  and  since  the  economy  was  so 
ad,  President  Bush's  reelection  bid  would  fail,  just  as  his 
ther's  had.  Those  seers  were  quite  wrong.  While  no  one  was 
ioking,  the  economy  turned  around  late  last  year,  and  every 
idex  needle  is  now  pointing  up. 

The  good  economic  news  began  to  come  in  during  the  last 
jarter  of  2003 — the  GDP  grew  4.1%.  Most  editors  and  com- 
lentators  must  have  believed  the  news  to  be  a  fluke,  so  they 
jried  it  beneath  a  sheaf  of  adverse  events  in  Iraq.  But  in  May, 
hen  preliminary  figures  for  the  GDP  were  released  showing  a 
•owth  of  4.4%  in  the  first  quarter,  even  the  most  anti-Admin- 
tration  sources  had  to  admit  that  there  was  real  momentum  as 
e  headed  into  the  summer. 

Final  GDP  figures  for  the  first  quarter  came  in  at  3.9%.  Even 
ith  the  lower-than-anticipated  rate,  economic  growth  over  the 
ist  three  quarters  has  been  the  strongest  we've  experienced  in 
jarly  20  years,  with  an  annual  rate  of  5.4%.  If  this  rate  were 
laintained,  the  economy  would  double  in  14  years. 

Even  more  important  from  the  voter's  viewpoint  is  the  jobs 
cture.  In  July  the  Labor  Department  reported  that  112,000 
bs  were  added  in  June  and  more  than  1  million  since  Febru- 
y.  These  job  gains  have  been  sustained:  Since  the  beginning  of 
lis  year  an  average  of  21 1,000  new  jobs  have  been  created  each 
lonth,  bringing  the  total  to  1.5  million  since  August  2003. 
[oreover,  this  is  not  just  a  regional  phenomenon;  job  creation 
the  last  year  is  up  in  46  of  the  50  states.  Good  news  for  the 
dministration  in  an  election  year.  (Predictably,  the  Kerry  cam- 
iign  says  that  these  are  only  low-paying  jobs.) 

Most  forecasters  and  economic  models  predict  a  strong  4.7% 
DP  growth  for  all  of  2004,  which  would  be  the  best  economic 
;rformance  in  20  years.  However,  there  is  one  somewhat 
oomier  factor  out  there — the  exceptionally  high  cost  of  energy, 
ut  even  with  that,  we're  still  showing  extraordinary  growth. 

The  Administration,  with  its  program  of  tax  cuts,  can  rightly 
aim  credit  for  this  major  turnaround  and  for  engendering  a 
eling  of  optimism.  This  can  be  seen  in  the  continued  boom  in 
musing  construction  (home  ownership  and  minority  home 
vnership  are  at  record  highs),  the  rise  in  consumer  confidence 
t  a  two-year  high),  the  increase  in  employment  and,  in  antici- 
ition  of  growing  consumer  purchases,  the  investment  of  many 


Campaign  Handbook 

businesses  to  increase  inventories.  Indeed,  more  manufacturers 
are  reporting  increased  activity  and  more  new  orders  than  at 
any  other  time  in  20  years. 

Spoilsports  of  course  bring  up  inflation,  which  rose  at  an 
annual  rate  of  2%  for  the  first  quarter  this  year.  The  Federal 
Reserve  has  raised  interest  rates  a  quarter  point  (after  four  years 
of  historic  lows).  But  if  inflation  remains  low,  any  further 
increase  in  interest  rates  should  be  quite  gradual  and  not  damag- 
ing because  it's  been  so  long  expected  and  therefore  discounted. 

There  are  three  other  bits  of  good  news: 

•  Productivity  during  the  2000-03  period  increased  at  the  fastest 
three-year  rate  in  more  than  50  years,  which  should  bring  higher 
profits  followed  by  a  round  of  wage  increases. 

•  Military  spending  has  of  course  increased,  but  the  predictions 
that  accompanied  the  1980s  buildup — that  "military  spending 
increases  will  ruin  the  economy" — do  not  seem  to  be  any  more 
accurate  now  than  they  were  then. 

•  State  and  local  revenues  have  picked  up.  If  this  trend  contin- 
ues, it  will  reduce  costs  for  the  federal  government  in  state  aid. 

Points  to  Hammer  Home 

George  Bush  took  office  as  we  were  heading  into  a  serious  reces- 
sion; then  we  lost  nearly  1  million  jobs  after  9/11.  But  now,  as  a 
result  of  President  Bush's  bitterly  opposed  tax  cuts,  the  increase 
in  the  child  credit  and  the  jobs  growth  programs,  more  than  105 
million  taxpayers  will  see  their  taxes  decline  this  year.  There  are 
also  record  numbers  of  new  jobs  being  created,  unemployment 
is  falling  and  consumer  confidence  is  at  a  two-year  high. 

On  Iraq:  Sovereignty  was  restored  in  June.  There  is  an 
interim  government  in  place,  and  under  a  UN  Security  Resolu- 
tion, elections  for  a  representative  government  must  be  held  no 
later  than  Jan.  31,  2005.  Saddam  Hussein  and  1 1  of  his  closest 
henchmen  have  been  arraigned  and  await  trial.  In  addition,  46 
of  the  55  on  the  most-wanted  list  of  Baathists  have  either  been 
captured  or  killed,  and  Saddam's  two  psychopathic  sons  have 
been  permanently  removed.  Though  there  is  still  a  long  way  to 
go,  better  times  are  now  ahead  for  Iraq. 

If  the  President's  campaign  continually  emphasizes  all  this 
genuinely  good  news — which  flows  from  the  Administration's 
extraordinary  accomplishments — it  will  overcome  the  naysayers 
who  are  united  only  in  their  deep-seated  hatred  of  this  President. 
The  campaign,  however,  will  need  to  make  extraordinary  efforts 
in  the  months  leading  up  to  November.  Never  in  all  the  years  I've 
been  watching  and  occasionally  participating  in  presidential 
campaigns  have  I  seen  opposition  efforts  as  fanatically  motivated 
by  such  visceral  fury  at  a  President  as  is  now  the  case.  F 
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DIGITAL  RULES 

3y  Rich  Karlgaard,  publisher 


Jet  Pilot  for  a  Day 


5 AD  NEWS  FIRST:  ON  A  RECENT  TRIP  IT  TOOK  ME  FIVE  FLYING 
egs  to  go  from  Palm  Beach  to  San  Francisco.  The  third  leg,  from 
Dallas  to  Wichita,  was  a  jolting  ride  on  a  regional  airline's  jet. 
^re  margins  so  thin  at  the  regionals  that  adding  two  dollars' 
vorth  of  seat  foam  would  destroy  profits? 

Not  to  carp.  The  last  two  legs  of  this  trip — Wichita  to  Grand 
unction  and  then  from  there  to  San  Francisco — made  it  all 
vorth  it.  You  see,  I  got  to  fly  a  jet.  Not  ride  in  a  jet.  Fly  a  jet. 

The  jet  I  flew  was  Cessna's  smallest,  the  five-passenger  Citation 
3fl.lt  sells  for  $4  million,  cruises  at  360  knots  (414mph)  at  35,000 
eet,  drinks  less  fuel  than  most  turboprops  and 
;ets  you  halfway  across  the  U.S.  before  requir- 
ng  a  fuel  stop.  It  also  breaks  your  heart.  Well, 
t  broke  my  heart.  This  little  jet  is  like  that 
tunning  heiress  you  dated  one  time,  before 
he  came  to  her  senses.  The  rest  of  your  life 
■ou  wonder:  Was  I  lucky,  or  good? 

We  departed  Wichita  just  after  sunrise  in 
>rder  to  beat  a  thunderstorm  rolling  down 
rom  Nebraska.  The  air  was  pregnant  and 
weet.  After  Cessna  demonstration  pilot  John 
teimer  walked  us  around  the  aircraft,  we 
limbed  aboard  and  I  slid  into  the  captain's  seat.  John  and  I 
•unched  a  few  buttons,  and  the  1 ,900-pound-thrust  Williams-Rolls 
urbofans  spooled  up.  I  taxied  out  to  Runway  1 — steering  with  my 
eet,  just  like  in  a  prop  plane — and  took  the  runway  centerline. 

Feet  on  the  brakes,  I  followed  John's  instructions  to  bring  the 
>ower  up  to  takeoff  level,  my  cue  being  a  computer  display  on  the 
»anel.  Then  it  was  "feet  off."  We  accelerated  down  the  pavement 
ke  a  dragster.  My  own  airplane,  a  Cessna  Turbo  182,  rotates  skyward 
t  about  60  knots — but  65  knots  is  okay,  and  so  is  55  if  you  throw 
n  a  notch  of  flaps.  Flying  a  jet  is  not  like  that.  The  takeoff  and  land- 
ng  speeds  are  precise.  In  fact,  a  little  computer  on  the  CJ 1  's  center 
onsole  calculates  rotation  speed  to  the  knot,  based  on  temperature, 
Jtitude  and  weight  aboard.  On  this  Wichita  morning,  our  rotation 
peed  was  108  knots,  or  124mph.  Upon  reaching  this  speed,  you  lift 
he  yoke  back,  pitch  up  1 0  degrees,  and  you're  flying.  Flying  a  jet! 

tficrojet  Face-Off 

lie  Cessna  Aircraft  Co.  has  made  business  jets  since  the  1 970s.  It 
tow  has  more  than  4,100  in  the  field,  more  than  any  other  man- 
ifacturer.  The  current  lineup  of  Cessna  Citation  jets  goes  from  our 
ittle  CJ1,  up  to  the  Mach  .92  Citation  X.  You'll  need  $20  million  for 
n  X,  but  you'll  own  the  world's  fastest  nonmilitary  jet.  Arnold 
'aimer,  with  18,000  hours  of  pilot  time,  owns  and  flies  an  X. 

Cessna  does  not  compete  at  the  highest  end  of  the  biz- 
;t  market.  This  territory  is  occupied  by  transcontinental 


wonders  such  as  the  Gulfstream  V,  Dassault's  Falcon  2000  and  Bom- 
bardier's Global  Express.  Figure  on  $35  million  and  up  for  one  of 
these  bad  boys — and  with  that  you'll  get  a  shower  and  a  bedroom. 

At  the  bottom,  startups  such  as  Eclipse  Aviation,  Adam  Air- 
craft and  Avocet  Aircraft  are  attempting  to  certify  jets  even  smaller 
than  the  CJ  1 .  These  so-called  microjets  will  seat  four  passengers, 
cruise  at  340  knots,  cost  in  the  $1  million  to  $2  million  range  and 
hit  the  market  by  2006.  Here's  their  business  model  bet:  The 
microjets  will  form  a  fleet  of  thousands  of  air  taxis  for  business 
travelers  unable  to  afford  charter  flights  (see  "Sky  Kings,"  p.  76). 

Cessna  is  eyeing  the  air-taxi  market  with 
caution.  In  2006  it  will  certify  its  own  four- 
passenger  jet,  the  Mustang.  On  paper  the 
Mustang  looks  like  a  kid  brother  to  the  CJ1, 
but  in  fact  it's  a  clean-sheet  design,  with  a 
smaller-diameter  fuselage.  Cessna  has  more 
than  100  orders  for  the  Mustang — at  $2.7 
million — mostly  from  owner-operators. 
That's  pricey  compared  with  Eclipse  and 
Adam.  Cessna  V.P.  of  Marketing  Phil  Michel 
doubts  that  Eclipse  will  ever  sell  thousands  of 
jets  per  year,  which  is  what  he  says  Eclipse 
must  do  to  get  its  price  down  to  $  1  million  and  turn  a  profit. 

Alas,  a  Zero  Short 

Flying  the  CJ  1  past  Colorado's  Pikes  Peak  and  over  Monarch 
Mountain  on  a  morning  with  200-mile  visibility  made  me  real- 
ize that  the  only  thing  wrong  with  my  life  is  that  I  always  come 
up  a  zero  short.  If  only  the  CJ1  cost  $400,000  instead  of  $4  mil- 
lion. If  only  the  Mustang  would  debut  at  $270,000  instead  of 
$2.7  million.  But  then,  how  many  people  get  to  fly  a  jet  at  all? 
Face  it,  I'm  blessed. 

We  flew  over  the  Grand  Junction  airport  so  we  could  turn 
around  and  land  east  against  the  wind.  On  final  approach  I  lined 
up  the  CJ  1  and  kept  my  eyes  flicking  between  the  runway  center- 
line  and  the  ship's  airspeed.  The  computer  told  us  to  land  at  104 
knots,  or  120mph.  Hurtling  toward  Earth,  the  pitch  angle 
seemed  nose  down  and  w-a-a-a-a-a-y  too  fast. 

What  a  pilot  must  never  do  in  a  jet  just  prior  to  touchdown 
is  pull  the  yoke  back  and  flare  it  like  a  prop  plane.  But  instinct  is 
hard  to  overcome,  and  I  kept  trying  to  yank  the  yoke,  even  as 
John  kept  nudging  it  forward.  I  had  the  terrible  feeling  we  would 
land  on  the  nose  wheel  and  bounce  30  feet  in  the  air.  But  John 
and  the  computer  were  correct,  of  course.  The  landing  was 
nearly  perfect.  The  day  was  absolutely  so.  F 


f(Xr|)C§  I  Visit  Rich  Karlgaard's  home  page  at  www.life2where.com 
^^—■ram  |  or  e-mail  him  at  publisher@forbcs.com. 
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Apple  and  Pepsi:  Bad  Combo  can  it  a  convict  s  401  (k)  Plan 


Forbes  400  member  Steve  Jobs 
garnered  nice  publicity  for  his 
Apple  Computer  last  month 
by  calling  and  congratulating  a 
Kansas  college  student  for  down- 
loading the  100  millionth  song 
from  the  iTunes  Music  Store.  Left 
unsaid:  Apple  had  predicted  that 
milestone  would  come  much  ear- 
lier, on  the  product's  one-year 
anniversary  in  April,  but  found  it- 
self 30%  short.  One  reason:  disap- 
pointing results  for  a  promotion  rolled  out  amid  much  fanfare  in 
Super  Bowl  TV  ads.  Apple,  offering  free-to-the-public  downloads 
using  codes  written  on  Pepsi  bottle  caps,  expected  100  million  hits 
right  there.  At  last  count:  a  reported  5  million.  — David  Whclan 


Sleepless  in  Atlanta 


Hours  after  FORBES  started  making  some  inquiries,  Atlanta's 
Simmons  Co.,  maker  of  the  Beautyrest  mattress  line,  postponed 
a  $300  million  initial  public  offering.  The  stated  reason:  "uncer- 
tain market  conditions."  The  firm  previously  said  in  filings  that 
it  will  pay  $100,000  toward  the  personal  yacht  of  Chief  Executive 
Officer  and  President  Charles  Eitel  for  30  days  annually  for  "cor- 
porate and  other  functions."  The  filings  also  say  that  Simmons 
is  paying  an  unspecified  sum  for  Eitel's  personal,  nonbusiness 
use  of  company  aircraft.  — Tomas  Kellner 

The  Corporate  Jet  Discount 

Meanwhile,  a  study  by  New  York  University  finance  professor 
David  L.  Yermack  says  big  companies  that  allow  personal  use  by 
bigwigs  of  corporate  aircraft  "underperform  market  bench- 
marks by  more  than  4%  annually,  a  severe  gap  far  exceeding  the 
costs  of  resources  consumed."  When  word  first  gets  out,  share 
prices  drop  by  an  average  2%.  Yermack  examined  nonbusiness 
travel  by  executives— with  a  focus  on  chief  executives — at  266 
companies  over  ten  years.  — T.K. 


Bernhard  E  Manko,  who  got  five  years  for  creating  fraudulem 
U.S.  Treasury  bill  repurchase  agreements  to  generate  $500  mil- 
lion in  phony  tax  deductions  for  unsuspecting  investors,  now  i< 
seeking  $16.3  million  in  refunds  from  the  Internal  Revenue 
Service.  The  64-year-old  Lighthouse  Point,  Fla.  man  says  the 
IRS  never  properly  assessed  the  tax  (owed  on  disallowed  losse* 
from  a  separate  hedge  fund)  and  also  failed  to  apply  a  1997  US 
Tax  Court  ruling  that  he  could  settle  his  civil  liabilities  from  the 
T  bill  scheme  on  the  same  basis  as  his  innocent  customers — 
they  included  Forbes  400  member  John  Kluge — who  got  tc 
keep  20%  of  their  challenged  losses.  — Janet  Novad 

Bleaching  More  Than  Shirts? 

The  IRS  contends  something  called  Volatility  Opportunity  Fund, 
a  partnership  ostensibly  owned  by  two  Brazilians  for  one 
month,  was  a  sham  to  cut  $550  million  in  reported  income  from 
Clorox  Co.'s  Brita  Products  subsidiary,  which  bought  it  in  1998. 
U.S.  Tax  Court  filings  suggest  the  fund  booked  the  profits  prior 
to  the  sale  by  manipulating  foreign  currency  options  and  ac- 
counting rules,  presumably  allowing  Clorox  to  claim  a  tax- 
friendly  inflated  basis  for  the  partnership.  IRS  papers  list  25  dif- 
ferent theories  on  why  the  income  belongs  to  Clorox,  which  says 
the  IRS  is  wrong  and  blew  the  challenge  deadline.  A  Clorox  loss 
could  cost  $200  million  plus  interest  and  penalties.  — J.N. 


Our  Newest  Member:  Claude  Rains 

A  Financial  Analysts  Journal  study  concludes  that  the  mere  exis- 
tence of  a  public  company  board's  compensation  committee  in- 
creases the  chance  of  a  fraud  scandal.  "The  implication  is  that 
compensation  committees  have  been  ineffective  in  evaluating  and 
properly  rewarding  the  performance  of  top  executives,"  finance 
professors  Hafice  Uzun,  Samuel  H.  Szewczyk  and  Raj  Varma  con- 
cluded after  examining  266  companies  from  1978  to  2001.  Fraud 
rose  even  more  with  the  number  of  "outside"  comp  committee 
members  Who  had  side  deals  or  personal  ties.  —William  P.  Barrett 


A  Hall  of  Fame  for  Hall  of  Fame  Bosses 


You  don't  have  to  be  well-known  yourself  to  make  good  money  running  an  eternal  shrine  to  the  well-known. 


-W.PM 


INSTITUTION 

LOCATION 

HEAD 

COMPENSATION 

College  Football  Hall  of  Fame 

South  Bend,  Ind. 

Robert  F.  Casciola 

$200,471 

Naismith  Memorial  Basketball  Hall  of  Fame 

Springfield,  Mass. 

John  Doleva 

195,013 

National  Baseball  Hall  of  Fame  &  Museum 

Cooperstown,  N.Y. 

Dale  A.  Petroskey 

311,832 

National  Cowboy  &  Western  Heritage  Museum1 

Oklahoma  City,  Okla. 

Charles  Schroeder 

236,736 

National  Cowgirl  Museum  &  Hali  of  Fame 

Fort  Worth,  Tex. 

Patricia  W.  Riley 

219,161 

Pro  Football  Hall  of  Fame 

Canton,  Ohio 

John  W.  Bankert 

156,771 

Rock  and  Roll  Hall  of  Fame  &  Museum 

Cleveland,  Ohio 

Terry  Stewart 

370,032 

Contains  three  halls  of  fame.  Source  for  compensation:  IRS  Form  990  filings. 
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WHAT  ARE  YOU  DOING  TO  HELP  PROTECT  YOUR  HEART? 


You  do  all  kinds  of  things  to  help  safeguard 
urself.  And  yet,  if  you've  had  a  heart  attack  or 
oke,  it's  important  to  ask  your  doctor  if  you're 
ing  enough  to  help  protect  your  heart.  The  Heart 
otection  Study  by  Oxford  University,  funded  in 
rt  by  Merck,  researched  ZOCOR. 

ZOCOR  is  the  first  and  only  cholesterol  medica- 
n  proven  to  significantly  reduce  the  risk  of  heart 
:ack  and  stroke  in  people  with  heart  disease, 
gardless  of  cholesterol  level. 

Before  the  Heart  Protection  Study  was  complete, 
COR  was  a  time-tested,  cholesterol-lowering 
jdication,  with  over  160  million  prescriptions 
.ed  in  the  past  11  years. 

Ask  your  doctor  how  ZOCOR,  along  with  a  healthy  diet, 
n  help  protect  you.  Get  information  about  the  Heart  Protection 
jdy  and  ZOCORat  zocor.com  or  call  1-800-MERCK-75. 


INFORMATION 
ABOUT  THE 


ZOCOR 

(SIMVASTATIN) 


Important  considerations:  ZOCOR  is  a  prescription 
medicine  and  isn't  right  for  everyone,  including 
women  who  are  nursing  or  pregnant  or  who  may 
become  pregnant,  anyone  with  liver  problems,  and 
people  who  are  allergic  to  any  ingredients  of  ZOCOR. 
Unexplained  muscle  pain  or  weakness  could  be  a 
sign  of  a  rare  but  serious  side  effect  and  should  be 
reported  to  your  doctor  right  away.  Your  doctor  may 
do  blood  tests  before  and  during  treatment  with 
ZOCOR  to  check  for  liver  problems.  To  avoid  serious 
side  effects,  discuss  with  your  doctor  medicine  or 
food  you  should  avoid  while  on  ZOCOR. 
YOUR  RESULTS  MAY  VARY. 

PLEASE  READ  THE  MORE  DETAILED  INFORMATION  ABOUT 
ZOCOR  IMMEDIATELY  FOLLOWING  THIS  AD. 

ASK  YOUR  DOCTOR  IF  ZOCOR  IS  RIGHT  FOR  YOU. 


>  MERCK 

I04  Merck  &  Co.,  Inc.  All  rights  reserved. 
5n86ll)(645C)-ZOC-CON 


program 

To  find  oul  i)  you  qualify,  call  1-800-MERCK-75 


ZOCOR.  It's  your  future.  Be  there. 


ZOCOR 

i  SIMVASTATIN) 


PLEASE  READ  THIS  SUMMARY  CAREFULLY,  THEN  ASK  YOUR  DOCTOR  ABOUT  ZOCOR. 
NO  ADVERTISEMENT  CAN  PROVIDE  ALL  THE  INFORMATION  NEEDED  TO  PRESCRIBE  A 
DRUG.  THIS  ADVERTISEMENT  DOES  NOT  TAKE  THE  PLACE  OF  CAREFUL  DISCUSSIONS 
WITH  YOUR  DOCTOR  ONLY  YOUR  DOCTOR  HAS  THE  TRAINING  TO  WEIGH  THE  RISKS 
AND  BENEFITS  OF  A  PRESCRIPTION  DRUG  FOR  YOU. 


USES  OF  ZOCOR 

ZOCOR  is  a  prescription  drug  that  is  indicated  as  an  addition  to  diet  tor  many  patients  with  high  cholesterol. 
For  patients  at  high  risk  ol  coronary  heart  disease  (CHD)  because  of  existing  heart  disease,  diabetes,  vascular 
disease,  or  history  of  stroke,  ZOCOR  is  indicated  along  with  diet  to  reduce  the  risk  of  death  by  reducing  coro- 
nary death;  reduce  the  risk  of  heart  attack  and  stroke;  and  reduce  the  need  for  revascularization  procedures. 

WHEN  ZOCOR  SHOULD  NOT  BE  USED 

Some  people  should  not  take  ZOCOR.  Discuss  this  with  your  doctor 

ZOCOR  should  not  be  used  by  patients  who  are  allergic  to  any  of  its  ingredients.  In  addition  to  the  active  ingre- 
dient simvastatin,  each  tablet  contains  the  following  inactive  ingredients:  cellulose,  lactose,  magnesium 
stearate,  iron  oxides,  talc,  titanium  dioxide,  and  starch.  Butylaled  hydroxyanisole  is  added  as  a  preservative. 
Patients  with  liver  problems:  ZOCOR  should  not  be  used  by  patients  with  active  liver  disease  or  repeated 
blood  test  results  indicating  possible  liver  problems  (See  WARNINGS ) 

Women  who  are  or  may  become  pregnant:  Pregnant  women  should  not  take  ZOCOR  because  it  may 
harm  the  fetus.  Women  ol  childbearing  age  should  not  take  ZOCOR  unless  it  is  highly  unlikely 
that  they  will  become  pregnant.  If  a  woman  does  become  pregnant  while  on  ZOCOR,  she  should  stop 

taking  the  drug  and  lalk  lo  her  doctor  at  once. 

Women  who  are  breast-feeding  should  not  take  ZOCOR 

WARNINGS 

Muscle:  Tell  your  doctor  right  away  il  you  experience  any  unexplained  muscle  pain,  tender- 
ness, or  weakness  at  any  time  during  treatment  with  ZOCOR  so  your  doctor  can  decide  if 
ZOCOR  should  be  stopped.  Some  patients  may  have  muscle  pain  or  weakness  while  taking 
ZOCOR.  Rarely,  this  can  include  muscle  breakdown  resulting  in  kidney  damage.  The  risk  of 
muscle  breakdown  is  greater  in  patients  taking  certain  other  drugs  along  with  ZOCOR: 

•  Cyclosporine,  itraconazole,  ketoconazole,  erythromycin,  clarithromycin,  HIV  protease 
inhibitors,  the  antidepressant  nefazodone,  or  large  quantities  ol  grapefruit  juice  (>1  quart 
daily),  particularly  with  higher  doses  of  ZOCOR. 

•  Gemfibrozil  particularly  with  higher  doses  of  ZOCOR. 

•  Other  lipid  lowering  drugs  (other  fibrates  or  >1  g/day  ol  niacin)  that  can  cause  myopathy 
when  given  alone. 

•  Amiodarone  or  verapamil  with  higher  doses  ol  ZOCOR. 

The  risk  ol  muscle  breakdown  is  greater  at  higher  doses  ol  simvastatin. 

Because  the  risk  of  muscle  side  effects  is  greater  when  ZOCOR  is  used  with  the  products 

listed  above,  the  combined  use  of  these  products  should  be  avoided  unless  your  doctor 

determines  the  benefits  are  likely  to  outweigh  the  increased  risks. 

The  dose  of  ZOCOR  should  not  exceed  10  mg  daily  in  patients  receiving  gemfibrozil.  The 

combined  use  ol  ZOCOR  and  gemfibrozil  should  be  avoided,  unless  your  doctor  determines 

that  the  benefits  outweigh  the  increased  risks  of  muscle  problems.  Caution  should  be  used 

when  using  ZOCOR  with  other  fibrates  or  niacin  because  these  can  cause  muscle  problems 

when  taken  alone. 

No  more  than  10  mg/day  ol  ZOCOR  should  be  taken  with  cyclosporine. 

The  combined  use  of  verapamil  or  amiodarone  with  doses  above  ZOCOR  20  mg  should  be 
avoided  unless  your  doctor  determines  the  benefits  outweigh  the  increased  risk  of  muscle 
breakdown. 

Your  doctor  should  also  carefully  monitor  for  any  muscle  pain,  tenderness,  or  weakness, 
particularly  during  the  initial  months  of  therapy  and  il  the  dose  of  either  drug  is  increased. 
Your  doctor  also  may  monitor  the  level  of  certain  muscle  enzymes  in  your  body,  but  there  is 
no  assurance  that  such  monitoring  will  prevent  the  occurrence  of  severe  muscle  disease. 
The  risk  ol  muscle  breakdown  is  greater  in  patients  with  kidney  problems  or  diabetes. 
II  you  have  conditions  that  can  increase  your  risk  of  muscle  breakdown,  which  in  turn  can 
cause  kidney  damage,  your  doctor  should  temporarily  withhold  or  stop  ZOCOR.  Also,  since 
there  are  no  known  adverse  consequences  of  briefly  stopping  therapy  with  ZOCOR,  treatment 
should  be  stopped  a  few  days  before  elective  major  surgery  and  when  any  major  acute 
medical  or  surgical  condition  occurs.  Discuss  this  with  your  doctor,  who  can  explain  these 
conditions  to  you. 

Liver:  About  1%  of  patients  who  took  ZOCOR  in  clinical  trials  developed  elevated  levels  ol 
some  liver  enzymes.  Patients  Who  had  these  increases  usually  had  no  symptoms.  Elevated  liver  enzymes 

usually  returned  to  normal  levels  when  therapy  with  ZOCOR  was  stopped. 

In  the  ZOCOR  Survival  Study,  the  number  of  patients  with  more  than  1  liver  enzyme  level  elevation  to  greater 
than  3  times  the  normal  upper  limit  was  no  different  between  the  ZOCOR  and  placebo  groups.  Only  8  patients 
on  ZOCOR  and  5  on  placebo  discontinued  therapy  due  to  elevated  liver  enzyme  levels.  Patients  were  started 
on  20  mg  of  ZOCOR,  and  one  third  had  their  dose  raised  to  40  mg. 

Your  doctor  should  perform  routine  blood  tests  to  check  these  enzymes  before  you  start  treat- 
ment with  ZOCOR  and  thereafter  when  clinically  indicated.  Patients  titrated  to  the  80-mg  dose 
should  receive  an  additional  test  at  3  months  and  periodically  thereafter  (eg.  semiannually) 

lor  the  lirst  year  of  treatment.  If  your  enzyme  levels  increase,  your  doctor  should  order  more  frequent 
tests.  II  your  liver  enzyme  levels  remain  unusually  high,  your  doctor  should  discontinue  your  medication. 
Tell  your  doctor  about  any  liver  disease  you  may  have  had  in  the  past  and  about  bow  much  alcohol  you 
consume.  ZOCOR  should  be  used  with  caution  in  patients  who  consume  large  amounts  of  alcohol. 

PRECAUTIONS 

Drug  Interactions:  Because  of  possible  serious  drug  interactions,  it  is  important  to  tell  your  doctor  what 
uiher  drugs  you  are  taking,  including  those  obtained  without  a  prescription.  You  should  also  tell  other  doctors 


who  are  prescribing  a  new  medicine  lor  you  that  you  are  taking  ZOCOR'  (simvastatin)  ZOCOR  can  interact  J 
the  following:  I 

•  Itraconazole  I 

•  Ketoconazole  L 

•  Erythromycin  P 

•  Clarithromycin  | 

•  HIV  protease  inhibitors  : 

•  Nefazodone 

•  Cyclosporine 

•  Large  quantities  of  grapefruit  juice  (>1  quart  daily)  I 
The  risk  of  myopathy  is  also  increased  by  gemfibrozil  and  to  a  lesser  extent  other  fibrates  and  niacin  (mcoti 

acid)  (>1  g/day). 

The  risk  of  muscle  breakdown  is  increased  with  other  drugs: 

•  Amiodarone 

•  Verapamil 

Some  patients  taking  lipid-lowering  agents  similar  to  ZOCOR  and  coumarin  anticoagulants  (a  type  of  III 
thinner)  have  experienced  bleeding  and/or  increased  blood  clotting  time.  Patients  taking  these  medici 
should  have  their  blood  tested  before  starting  therapy  with  ZOCOR  and  should  continue  to  be  monitored ! 

Central  Nervous  System  Toxicity;  Cancer,  Mutations,  Impairment  of  Fertility:  Like  most  prescl 
tion  drugs,  ZOCOR  was  required  to  be  tested  on  animals  before  it  was  marketed  for  human  use  Often  thj 
tests  were  designed  to  achieve  higher  drug  concentrations  than  humans  achieve  at  recommended  dosing] 
some  tests,  the  animals  had  damage  lo  the  nerves  in  the  central  nervous  system  In  studies  of  mice  with  n 
doses  of  ZOCOR,  the  likelihood  of  certain  types  of  cancerous  tumors  increased  No  evidence  of  mutation) 
or  damage  to  genetic  material  bas  been  seen.  In  1  study  with  ZOCOR.  there  was  decreased  fertility  in  male  rt 

Pregnancy:  Pregnant  women  should  not  take  ZOCOR  because  it  may  harm  the  fetus 

Safety  in  pregnancy  has  not  been  established.  In  studies  with  lipid-lowering  agents  similar  to  ZOCOR,  trt 
have  been  rare  reports  of  birth  defects  of  the  skeleton  and  digestive  system.  Therefore,  women  of  chiidbeart 
age  should  not  take  ZOCOR  unless  it  is  highly  unlikely  they  will  become  pregnant  II  a  woman  does  beco) 
pregnant  while  taking  ZOCOR,  she  should  stop  taking  the  drug  and  talk  to  her  doctor  at  once  The  acl 
ingredient  of  ZOCOR  did  not  cause  birth  defects  in  rats  at  3  times  the  human  dose  or  in  rabbits  at  3  times  ji 
human  dose. 

Nursing  Mothers:  Drugs  taken  by  nursing  mothers  may  be  present  in  their  breast  milk.  Because  of  J 
potential  for  serious  adverse  reactions  in  nursing  infants,  a  woman  taking  ZOCOR  should  not  breast-feed.  (I 
WHEN  ZOCOR  SHOULD  NOT  BE  USED  ) 

Pediatric  Use:  ZOCOR  is  not  recommended  for  chiidren  or  patients  under  10  years  of  age. 

Geriatric  Use:  Higher  blood  levels  of  active  drug  were  seen  in  elderly  patients  (70-78  years  of  age)  ccj 
pared  with  younger  patients  (18-30  years  of  age)  in  1  study.  In  other  studies,  the  cholesterol-lowering  effa 
of  ZOCOR  were  at  least  as  great  in  elderly  patients  as  in  younger  patients,  and  there  were  no  overall  difi 
ences  in  safety  between  elderly  and  younger  patients  over  the  20-80  mg/day  dosage  range  Of  the  7  cat 
of  myopathy/rhabdomyolysis  among  10,269  patients  on  ZOCOR  in  another  study.  4  were  aged  65  or  m 
(at  baseline).  1  ol  whom  was  over  75. 

SIDE  EFFECTS 

Most  patients  tolerate  treatment  with  ZOCOR  well;  however,  like  all  prescription  drugs.  ZOCOR  can  cause  a 
effects,  and  some  of  them  can  be  serious  Side  effects  that  do  occur  are  usually  mild  and  short-lived.  Oj 
your  doctor  can  weigh  the  risks  versus  the  benetits  of  any  prescription  drug.  In  clinical  studies  with  ZOCl 
less  than  1.5%  of  patients  dropped  out  of  the  studies  because  of  side  effects.  In  2  large.  5-year  studj 
patients  taking  ZOCOR  experienced  similar  side  effects  to  those  patients  taking  placebo  (sugar  pills)  Sorrra 
the  side  effects  thai  have  been  reported  with  ZOCOR  or  related  drugs  are  listed  below  This  list  is  not  compli 
Be  sure  to  ask  your  doctor  about  side  effects  before  taking  ZOCOR  and  to  discuss  any  side  effects  that  occj 

Digestive  System:  Constipation,  diarrhea,  upset  stomach,  gas,  heartburn,  stomach  pain/cramps,  anoreii 
loss  ot  appetite,  nausea,  inflammation  of  the  pancreas,  hepatitis,  jaundice,  fatty  changes  in  the  liver,  a| 
rarely,  severe  liver  damage  and  failure,  cirrhosis,  and  liver  cancer. 

Muscle,  Skeletal:  Muscle  cramps,  aches,  pain,  and  weakness;  joint  pain;  muscle  breakdown 

Nervous  System:  Dizziness,  headache,  insomnia,  tingling,  memory  loss,  damage  to  nerves  causing  well 
ness  and/or  loss  of  sensation  and/or  abnormal  sensations,  anxiety,  depression,  tremor,  loss  of  balanjj 
psychic  disturbances. 

Skin:  Rash,  itching,  hair  loss,  dryness,  nodules,  discoloration. 

Eye/Senses:  Blurred  vision,  altered  taste  sensation,  progression  of  cataracts,  eye  muscle  weakness. 

Hypersensitivity  (Allergic)  Reactions:  On  rare  occasions,  a  wide  variety  of  symptoms  have  b* 
reported  to  occur  either  alone  or  together  in  groups  (referred  to  as  a  syndrome)  that  appeared  to  be  based1 
allergic-type  reactions,  which  may  rarely  be  latal.  These  have  included  1  or  more  of  the  following  a  sevii 
generalized  reaction  that  may  include  shortness  of  breath,  wheezing,  digestive  symptoms,  and  low  blood  pr* 
sure  and  even  shock;  an  allergic  reaction  with  swelling  of  the  face.  lips,  tongue,  and/or  throat  with  difficili 
swallowing  or  breathing;  symptoms  mimicking  lupus  (a  disorder  in  which  a  person's  immune  system  m 
attack  parts  of  his  or  her  own  body)  severe  muscle  and  blood  vessel  inflammation,  sometimes  including  raf 
bruises;  various  disorders  of  blood  cells  (that  could  result  in  anemia,  infection,  or  blood  clotting  problerl 
or  abnormal  blood  tests;  inflamed  or  painful  joints;  hives;  fatigue  and  weakness;  sensitivity  to  sunlight;  few 
chills;  flushing;  difficulty  breathing;  and  severe  skin  disorders  that  vary  from  rash  to  a  serious  burn-ll 
shedding  of  skin  all  over  the  body,  including  mucous  membranes  such  as  the  lining  of  the  mouth. 

Other:  Loss  of  sexual  desire,  breast  enlargement,  impotence. 

Laboratory  Tests:  Liver  function  test  abnormalities  including  elevated  alkaline  phosphatase  and  bihrutt 
thyroid  function  abnormalities. 

NOTE:  This  summary  provides  important  information  about  ZOCOR.  If  you  would  like  mo 
information,  ask  your  doctor  or  pharmacist  to  let  you  read  the  prescribing  information  a 
then  discuss  it  with  them. 
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QLLOW-TH  ROUGH 


IARCH  3,  2003 

Shreks  Check 


Last  year  Jeffrey  Katzenberg  took 
offense  at  our  profile  of  Dream- 
Works, the  Hollywood  studio  he 
ofounded  with  Steven  Spielberg  and 
)avid  Geffen  in  1994.  We  had  humbly 
uggested  that  the  trio  would  eventually 
ieed  to  start  paying  back  some  of  their 
nvestors,  most  notably  Microsoft 
ofounder  Paul  Allen,  who  has  plowed 


$670  million  into  the  operation  without 
seeing  a  return. 

Now  Katzenberg  and  company  are 
preparing  to  do  just  that,  via  a  planned 
$650  million  public  offering  of  its  anima- 
tion unit  (the  folks  who  brought  you 
Shrek  and  Shrek  2,  with  at  least  one  more 
Shrek  to  come).  In  addition  to  generating 
working  capital,  important  for  a  business 
that  lost  $189  million  on  revenue  of  $296 
million  last  year,  going  public  also  gives 
Allen  a  mechanism  to  cash  out;  a  second 
offering,  by  shareholders  who  want  out,  is 
already  slated  to  kick  in  by  May  2006. 

— Peter  Kafka 

JANUARY  12, 2004 

Too  Many  Chips 

Semiconductor  sales  have  been  soaring 
this  year.  But  semiconductor  shares  have 
hit  the  skids.  We  suspected  this  might 
happen  and  advised  investors  to  avoid  the 
sector  or  take  a  punt  with  a  put  option  on 
the  Semiconductor  HOLDRs  trust,  which 
has  tumbled  30%  since  January.  We  were 
wrong,  however,  when  we  said  that  TSMC, 
Applied  Materials  and  Intel  should  prove 
the  exceptions  in  a  falling  market;  they've 
taken  hits  too.  As  we  noted  in  January, 


chipmakers  are  creating  their  own  over- 
supply  problem  by  cutting  smaller  chips, 
and  more  of  them,  out  of  bigger  wafers. 
Intel  blamed  its  stockpiles  on  production 
efficiencies  when  it  announced  results  on 
July  13.  Its  shares  are  down  33%  this  year. 

— Deborah  Orr 

APRIL  12,  2004 

Those  Faberge  Eggs 

Could  the  Faberge  eggs  formerly  owned 
by  the  Forbes  family  be  auctioned  to  the 
highest  bidder?  That's  the  far-fetched 
hope  of  a  group  of  bank  customers  who 
blame  Victor  Vekselberg,  the  Russian  bil- 
lionaire who  bought  the  eggs  this  year,  for 
the  bankruptcy  of  Pervy  Gorodskoi  (First 
Municipal)  bank.  The  group  reportedly 
claims  in  a  suit  that  Moscow  bank  Aljba 
Alliance,  of  which  Vekselberg  is  a  20% 
shareholder,  transferred  $40  million  to 
Aljba  from  Gorodskoi,  which  went  bank- 
rupt in  2002.  The  customers  want  Veksel- 
berg to  auction  his  eggs  and  use  the 
proceeds  to  pay  back  their  lost  assets. 

A  Vekselberg  spokesman  says  the  suit 
has  no  merit  because  Vekselberg  wasn't 
responsible  for  the  bankruptcy. 

— Heidi  Brown 


FLASHBA 


85  YEARS  AGO  IN  FORBES  I  JULY  12,  1919 

Anonymous  Is  Bad  Not  a  few  wealthy  men  do 

^^■P)^^^  distribute  very  large  sums  for  worthy 

ftk  purposes  but  take  pride  in  keeping  their 

Rk  actions  absolutely  secret.  This  is  a  mis- 

■  ifllkVl  take.  The  bad  deeds  of  plutocratic  mag- 

■  ^52^1*  nates  are  so  readily  and  freely  and  widely 
HL    <w9  published  and  criticized  that  it  is 

P*  extremely  desirable  from  every  point  of 

'-^  *  view  that  their  good  deeds  should  be 

John  D.  Rockefeller  * 

made  known.  John  D.  Rockefeller  once 

remarked,  "Next  to  doing  the  right  thing,  the  most  important  thing 

is  to  let  the  people  know  you  are  doing  the  right  thing." 

25  YEARS  AGO  IN  FORBES  I  MARCH  5,  1979 

Caesars  Cashes  In  One  wouldn't  think  a  gambling 

company  with  a  successful  Las  Vegas  operation  and  plans  to  open 
Atlantic  City's  second  casino  this  spring  would  need  to  trudge  up 
and  down  Wall  Street  pushing  its  stock.  Last  year  that  stock 
rocketed  more  than  400%  on  the  NYSE,  leading  all  2,194  Big  Board 


issues.  But  despite  Caesars  World  President  William  McElnea  Jr.'s 
courting,  the  brokerage  houses  haven't  shown  much  enthusiasm  for 
Caesars  World.  The  barons  of  Wall  Street  well  remember  Caesars' 
problems  with  the  SEC,  the  Nevada  Gaming  Commission,  the  real 
estate  and  casino  writedowns  and  Caesars'  former  rickety  financial 
condition. 

In  July  Harrah's  Entertainment  announced  it  would  buy  Caesars  for 
$5.3  billion,  plus  assume  $4  billion  in  debt. 

15  YEARS  AGO  IN  FORBES  I  MAY  15,  1989 

Sex  and  Stocks  What  industry  has  the  greatest  incidence 

of  sexual  harassment?  Construction,  automobile  manufacturing,  the 
steel  business  or  some  other  blue-collar  concern?  According  to  sur- 
veys, the  white-shoe  world  of  financial  services.  But  Ljliana  Nealon, 
41,  the  first  female  trader  at  Citibank  and  one  of  just  a  handful  of 
female  vice  presidents  at  UBS,  says:  "I've  never  so  much  as  experi- 
enced a  hint  of  harassment."  Why  not?  "I'm  a  freight  train,  I  don't  devi- 
ate. I'm  going  too  fast  to  look  at  the  landscape.  If  you  put  it  in  first 
gear  and  keep  going,  you  will  be  recognized.  You  don't  have  to  be 
masculine,  just  indispensable." 
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Recently  public  tech  companies  are  struggling; 
those  waiting  to  ring  the  bell  are  even  weaker. 

BY  DAVID  WHELAN  AND  QUENTIN  HARDY 


ENNETH  DENMAN,  CHIEF  EXEC- 
utive  of  networking  services 
provider  Ipass,  decided  to  pull 
the  trigger  last  year  and  take  his 
company  public.  Ipass  had  had 
five  successive  profitable  quarters,  but 
customers  were  balking  at  buying  prod- 
ucts from  a  small,  privately  held  tech 
company  with  a  Silicon 
Valley  address.  And  who 
turns  down  a  check  for 
$98  million? 

Ipass  filed  papers  in 
January  2003  and  left 
the  launching  pad  last 
July.  The  stock  climbed 
from  $14  to  $18-and- 
change  that  day  and 
reached  $29  in  October. 
Then  it  began  tumbling 
and  tumbling.  It's  now 
under  $6,  despite  rev- 
enue and  profit  growth 
each  quarter.  "If  you 
don't  meet  the  market's 
expectations,  there  are 
consequences,"  Den- 
man  says. 
Tech  investors  of  late  have  taken  on 
the  personality  of  evil  stage  mothers, 
showering  their  beloved  stocks  with 
unachievable  expectations.  But  out  comes 
the  lash  when  the  darlings  deliver  short  of 
their  best,  as  in  the  latest  round  of  earn- 
ings reports  from  Intel,  Broadcom,  Veri- 
tas and  PeopleSoft.  Valuations  for  the 
Nasdaq  100  have  gone  from  243  times 
trailing  earnings  in  July  2003  to  48  times 
earnings  today.  The  overall  Nasdaq  com- 
posite index  is  down  10%  in  the  past 
three  weeks. 

"People  were  expecting  companies  to 
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The  Young  and  the  Reckless  

Tech  startups  that  went  public  in  the  last  12  months  did  investors  little  good.  Only  4  of  the  25  stocks  are  still  up. 


Company 

IPO 

Change  since  first  close 

Company 

IPO 

Change  since  first  close 

WORST  PERFORMERS 

BEST  PERFORMERS 

Callidus  Software 

11/20/03 

-80% 

Provide  Commerce 

12/17/03 

22% 

Ipass 

7/24/03 

-70 

Open  Solutions 

11/25/03 

16 

Staktek  Holdings 

2/6/04 

-67 

DigitalNet  Holdings 

10/9/03 

14 

Atheros  Communications 

2/12/04 

-58 

Blue  Nile 

5/20/04 

2 

Netgear 

7/31/03 

-47 

Global  Signal 

6/2/04 

0 

Prices  in  table  as  of  July  22.  Sources:  Thomson  Financial  and  FT  Interactive  Data  via  FactSet  Research  Systems. 

uide  up  rather  than  to  guide  flat,"  says 
/lalcolm  Fobes,  a  tech  investor  who  runs 
le  $40  million  Berkshire  Funds. 

Public  offerings  have  taken  some  of  the 
teepest  falls  from  grace.  Ipass  and  the  24 
ther  tech  companies  that  went  public  in 
le  past  12  months  are,  on  average,  23% 
elow  their  first-day  closes.  That  compares 
oorly  with  a  1 .4%  average  decline  in  the 
Jasdaq  composite  over  those  25  holding 
eriods  (offering  dates  through  July  8).  The 
&P  500  was  up  an  average  2%. 

Yet  private  companies  are  still  bursting 
nth  eagerness  to  go  public.  A  dozen  tech 
ompanies  registered  to  go  public 
etween  June  1  and  July  8.  These  don't 
ave  much  to  say  for  themselves  on  the 
ottom  line:  a  median  net  margin  of  -6%. 

For  each  of  these  hopefuls  there  are  a 
ozen  more  behind  in  line.  They'll  prob- 
bly  be  waiting  in  vain.  Eighty  or  so  big 
istitutional  tech  investors  such  as  Fidelity, 
'equot  Capital  and  J.&W.  Seligman  con- 
rol  the  fate  of  each  of  these  new  offerings, 


says  Steven  Domenik,  a  partner  with  Sevin 
Rosen  Funds  in  Palo  Alto,  Calif.  Right  now 
that  cabal  is  finicky.  Even  the  ones  that 
clear  the  hurdle  get  treated  poorly.  Sevin 
Rosen  portfolio  company  NetLogic  is  al- 
ready down  20%  from  its  July  8  issue. 

Venture  capitalists  forced  online  jew- 
elry store  Blue  Nile  to  go  public  in  May  so 
they  could  cash  out,  says  Chief  Mark 
Vadon.  Blue  Nile's  stock  went  from  $25  to 
$40  and  gave  those  gains  right  back,  just 
as  Ipass  did.  It's  now  at  $30  without 
releasing  any  bad  news.  Revenue  growth 
for  the  quarter  ended  Apr.  30  was  45%. 

The  folks  pushing  launches  into  this 
environment  are  fee-hungry  investment 
bankers  and  desperate  venture  capitalists 
eager  to  put  some  points  on  the  board 
before  raising  their  next  fund,  says 
Jonathan  Silver  of  Core  Capital  Partners 
in  Washington,  D.C.  The  majority  of 
existing  venture  funds  were  started  in 
1999  or  2000,  and  are  nearing  the  end  of 
the  traditional  five-year  investing  period. 


After  that  usually  comes  a  five-year  "har- 
vesting" period.  So  VCs  are  racing  to  show 
results  good  enough  to  persuade  investors 
to  join  a  new  fund. 

Some  well-regarded  startups  have 
made  feints  at  public-market  financing, 
only  to  agree  to  rich  buyouts.  Bright- 
mail,  an  antispam  company,  filed  with 
the  Securities  &  Exchange  Commission 
but  then  accepted  a  $370  million  offer 
from  Symantec.  Morgenthaler  Ventures 
pushed  its  portfolio  company  Catena 
into  the  arms  of  optical-networking 
firm  Ciena  for  $487  million.  Morgen- 
thaler partner  Gary  Little  says  he  has 
seen  too  many  companies  go  public, 
drop  below  $500  million  market  value, 
and  lose  analyst  coverage.  Safer  to  sell  a 
company,  he  says. 

Tellme  Networks,  a  five-year-old  voice- 
recognition  firm,  is  biding  its  time  and 
watching  its  bottom  line,  says  Chief  Finan- 
cial Officer  Robert  Komin.  Maybe  investors 
should  sit  this  round  out,  too.  F 


00  OR  BUST 


f  past  is  prologue,  the  presidency  hangs  on  consumer  sentiment.  That's  the  claim  of  the  Conference  Board,  which  says 
icumbent  parties  have  won  the  popular  vote  (but  in  Al  Gore's  case  not  the  White  House)  every  time  its  Consumer 
Confidence  Index  was  at  or  above  100  on  Election  Day  during  the  past  eight  elections.  Challengers  have  won  the  three 
imes  the  index  was  below  that  level.  Where's  the  confidence  level  now?  Just  slightly  favoring  Bush.      —  Neil  Weinberg 
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LOOK  INWARD, 
LAWYERS 

"Have  you  been  denied  career  opportu- 
nities in  management?  Have  you  hit 
the  glass  ceiling?"  The  questions  blare 
out  from  a  Web  site  designed  to  recruit 
claimants  for  a  multibillion-dollar  dis- 
crimination suit  against  Wal-Mart.  But 
they  might  just  as  well  apply  to  the 
legal  profession.  If  statistics  mean  any- 
thing (a  debatable  premise,  but  highly 
effective  in  court)  discrimination 
against  women  is  more  pervasive  in 
law  firms  than  just  about  anywhere. 

The  percentage  of  female  partners 
at  law  firms  nationwide,  for  example, 
is  16.8%,  up  just  four  percentage 
points  from  a  decade  ago.  Allegations 
of  sexual  jokes  and  teasing— a  critical 
factor  in  Morgan  Stanley's  $54  million 
settlement  of  a  sexual  discrimination 
suit  in  July— are  widespread.  Why 
don't  more  women  make  partner? 
Mainly  because  law  firms  reward 
partners  for  bringing  in  new  clients 
instead  of  retaining  the  ones  they've 
got,  says  Joyce  Sterling,  a  professor 
at  the  University  of  Denver  College  of 
Law  who  studies  gender  bias  in  the 
law.  Try  telling  that  to  the  judge. 

—Daniel  Fisher 

►  Out  of  Order 

16.8%  Female  partners  (U.S.) 

16%  Hourly  billing  differential 
for  partners,  women  vs.  men  (N.Y.) 

48%  Female  lawyers 
earning  over  $100,000  per 
year  (N.Y.) 

71%  Male  lawyers  earning 
over  $100,000  per  year  (N.Y.) 

33%  Female  managers  at 
Wal-Mart 

5%-15% 

Pay  differential  at  Wal-Mart, 
women  vs.  men 


Sources:  Class  certification  order,  Wal-Mart 
litigation;  New  York  State  Bar  Association; 
National  Association  for  Law  Placement. 


N  MAY,  WHEN  ZIPREALTY  ANNOUNCED 
plans  for  a  public  offering,  few  in- 
vestors paid  much  notice.  After  all,  the 
Emeryville,  Calif,  online  broker  had 
annual  revenue  of  just  $34  million  and 
is  looking  to  raise  a  mere  $69  million. 

Traditional  brokers  weren't  so  blase. 
Discounters  like  Zip,  the  first  online  bro- 
ker to  file  to  go  public,  could  transform 
the  inefficient,  antiquated  $60  billion  mar- 
ket for  brokering  residential  real  estate.  "If 
I  was  a  traditional  broker,  I  would  be 
scared  to  death  of  ZipRealty,"  says  Kyle 
Hoylman,  chief  executive  of  Home  Quar- 
ters, a  Michigan  discount  broker.  "Zip  is  a 
threat  to  change  the  way  the  industry  op- 
erates," adds  Christopher  Mayer,  director 
of  Columbia  Business  School's  Milstein 
Center  for  Real  Estate. 

The  National  Association  of  Realtors, 
responding  to  the  online  threat,  plans  to 
put  in  place  Jan.  1  new  rules  that  could 
zap  Zip  and  other  discounters.  The  Real- 
tors are  pros  at  the  protection  game  and 
have  beaten  back  other  interlopers,  in- 
cluding the  nation's  biggest  banks  and 
Microsoft,  which  last  year  gave  up  a  five- 
year  effort  to  compile  its  own  real  estate 
listings. 

The  discounters  may  get  some  help, 
however.  The  U.S.  Department  of  Justice  is 
investigating  the  competitive  impact  of  the 
Realtors'  proposed  rules.  Justice  won't 
comment  on  its  investigation,  which  has 


Will  Zip 
Get  Zapped? 

Traditional  real  estate  brokers 
are  going  after  the  Internet 
discounters. 

BY  IRA  CARNAHAN 


already  delayed  the  new  rules  twice,  but 
the  antitrust  cops  are  really  serious,  the' 
should  look  as  well  at  some  of  the  othe 
nakedly  anticompetitive  structures  the  rea 
estate  industry  has  long  had  in  place. 

The  new  rules  aren't  subtle.  On* 
would  let  a  brokerage  firm  that  partici 
pates  in  the  local  multiple  listing  servic 
(MLS)  prevent  specific  competitors  fron 
posting  its  listings  on  their  online  broker 
age  sites.  Such  discrimination  could  hij 
squarely  at  discounters  like  Zip,  whicll 
notes  that  display  of  full  MLS  listings  is 
"key  part  of  our  business  model." 

Zip  uses  the  listings  on  its  site  to  at 
tract  buyers  to  its  "ZipAgents,"  who  re 
bate  20%  of  their  commission  to  buyers 
(The  customary  6%  commission  paid  b; 
the  seller  is  usually  split  equally  betweer 
the  buyer's  and  seller's  agents. )  Home  sell 
ers  who  use  Zip  can  save  even  more.  Anc 
this  crack  in  commissions  could  lead  tc 
even  steeper  discounts  in  the  future. 

Another  new  rule  the  Realtors  plai 
would  prevent  firms  with  online  broker 
age  sites  from  funneling  customers  tc 
agents  for  a  fee.  This  aims  to  head  off  fu 
ture  inroads  by  companies  such  as  Lend 
ingTree,  a  division  of  Barry  Diller's  Inter 
ActiveCorp.,  which  use  the  Internet  tc 
match  real  estate  customers  with  agents 
LendingTree  collects  a  fee  from  brokers 
which  it  then  rebates  in  part  to  customers 

In  a  statement,  the  Realtors  associa- 
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RETIREMENT  PLANNING 


EDUCATION  FUNDING 


There  are  times  in  life  when  you  could  really  use  expert 
financial  advice.  For  more  than  145  years,  Northwestern 
Mutual  and  its  products  have  quietly  earned  a  most  enviable 
reputation.  Visit  www.nmfn.com  for  more  information. 


ESTATE  PLANNING 


Northwestern  Mutual 

FINANCIAL  NETWORK® 

It's  time  for  a  Quiet  Conversation™ 


The  Northwestern  Mutual  Financial  Network  is  a  marketing  name  for  the  sales  and  < 
Insurance  Company,  Milwaukee,  Wl,  and  its  affiliates.  Securities  offered  through  N 


Outfront  

tion  defends  the  proposed  rules  as 
"lawful  and  appropriate,"  and  says  they 
will  help  maintain  "the  viability  of  the 
MLS  system."  The  real  estate  brokers 
wouldn't  want  to  block  all  Internet 
access  to  MLS  listings,  since  70%  of 
home  buyers  now  go  online  when 
looking  for  a  house.  But  real  estate 
powers  such  as  Re/Max  and  Cendant, 
whose  brands  include  Century  21, 
Coldwell  Banker  and  ERA,  insist  that 
listings  belong  to  brokers  and  that 
online  disclosure  must  take  place  with 
"proper  safeguards,"  as  Cendant  puts 
it.  In  other  words,  in  a  way  that  won't 
cut  into  their  fat  commissions. 

LendingTree  and  Zip  can't  even  offer 
rebates  in  a  fifth  of  states,  where  rebates 
to  buyers  are  illegal.  "It's  simply  outra- 
geous that  some  states  bar  their  residents 
from  enjoying  a  great  deal,"  says  Lend- 

Real  estate  brokers 

would  be  in  for  a 
without 
anticompetitiveJaws^ 


ingTree  President  Thomas  Reddin. 

Another  barrier  to  competition  is 
the  "adverse  split."  That's  when  a  list- 
ing broker  refuses  to  pay  certain  buy- 
ers' brokers  the  commission  split  of- 
fered to  others.  Various  brokers, 
including  Zip,  have  received  notices  of 
adverse  splits.  Then  there  is  federal 
banking  law:  Congress  won't  let  bank 
holding  companies  and  national  banks 
enter  into  real  estate  brokerage.  Politi- 
cians don't  cross  the  Realtors  lightly;  the 
group  has  1  million  members  and  a 
$5.4  million  (total  last  election  cycle) 
political  war  chest. 

You  can't  blame  Realtors  for  fight- 
ing to  keep  anticompetitive  laws.  With- 
out them,  the  industry  would  be  in  for 
a  shakeup.  "Fundamentally,  it  really 
hasn't  changed  since  the  Twenties,"  says 
Michael  Davin  of  California  discounter 
CataList.  The  average  Realtor  today  sells 
fewer  than  six  houses  a  year.  While 
other  fields  have  become  more  produc- 
tive, Davin  says,  "real  estate  has  gone 
backwards."  F 


A  Race  to  the  Bottom 


How  much  are  you  willing  to  pay  for  celebrity  gossip?  German 
publisher  Bauer  hopes  not  much  by  deborah  steinborn 


1 1  N  THE  HEATED  MARKET  FOR  CELEBRITY 
and  gossip  news,  there  seems  to  be  no 
low  too  low  to  grab  readers — at  least 
when  it  comes  to  the  price  of  the  mag- 
azine. In  June  the  German  publisher 
of  two-year-old  In  Touch  Weekly  lowered 
its  price,  for  one  issue,  to  25  cents.  The 
magazine's  usual  cover  price,  at  $1.99,  is 
already  low.  Time  Inc.'s  People,  one  of  its 
rivals,  is  $3.29  at  the  newsstand. 

The  In  Touch  publisher,  closely  held 
Bauer  Verlagsgruppe,  has  a  reputation  for 
underselling  the  competition.  Bauer  has 
been  known  to  place  coupons  inside  its 
publications  for  savings  on  future  issues, 
among  other  gimmicks. 

But  its  low-end  strategy,  heretofore  iso- 
lated, may  be  catching  on,  much  to  the 
unhappiness  of  certain  magazine  owners. 
This  month  Time  will  launch  All  You,  a. 
monthly  women's  magazine  that  initially 
will  be  sold  only  at  Wal-Mart.  Industry 
executives  expect  the  price  to  be  signifi- 
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Read  it  and  reap: 
publisher  Heinz 
Bauer. 


cantly  lower  than  the  media  giant's  othei 
titles.  American  Media  is  also  said  to  be 
planning  a  "private  label"  publication  foi 
Wal-Mart. 

"When  you  have  the  nation's  largest 
magazine  publisher  following  suit,  it's  cleai 
that  there's  a  market  for  value-priced  pub- 
lications," says  Scott  Donaton,  editor  o1 
Advertising  Age. 

Glossies  have  mostly  escaped  the  vari- 
ous attempts  at  cheap  or  free  distributior 
that  continue  to  rattle  newspaper  publish- 
ers. So  far  the  tack  seems  to  be  limited  tc 
the  lighter-read  niche  of  magazine  pub- 
lishing, but  even  there  it  can  have  serious 
revenue  implications.  American  Medic 
publishes  Star  Magazine,  with  a  cover  price 
of  $3.29,  of  which  938,000  copies  out  of  z 
total  1 .3  million  are  sold  at  the  newsstand 
Another  title,  National  Enquirer,  sells  foi 
$2.99  at  the  newsstand.  The  company  can- 
not afford  to  lower  either  price  to  compete 
with  Bauer,  though  it  does  already  have 
one  cheaper  offering  in  the  Globe  at  $2.35 

In  Touch  launched  in  late  2002,  anc 
Bauer  guarantees  advertisers  a  circulation  o: 
750,000  celebrity  hounds.  The  magazine  has 
the  look  and  feel  of  People — lots  of  celebrirv 
photos  and  gossipy  blurbs  on  everything 
from  Mary-Kate  Olsen's  "tragic  health  cri- 
sis" "to  Nicole  Kidman's  angled  eyebrows 
Bauer's  formula  is  more  familiar  in  Europe 
Its  biggest  seller  in  Germany,  a  television 
guide,  costs  just  $1.22.  Despite  low  news- 
stand prices  (and  little  apparent  reliance  or 
ad  revenues),  Bauer's  120  magazines  in  12 
countries  posted  sales  of  $2.1  in  2002.  Heirn 
Bauer,  the  family's  fourth-generation  pub- 
lisher, is  among  Germany's  richest;  FORBE!: 
estimates  his  wealth  at  $2.2  billion.  F 
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Say  hello  to  the  lightning-fast  e-STUDI01050  copier.  This  ultrasonic  speed 
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I'll  Introduce  You 

Your  employees'  little  black  books 
may  be  your  greatest  asset. 

BY  CHANA  R. SCHOENBERGER 

■  HEN  CONSULTING  GIANT  EDS  WAS 
trying  to  sign  up  a  big  bank  this 
spring,  salesmen  typed  the  names  of  the 
hank's  top  execs  into  software  from  a  company 
called  Spoke.  Instantly  the  system  identified  an  EDS  worker  who 
happened  to  be  a  neighbor  and  barbecue  buddy  of  a  target 
hanker.  He  made  an  introductory  call.  It's  too  soon  to  tell  if  the 
pitch  worked,  but  "it  did  help  us  make  a  connection,"  says  EDS 
executive  Robert  Segert. 

Social  networking  Web  sites  like  Friendster,  Orkut  and  Linkedln 
hit  the  hype  stratosphere  last  year,  pitching  their  ability  to  find  one 
a  mate  or  a  job.  But  a  more  sensible  business  idea  is  to  sell  the  Web 
idea  as  software  to  companies  to  figure  out  who  knows  whom,  and 
how  well,  to  close  more  deals.  Why  cold-call  when  someone  you 
know  can  introduce  you?  New  firms  like  Spoke  Software  in  Palo 


Alto,  Calif,  and  Visible  Path  in  New  York  C 'ity  le 
you  search  address  books,  in-boxes  and  call  log 
of  employees,  investors,  lawyers  or  anyone  yoi 
consider  part  of  your  company's  ecosystem. 

How  it  works:  Enter  a  name  and  the  soft 
ware  tells  you  whether  someone — without  giv 
ing  any  names — knows  him  by  virtue  of  thi 
e-mail  and  phone  traffic  between  them.  It  judge 
the  relationship  based  on  how  quickly  he  replied  t« 
an  e-mail  and  whether  it  was  a  personal  note  and  no 
some  mass  mailing.  You  then  send  an  e-mail  asking  th< 
anonymous  connection  for  an  introduction.  That  go-between  de 
cides  whether  to  forward  the  note  to  the  target.  You  can  keep  any  o 
your  contacts  private,  and  there  can  be  several  links  between  peo 
pie  in  any  chain.  Spoke  has  18  million  people  in  its  public  database 
Both  companies'  software  works  with  sales-automation  sys 
terns  in  wide  use,  such  as  Siebel  and  SaJesforce.com.  Venture  firm 
behind  Spoke  and  Visible  Path  are  already  using  it.  Investo 
Kleiner  Perkins  used  Visible  Path  to  check  out  a  job  candidate,  tor 
pedoing  him,  says  partner  Ray  Lane.  On  one  deal,  IntraLinks,  i 
New  York  software  firm,  used  Visible  Path  to  cut  the  usual  tim» 
between  initial  call  and  sale  from  six  months  to  one.  f 


Chopped  A  Morgan  Stanley  partner  in  Japan  was  worth  $30  million. 
Why  are  he  and  his  wife  living  on  $4,000  a  month?  by  benjamin  fulford 

T  IS  JUST  ANOTHER  CASE,  LIKE  THOU- 
sands  of  others  arising  out  of  Japan's 
bubble  era,  where  individuals  claim  tc 
have  been  defrauded  by  Japanese  banks 
as  the  authorities  turned  a  blind  eye 
What  makes  this  one  unusual  is  that  the 
man  whose  $30  million  in  assets  allegedly 
disappeared  was  a  Morgan  Stanley  partner. 

David  S.  Phillips,  who  was  adopted  by 
Americans,  founded  Morgan  Stanley's  office 
in  Japan  in  1970,  building  it  over  the  next  17 
years  into  a  600- person  outfit.  He  was  latet 
made  a  full  partner  and  earned  a  multimil- 
lion-dollar windfall  when  Morgan  Stanley 
went  public  in  1986. 

But  a  year  later,  in  March  1987,  he  suf- 
fered a  stroke  that  left  him  in  close  to  a  veg- 
etative state.  "He  was  unable  to  speak  coher- 
ently, he  could  not  recognize  things  on  his 
left  side,  he  had  trouble  recognizing  me,  his 
own  wife,  and  he  was  constantly  crying  and 
drooling,"  says  Aki  Sugiyama,  his  wife. 
Phillips,  now  71,  remains  homebound. 

That  condition  didn't  stop  Sanwa  Bank, 
now  a  part  of  UFJ  Bank,  from  milking  her  in- 
capacitated husband  out  of  much  of  his  for- 
tune, Sugiyama  has  charged  in  a  lawsuit  filed  in 
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Japan.  The  complex  scheme,  she  alleges,  started 
while  Phillips  was  hospitalized.  Sanwa  officials 
managed  to  get  his  official  chop,  or  seal,  an  ar- 
chak  sul  ;  ute  for  signatures  that  is  still  used 
in  Jap  t.  With  seal  in  hand,  the  suit  charges, 
the  ank  initiated  a  series  of  unauthorized 
mortgages  and  loans  to  Phillips  over  a  period 
of  seven  years. 

At  one  point  the  bank  created  an  official 
seal  in  the  name  of  "Akiko"  Sugiyama  diat  was 
used  to  cosign  the  mortgages,  the  suit  says.  But 
Sugiyama  says  she  did  not  authorize  the  seal 
and  indeed  had  no  knowledge  of  it.  The  seal 
didn't  even  get  her  first  name  right. 

By  1995,  when  Aki  Sugiyama  became 
aware  of  the  transactions  in  her  husband's 
name,  Sanwa  had  lent  him  $24  million  and 
was  trying  to  evict  her  and  her  hus- 
band from  their  house.  Sanwa  repaid 
itself  the  loans  by  withdrawing  money 
from  Phillips'  account,  the  suit  con- 
tends. The  suit  goes  on  to  complain 
that  untold  millions  vanished  from 
their  accounts. 

Japanese  courts  have  sided  with  the 
bank.  A  judge  dismissed  the  case  in 
December,  saying  he  believed  testi- 
mony from  a  doctor  who  never  saw 
Phillips  but  said  he  found  him  mentally 
sound  based  on  Sanwa's  description. 
Four  other  doctors  who  did  treat 
Phillips  testified  he  was  incapacitated 
dien.  One  former  Sanwa  employee  said 
diat  while  he  didn't  initiate  the  transac- 
tions, "There  was  a  lot  of  pressure  in  the  bank 
in  those  days  to  lend  money,  even  if  it  meant 
doing  unethical  things." 

An  appeals  judge  declined  to  review  the 
case,  but  it  remains  on  appeal.  Sanwa's  court 
defense  was  that  Phillips  okayed  the  transac- 
tions a  month  before  his  stroke.  UF]  Bank 
wouldn't  comment.  Morgan  Stanley  had  no 
detailed  comment. 

"This  kind  of  poor  court  case  shows  the 
very  low  level  of  the  Japanese  government 
and  legal  systems,"  says  Tetsundo  Iwakuni,  a 
Japanese  Diet  member  who  once  worked 
for  Morgan  Stanley  and  Merrill  Lynch  in 
New  York. 

UFJ  Bank  is  now  in  merger  talks  with 
Mitsubishi  Tokyo  Financial  Group,  which 
would  create  the  world's  largest  bank  in 
assets,  at  $1.7  trillion.  This  would  mean  little 
to  Phillips  and  Sugiyama,  who  are  now  liv- 
ing on  $4,000  a  month  from  pensions.  F 


APPLY  CAREFULLY 

Avon's  rush  abroad  has  the  ladies  in  Poland  up  in  arms. 

BY  KATARZYNA  MORENO 

HEN  AVON  SET  UP  SHOP  IN  POLAND  IN  1992,  THE  FANCIFUL  TALK  WAS 

of  recruiting  an  Avon  lady  in  every  Polish  home.  Almost  seems 
the  mission  was  accomplished.  There  are  now  246,000  Polish 
Avon  ladies,  compared  with  480,000  in  the  U.S.,  with  eight 
times  the  population.  Sales  of  Avon  Poland  tripled  to  $152  million  between 
1999  and  2003,  according  to  Euromonitor. 

But  these  days  Avon  is  getting  a  lesson  in  how  not  to  overheat  a  foreign 
market.  Avon's  sales  growth  slowed  to  7%  in  2003.  Many  Polish  offices 
have  posted  "No  Sales  People"  signs.  And  now  the  company  is  embroiled  in 
a  public  relations  dustup.  Reader  e-mail  about  Avon  collected  by  Gazeta 
Wyborcza,  Poland's  most  prominent  newspaper,  has  787  messages,  most 

of  them  critical, 
including  a  handful 
titled  "Avon  is  a 
thieving  capitalist." 

In  June  Gazeta 
ran  several  articles 
about  Katarzyna 
Swidzinska  and  four 
other  Avon  ladies 
who  are  suing  Avon 
and  paint  the  com- 
pany as  a  high- 
pressure  employer 
intent  on  driving  up 
sluggish  sales,  even 
if  unethically.  In  one 
story  a  Gazeta  jour- 
nalist disguised  as 
an  Avon  recruit  was  told  by  an  Avon  recruiter  that  she  could  make  extra 
money  if  she  didn't  pay  taxes.  Avon  can  ill  afford  to  alienate  overseas 
markets— 63%  of  its  $6.8  billion  sales  comes  from  outside  North  America. 

When  growth  in  Poland  showed  signs  of  petering  out  in  2000,  says 
Swidzinska,  the  company  got  the  whip  out.  A  high-performing  sales  managei 
who  joined  Avon  in  1995  in  Lublin,  she  says  that  ladies  were  under  such 
pressure  that  some  resorted  to  signing  up  members  of  the  same  family  unde 
different  last  names  to  boost  recruitment  numbers.  She  also  says  that  sales 
managers  ordered  cosmetics  in  the  name  of  lapsed  Avon  ladies  without  their 
knowledge.  Avon  claims  it  prohibits  such  practices. 

In  2003  Swidzinska  was  fired  because  she  refused  to  encourage 
Avon  ladies  to  falsify  sales  records,  says  her  lawyer,  Violetta  Gut. 
Swidzinska  is  seeking  three  months'  severance  as  well  as  pension 
benefits  and  lost  vacation  pay. 

In  legal  papers  Avon  says  that  Swidzinska  was  axed  because  she  failed  ti 
meet  sales  goals.  Avon  insists  that  the  suit  won't  affect  business.  Maybe,  bu 
Avon  might  keep  in  mind  what  is  said  about  women  scorned. 


Lawsuits,  not  lipstick:  Katarzyna  Swidzinska  and 
her  lawyer,  Violetta  Gut. 
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WHO  PRICED 
MY  CHEESE? 

Robe;  t  WlcCourt  has  what  the  restau- 
rant industry  delicately  calls  a  "com- 
modity inflation  problem."  Last  year 
the  chief  operating  officer  of  Round 
Table  Pizza  in  Concord,  Calif,  used 
options  to  lock  in  2.4  million  pounds 
of  mozzarella  at  $1.33  a  pound.  He 
didn't  bother  renewing  the  hedges 
this  year  because  cheese  prices 
seemed  stable.  Whoops.  After  spiking 
in  April  at  $2.20,  cheese  prices  have 
fallen  very  slowly  back  to  $1.48. 

A  half-dozen  publicly  traded  pizza 
companies,  where  cheese  is  the 
single  largest  ingredient  expense,  are 
sounding  the  alarm  to  investors. 
Domino's  Pizza  cited  cheese  as  a  risk 
factor  in  its  public  offering.  Chuck  E. 
Cheese  says  its  36%  higher  cheese 
costs  will  erase  $6  million  from  prof- 
its this  year.  Kraft  blamed  a  weak 
quarter  on  dairy  commodities;  it  was 
forced  to  raise  cheese  prices  10%. 
What's  behind  the  cheese  squeeze? 

50%  Decrease  in  supply  of 
MonsanWs milk-production-stimulat- 
ing hormone  Posilac  because  of 
factory  problems.  Posilac  increases 
cows'  milk  output  by  10%. 

20%  Rise  in  beef  prices  over  the  last 
year,  attributed  partly  to  low-carb  diets. 

150,000  Fewer  dairy  cows  sirtee 
2003,  as  farmers  took  advantage  of  \ 
high  beef  prices. 

*  .•*  *,  •  "?H« 

v  II  Number  of  Canadian  dairy  cows 
that  can  be  imported  to  make  up  for.;  i 
r\erd  shortages  since  mad  cow  closed 
the  border  last  year. 

2  billion  pounds  Expected 

decline  in  U.S.  milk  production,  a  1.4% 
drop,  which  can  swing  cheese  prices. 

,  $U  ITtBliiOn  Contributed. 

according  to  the  Center  fof -Responsive 
Politics,  to  political  campaigns  in  the 
past  two  years  by  dairy  farmers,  who 
benefit  Iron  federal  laws  that  turn  the 

:.r.,iy«<ry  into  a  cartel.    —David  Whelan 


Trust  Us 

Callan  Associates  holds 
sway  over  $1  trillion  in 
pension  investments.  Yet 
as  one  dogged  pension 
director  has  learned, 
even  its  own  clients 
aren't  privy  to  the 
specifics  behind  its 
conflicted  advice. 

BY  NEIL  WEINBERG 


HREE  YEARS  AGO  DIANN  SHIPIONE 
asked  a  question  she  figured  was 
pretty  innocuous  coming  from  a 
public  pension  fund  director: 
What  financial  incentives  were  be- 
hind the  advice  her  San  Diego  City  Employ- 
ees' Retirement  System  was  getting  from  its 
investment  consultant,  Callan  Associates? 

Shipione's  curiosity  was  whetted  by  a 
series  of  Callan  opinions  that  struck  her 
as  odd.  They  included  its  silence  over  the 
appointment  of  Trinity  Investment  Man- 
agement to  run  a  portfolio  for  the  Retire- 
ment System,  despite  Trinity's  having 
ranked  in  the  bottom  25%  of  peers  with  a 
similar  fund  over  the  previous  five  years. 
Callan  confirmed  that  Trinity's  parent  did 
in  fact  buy  services  from  it  but  refused  to 
give  Shipione  details.  Trinity  told  her  its 
parent,  a  unit  of  OppenheimerFunds,  had 
recently  hired  Callan  for  a  "significant" 
product  evaluation  but  no  more.  That  left 
Shipione  with  Callan's  required  but  largely 
empty  disclosures,  which  stated  it  earned 
between  $3,000  and  $500,000  a  year  from 
such  a  relationship. 

"I  was  trying  to  do  my  fiduciary  duty 
by  throwing  out  a  few  questions,  but 
there's  no  way  to  know  what's  really 
going  on,"  says  Shipione,  whose  fellow 
directors,  she  says,  jeered  her  out  of  meet- 
ings and  lambasted  her  in  letters  for  rock- 
ing the  boat.  It's  a  telling  example  of  how 


even  dogged  pension  directors  have  only 
the  sketchiest  understanding  of  the  con- 
flicted advice  they  rely  on  to  invest  tril- 
lions of  pension  fund  dollars. 

It's  also  an  area  that  belatedly  has 
caught  the  eye  of  the  Securities  &  Exchange 
Commission.  In  December  it  asked  indus- 
try leader  Callan  and  rivals  for  details  on 
how  they  are  compensated.  For  this  story 
Callan  issued  a  statement  saying:  "We  be- 
lieve our  current  corporate  governance  and 
oversight  has  served  us  and  our  clients  well 
in  managing  potential  conflicts.  As  we  dis- 
close to  clients,  Callan's  investment  man- 
ager clients  have  not  received  and  will 
never  receive  any  preferential  treatment  in 
any  Callan  manager  search  nor  any  other 
services  we  provide  to  our  clients." 

Founded  by  Edwin  Callan  and  several 
partners  in  1973,  the  San  Francisco  firm 
has  long  been  run  by  Ronald  Peyton  and 
is  employee  owned.  Callan  recommends 
to  pension  sponsors  when  to  hire  and 
when  to  fire  their  money  managers.  Nel- 
son/Thomson Financial  counts  274  pen- 
sion plans  with  $1  trillion-plus  in  mostly 
public  assets  as  Callan  clients. 

As  practiced  by  Callan,  and  many  of 
its  competitors,  the  pension  consulting 
business  has  two  sides.  One  side  collects 
fees  from  pension  funds  for  helping  them 
pick  and  evaluate  investment  firms.  (San 
Diego  pays  Callan  $200,000  annually.)  The 
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For  active  traders  who  want 
the  technology  and  access  of 
Schwab  Trader  CT™  or  clients 
who  have  $1  million  in  assets' 
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the  added  support  of  dedicated 
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For  investors  who  trade  less 
often  or  have  $100,000  in  assets3 

All  other  clients  will  continue  to 
pay  $29.95  per  online  equity  trade' 


Charles  R.  Schwab 
Founder  &  Chairman 


You  shouldn't  have  to  sacrifice  service  and  advice  to  get  low-cost  trades. 

Now  individual  investors  can  get  low-cost  trades  and  access  to  all  the  benefits  of 
Schwab.5  Like  in-depth  research  to  help  you  make  informed  investing  decisions. 
Plus  service  and  support  from  thousands  of  investment  professionals  at  our 
local  branches.  Along  with  access  to  over  1,100  no-load  mutual  funds6  and  a  range 
of  investment  services  through  Schwab  Personal  Choice™  That's  why  investors  have 
moved  more  money  to  Schwab  in  the  past  year  than  to  other  leading  brokers. 


To  open  an  account,  stop  by  your  local  branch  today  or 

Gall  1-800-591-5555 

or  visit  www.schwab.com. 


chciflcS  SCHWAB 

Seeing  the  market  from  a  different  perspective.  Yours?1 


>  rate  requires  at  least  $1  million  in  household  assets  or  enrollment  in  Schwab  Trader  CT, "  which  is  available  based  on  trading  level  or  payment  of  a  fee. 
I5  rate  requires  30  or  more  qualifying  trades  per  household,  per  quarter  or  120  or  more  qualifying  trades  per  household  in  the  last  12  months.  Access  to  trading 
alists  requires  enrollment  in  Schwab  Signature  Trading."  3$19.95  for  the  first  1 ,000  shares  and  $0,015  for  each  additional  share.  $19.95  rate  requires  at  least 
000  in  household  assets;  enrollment  in  Schwab  Independent  Investing  Signature;'  or  nine  or  more  qualifying  trades  per  household,  per  quarter  or 
more  qualifying  trades  per  household  in  the  last  12  months.  "$29.95  for  the  first  1 ,000  shares  and  $0.03  for  each  additional  share.  Commissions  apply  to  each 
ted  trade.  See  the  Charles  Schwab  pricing  guide  for  individual  investors  for  details.  5Some  benefits,  including  advice  and  certain  equity  research,  are  available  for  a 
lly  through  one  or  more  Schwab  Personal  Choice 'or  other  fee-based  services. 

sstors  should  consider  carefully  information  contained  in  the  prospectus,  including  investment  objectives, 
s,  charges  and  expenses.  You  can  request  a  prospectus  by  calling  Schwab  at  1-800-435-4000. 
ise  read  the  prospectus  carefully  before  investing.  Investment  value  will  fluctuate,  and  shares  may  be 
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other  side  sells  educational  seminars,  con- 
sulting services  and  whatnot  to  the  invest- 
ment firms.  Does  a  money  manager  have 
to  pay  for  seminars  to  make  the  short  list 
for  a  plum  pension  assignment?  The  pen- 
sion consultants  insist  that  there  is  no  such 
quid  pro  quo.  But  there  are  eyebrow-rais- 
ing coincidences. 

Two  years  ago  Callan  screened  large- 
cap  growth  managers  for  San  Diego.  The 
six  candidates  it  recommended  all  bought 
consulting  services  from  Callan,  for  as 
much  as  $500,000  each.  Four  were  also 
members  of  the  Callan  Institute,  meaning 
they  collectively  may  have  paid  the  firm 
another  $188,000  annually. 

Another  piece  of  Callan  advice  that 
caught  Shipione's  eye  was  its  recommen- 
dation that  San  Diego  retain  Lincoln  Cap- 


"I  was  trying  to  do  my  fiduciary  duty  by  throwing  out 
stions,  but  there's  no  way  to  know  what's 
really  going  oil"  


ital  Management  to  run  a  large-cap  growth 
portfolio.  The  advice  struck  Shipione  as 
odd.  Lincoln  had  ranked  in  the  bottom  8% 
of  its  category  the  previous  three  years  and 
in  the  bottom  12%  in  2001. 

Dissatisfied  with  Callan's  information, 
Shipione  contacted  Lincoln  directly.  Pres- 
ident David  Fowler  replied  in  a  May  2002 
letter  that  the  firm  did  not  buy  research 
or  other  services  from  Callan  but  had  di- 
rected $  1 3 1 ,000  of  its  trading  commissions 
the  previous  year  on  behalf  of  San  Diego, 
or  42%,  to  an  outfit  called  BNY  Brokerage. 


Turns  out  BNY  includes  a  brokerage  pur- 
chased from  Callan.  Under  the  terms  of 
its  sale  to  the  Bank  of  New  York  in  1998, 
Callan  must  encourage  all  money  man- 
agers it  deals  with  to  trade  through  BNY 
and  is  still  receiving  payments. 

Shipione,  a  retail  broker  for  UBS,  may 
not  be  playing  watchdog  much  longer. 
Last  month  the  city  council  decided  to 
ask  voters  in  November  to  ban  invest- 
ment advisers  from  the  pension  board. 
Shipione,  notably,  is  the  only  director 
who  fits  that  bill.  F 


Extreme 
Makeover 

Put  HoJo's  in  an 
emerging  market 
and  what  do  you 
get?  Marble  floors. 

BY  RUSSELL  FLANNERY 


Only  in  China,  folks,  only  in  China. 


OWARD  JOHNSON'S  ORANGE 
roofs  and  fried-clam  specials  have 
long  lost  their  appeal  in  the  U.S.,  but  that 
doesn't  daunt  Wilburt  Chang.  The  Cali- 
fornia businessman  is  working  at  one  of  the 
brand's  new  frontiers:  reinventing  itself  as  a  lux- 
ury hotel  chain  in  China.  Forget  the  chocolate- 
covered  coconut  bars  and  butter  pecan  ice  cream: 
Walk  into  Howard  Johnson's  27-story  downtown 
Shanghai  hotel,  and  there's  a  classical  music  quar- 
tet, marble  floors  and  a  big  bouquet  of  fresh  lilies. 

"People  in  China  don't  know  about  the  old 
image  and  just  see  the  name  as  an  American 
brand  that  symbolizes  good  quality,"  says  49- 
year-old  Chang,  who  operated  hotel  franchises 


in  the  Los  Angeles  area  before  moving  to  Shang- 
hai in  1999.  "It's  virgin  territory."  So  far  he  has 
found  franchisees  for  six  HoJo's,  two  four-stars 
and  four  five-stars,  and  says  a  total  of  ten  will 
open  by  the  end  of  the  year,  including  an  825- 
room  hot-springs  resort  near  Beijing. 

Franchising  of  all  sorts  is  booming  in  China 
which  leads  the  world  in  the  number  of  franchise 
chains  in  operation  (1,900,  to  1,500  in  the  U.S. 
Some  chains  are  taking  advantage  of  the  feverish 
growth  to  reinvent  themselves,  often  aiming  at  i 
higher  spot  on  the  income  scale. 

Pizza  Hut,  which  operates  130  outlets  ir 
China,  has  changed  its  atmosphen 
from  fast-food  feel  to  more  forma 
"happy  dining,"  says  a  spokesper- 
son, Winnie  Wu.  Dark-wood-col 
ored  furniture  beckons  familie: 
and  young  singles  under  30.  Pizz; 
Hut's  menu  includes  a  dinner  foi 
three  at  about  $20,  or  one-fifth  of  monthl; 
per  capita  income  in  China.  Yum  Brands'  KFC 
chain,  which  has  1,100  outlets  in  China,  offer 
corn  soup  and  veggies  to  go  with  the  friec 
chicken. 

Because  China's  market  reforms  are  evolv 
ing,  there  are  a  lot  of  risks  for  foreign  compa 
nies,  among  them  contract  enforcement  an« 
trademark  theft.  Yum  closed  several  A&W  restau 
rants  last  year  after  a  franchisee  didn't  pay  it 
fees,  and  Starbucks  filed  a  trademark  infringe 
ment  suit  against  a  Shanghai  coffee  chain  earlie 
this  year.  Growing  pains,  say  lawyers  handlin 
the  cases. 
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THERE'S  NOTHING 
MORE  IMPORTANT 

THAN  WHERE 
YOU  COME  FROM. 


EXCEPT  WHERE  YOU'RE  GOING. 


When  it  comes  to  succeeding  in  business,  the  right  genes  make  all  the 
C \\     difference.  As  part  of  General  Electric,  we  were  known  as  GE  Financial 
\uk) 1     Assurance  and  GE  Mortgage  Insurance.  Now  we  move  forward  as 
Genworth  Financial,  a  new  public  insurance  holding  company 
devoted  to  protecting  lifestyles,  providing  retirement  income,  and  helping  people 
achieve  the  dream  of  home  ownership.  With  over  98  billion  dollars  in  assets, 
15  million  customers,  5000  employees,  and  operations  in  20  countries,  we  already 
have  one  of  the  strongest  foundations  in  the  business.  And  that's  just  the  beginning. 

genworth.com 


Genworth 

Financial 


luzlt  on 


2004  Gem 


"INNOVATIVE  THINKING? 
WE  DON'T  EVEN  HAVE  TIME 

FOR  BAD  THINKING!'  „ 


ibm.com/ondemand 


Innovation.  You  tell  yourself  it's  a  top  priority,  but  between  e-mail, 
meetings  and  fending  off  the  crisis  du  jour,  you  never  get  to  it.  How 
do  you  break  the  cycle?  You  get  help.  Two  kinds  of  help.  First,  help 
with  those  tangled  business  processes  -  identifying  and  fixing  what 
has  you  running  in  circles,  what  doesn't  work,  what  distracts  you 
(and  costs  you)  every  day.  Tackle  those  issues  and  you'll  uncover  a 
leaner,  nimbler,  more  flexible  you.  You'll  be  innovating  on  demand. 

YEAH,  BUTTRY  GETTING  THAT  IDEA  THROUGH  THE  SYSTEM!' 

Need  a  pitch?  Try  this.  Nothing  delivers  more  value  to  a  business 
than  innovation.  Nothing.  Smooth  the  path  to  innovation  and  your 
whole  company  wins.  Which  brings  us  to  the  second  kind  of  help: 
IBM  On  Demand  Innovation  Services.  Perhaps  you  have  the  idea 
but  lack  the  resources  to  make  it  happen?  Perhaps  the  solution  doesn't 

exist  yet?  We  can  help  "HOW  WOULD  I  EVEN  START?" 

You  just  ask.  Think  of  On  Demand  Innovation  Services  as  an  elite  task 

force.  Pulling  from  the  deepest  collection  of  business  and  technology 
talent  in  the  world,  we  can  assemble  teams  of  experts  to  help  you  bring 
an  idea  or  opportunity  to  fruition.  Working  with  you  at  ground  level, 
the  results  are  one-of-a-kind,  customized  solutions:  strategies, 

products  or  processes  "HEY,  THAT'S  A  WHOPPER  OF  AN  IDEA." 

And  it's  not  just  pie  in  the  sky,  either.  Thousands  of  companies 
have  already  trusted  IBM's  experience  and  depth  of  expertise  to 
make  it  happen.  Intrigued?  Skip  a  meeting  or  two.  Give  innovation 
some  thought.  And  for  more  ideas,  visit  ibm.com/ondemand 
INSIGHT,  SERVICES  AND  SOLUTIONS  FOR  AN  ON  DEMAND  WORLD. 

DEMAND  BUSINESS 


IBM,  the  IBM  logo  and  the  On  Demand  logo  are  registered  trademarks  or  trademarks  of  International  Business  Machines 
Corporation  in  the  United  States  and/or  other  countries.  Other  company,  product  and  service  names  may  be  trademarks  or 
service  marks  of  others.  ©2004  IBM  Corporation.  All  rights  reserved. 
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An  automaker  and  its  union  workers  are 
gambling  that  an  innovative  factory  concept  will 

rescue  them  both  from  extinction.  BY  JOANN  MULLER 


WEARY  AND  FRUSTRATED,  JOHN  FRANCIOSI  NEEDED  TO 
blow  off  steam  late  one  Saturday  night  last  December 
when  he  sauntered  up  to  the  craps  table  at  the  MGM  Grand 
Casino  in  downtown  Detroit.  As  Chrysler's  senior  vice 
president  of  labor  relations,  he'd  spent  much  of  the  past 
week  in  round-the-clock  contract  negotiations  with  union 
leaders  in  Toledo,  Ohio,  and  still  there  was  no  settlement. 
He  wasn't  surprised — what  he  was  asking  of  the  union  would  have  amounted  to 
heresy  just  a  few  years  ago.  He  wanted  to  outsource  jobs  to  suppliers. 

A  few  minutes  later  he  got  a  call  from  Lloyd  Mahaffey,  the  United  Auto  Work- 
ers' regional  director  for  Ohio.  Mahaffey  ticked  off  a  list  of  counterproposals — 
involving  break  time,  overtime,  absenteeism  and  janitorial  services.  Franciosi 
ripped  the  matches  out  of  an  MGM  Grand  matchbook  and  scribbled  the  four 
items  on  the  inside  of  the  matchbook  cover.  At  last,  maybe,  a  deal. 

The  two  sides  made  it  official  a  few  days  later  with  an  eight-year  agreement 
that  has  the  potential  to  radically  change  the  way  Chrysler — and  all  automak- 
er:*— build  vehicles,  finance  dieir  factories  and  manage  labor.  The  main  idea:  Let 
others  shoulder  the  capital  and  labor  costs  of  building  a  car.  Rather  than  buy  parts 
and  the  machinery  to  assemble  them  into  vehicles^  Chrysler  will  outsource  60% 
of  the  production  responsibility  for  a  new  Jeep  Wrangler — and  many  of  die  fac- 
tory jobs — to  its  suppliers.  Those  companies  will  have  to  put  up  the  capital  for 
machinery  and  pay  the  workers.  By  enlisting  suppliers  as  partners,  Chrysler  will 
shed  one-diird  of  the  $900  million  capital  investment  for  the  new  Jeep  factory. 

The  idea  is  based  on  the  premise  that  when  suppliers  are  left  to  themselves 
they  will  design,  build  and  operate  a  factory  more  cheaply  than  their  customers 

Chief  Dieter  ZetSChe:  Let  the  other  guy  shoulder  some  of  the  costs. 
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can.  "If  you  ask  them  to  do  it  for  themselves,  you'll  be  surprised 
how  much  the  price  comes  down,"  says  Chrysler  Group  Chief  Ex- 
ecutive Dieter  Zetsche.  It's  the  same  reason  a  housing  contractor 
is  likely  to  design  his  own  home  with  more  care  and  for  less  money 
than  he  would  charge  others. 

Chrysler  has  other  big  aims,  too — curbing  wage  costs  and  get- 
ting more  flexibility  to  adjust  production  if  necessary.  While  the 
deal  protects  current  Chrysler  workers  from  pay  cuts,  it  offloads 
much  of  those  costs  to  suppliers  and  could  significantly  lower 
Chrysler's  future  labor  costs.  For  the  struggling  and  newly  prag- 
matic UAW,  the  alternative  was  the  good  chance  that  Chrysler 
would  close  the  plant  entirely.  In  signing  the  deal,  the  UAW 
agreed  to  a  highly  unusual  two-tier  wage  system,  mean- 
ing certain  workers  in  the  same  manufacturing  com- 
plex will  get  paid  less  than  their  peers. 

The  deal,  which  pushes  the  outsourcing  phenome- 
non to  a  new  level,  is  the  clearest  sign  yet  of  the  intense 
cost  pressures  faced  by  American  manufacturers — and  the  UAW. 
Chrysler  needs  to  somehow  narrow  the  $750-per-vehicle  cost  gap 
between  it  and  its  Japanese  rivals,  a  gap  faced  by  General  Motors 
and  Ford,  too.  China's  fledgling  auto  industry  is  also  putting 
downward  pressure  on  prices,  thanks  to  its  booming,  low-cost 
partsmakers.  The  entire  auto  industry  is  moving  to  outsource  big- 
ger chunks  of  vehicles,  but  progress  has  been  slow  because  of 
union  opposition.  General  Motors  is  outsourcing  the  full  interior 
for  two  upcoming  sedans.  BMW,  Porsche  and  others  have  out- 


sourced production  of  an  entire  vehicle  to  a  manufacturer  like 
Magna  or  Karmann. 

For  Zetsche,  the  deal  could  add  momentum  to  a  company 
already  on  a  hot  streak.  Sustained  profitability  has  been  elusive  for 
Chrysler  in  the  nearly  six  years  since  it  was  acquired  by  Ger- 
many's Daimler-Benz.  A  three-year  turnaround  plan  launched 
in  2001  was  derailed  in  mid-2003  by  Chrysler's  inept  marketing 
amid  a  devastating  incentive  war.  In  three  years  the  company  has 
racked  up  losses  (before  interest  and  taxes)  of  $4.7  billion  and 
eliminated  40,000  jobs.  With  Daimler- 
Chrysler  shares  losing  two-thirds  of  their 
value  since  the  merger,  the  $36  billion  deal 
was  looking  like  a  colossal  mistake. 

It  doesn't  look  so  bad  now.  Hot-selling 
new  models,  like  the  $32,000  Hemi-pow- 
ered  Chrysler  300C  sedan  and  the  redesigned 
Jeep  Wrangler  $26,000  Dodge  Durango,  have  brought  to 

staid  old  Chrysler  some  panache,  not  to  mention  fresh  revenues.  In 
only  four  months  the  300C,  which  is  getting  raves  from  rappers  like 
Snoop  Dogg,  has  sold  41,000  units  and  drawn  dealer  orders  for  an- 
other 92,000.  After  a  prolonged  dry  spell  Chrysler's  product  lineup 
looks  to  be  the  freshest  among  the  Big  Three,  says  Merrill  Lynch, 
with  88%  of  its  volume  scheduled  to  be  replaced  by  2008,  com- 
pared with  66%  for  both  General  Motors  and  Ford. 

Chrysler's  U.S.  market  share,  after  bottoming  out  at  1 1.3%  last 
September,  stood  at  14.5%  in  June.  Instead  of  dragging  down  its  i 
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'Secure  Web  access  to  our 
key  applications  without  a 
single  rewrite  was,  by  itself, 
a  huge  benefit  from  using 
Citrix.  In  addition,  Citrix 
cut  annual  telecom  costs  at 
our  370  dealerships  by  40%." 


Joyce  Vonada,  CIO 
AutoNation,  Inc. 


INFRASTRUCTURE  FOR  THE  ON-DEMAND  ENTERPRISE 

AutoNation  has  rapidly  become  the  largest  retailer 
of  new  and  used  vehicles  in  the  U.S.,  with  370 
dealerships  across  17  states.  With  the  need  to  provide 
secure  access  over  the  Internet  to  key  business 
applications  running  on  widely  diverse  IT  systems, 
AutoNation  turned  to  Citrix.  Without  a  single 
rewrite,  Citrix  made  it  possible  for  12,000  users  to 
access  hundreds  of  applications  over  the  Web. 
AutoNation,  along  with  99%  of  the  Fortune  500, 
uses  Citrix*  software  to  deploy  applications  centrally 
for  secure,  easy,  and  instant  access  to  business-critical 
information — anywhere,  anytime,  from  any  device. 
We  call  it  the  on-demand  enterprise.  And  it's  helping 
more  than  120,000  of  our  customers  save  money 
and  reduce  IT  complexity.  To  learn  what  Citrix  can 
do  for  your  business,  call  888-820-7918  or  visit 
www.citrix.com. 


CITRIX 


©2004  Otnx  Systems.  Inc  All  nghts  reserved.  Gtn*  is  a  registered  trademark  ol  Crtrw  Systems,  inc.  in  (he  U  S 
and  other  countries.  Al  other  trademarks  and  registered  tradenyyks  are  the  prooerty  ol  the*  respectwe  owners 


parenl  company,  Chrysler  is  starting  to  pull  its  own  weight.  Sur- 
prise: It's  the  Mercedes  division  and  the  company's  Mitsubishi  af- 
filiate thai  are  worrying  DaimlerChrysler  shareholders  these  days. 

Signs  of  improvement  are  everywhere  at  Chrysler.  Company 
officials  say  warranty  costs  have  dropped  34%  in  three  years,  while 
a  recent  consumer  survey  by  researcher  J.D.  Power  &  Associates 
gave  Chrysler's  vehicles  a  higher  score  on  initial  quality  than  Mer- 
cedes Bcn/.'s.  Since  2000  Chrysler  has  reduced  its  fixed  costs  by 
10%  and  material  costs  by  15%.  In  the  past  five  years  Chrysler 
has  knocked  eight  hours  off  the  time  it  takes  to  assemble  a  ve- 
hicle, according  to  productivity  experts  Harbour  Consultants. 

Such  efficiency  gains,  says  DaimlerChrysler,  will  lead  to  "sig- 
nificant positive  earnings"  this  year  for  the  Chrysler  Croup, 
which  lost  $637  million  in  2003  on  sales  of  $62  billion.  In  the  first 
three  months  ol  this  year  (  :hrysler's  net  before  taxes  and  inter 
est  was  $366  million. 

Nothing  Chrysler  has  done  to  boost  efficiency  so  far  com- 
pares to  the  roll  of  the  dice  in  Toledo.  The  planned  factory  is  just 
one  of  14  Chrysler  assembly  plants  in  North  America,  so  the 
results  of  the  experiment — good  or  bad — aren't  likely  to  sig- 
rufi<  antly  affect  company  profits.  But  if  the  project  works, 
Chrysler  will  try  to  replicate  the  recipe  elsewhere. 

Chrysler's  plan  is  to  replace  its  antiquated  Wrangler  factory 
in  Toledo  with  four  separate  plants,  each  one  dedicated  to  a  spe- 
cific manufacturing  process  and  connected  to  the  others  by  con- 
veyor belts.  Suppliers  will  own  and  operate  three  ol  the  four  fac- 
tories: the  body  welding  shop,  paint  shop  and  chassis  assembly 
line.  Chrysler  will  be  responsible  only  for  the  final  trim  and  as- 
sembly operation,  where  the  body  and  chassis  come  together 
and  where  the  seats,  instrument  panels  and  other  components  I 
tailed  i list  before  the  spoi  t  utilities  roll  oil  the  line. 


(  hrysler  will  pay  the  suppliers  for  each  painted  body  ai 
rolling  chassis  they  produce.  The  formula  generally  relieves  su 
pliers  of  some,  but  not  all,  of  the  risk  if  the  new  Wrangler  is  a  s.i 
bomb,  and  allows  them  to  share  some,  but  not  all,  of  the  win 
fall  if  the  vehicle  is  a  hit.  Last  year  ( Chrysler  sold  70,000  Wrangle 
and  the  company  expects  that  number  to  grow  by  10%  to  20 
after  the  vehicle  is  redesigned  in  2006.  But  continued  success 
the  rugged  Wrangler  is  no  sure  thing,  given  the  competition 
this  sector.  "The  worst  thing  that  could  happen,"  insists  Thorn 
W.  LaSorda,  chief  operating  officer  of  Chrysler  Croup,  "is  1  ha 
lo  buy  back  $300  million  worth  of  equipment  and  throw  it  on 
Chrysler's  business  model  may  be  innovative,  but  it's  not  t 
first  time  an  auto  supplier  invested  capital  in  a  manufacturer. 
1 903  1  lenry  ford  didn't  have  the  money  to  pay  Dodge  Brotfk 
Machine  Shop  for  motors  to  be  installed  in  his  cars,  so  he  ga 
the  Dodge  brothers  10%  of  the  shares  in  his  fledgling  auto  CO] 
pany.  Ford  eventually  squeezed  them  out,  but  they  still  profid 
mightily,  becoming  the  world's  biggest  supplier — and  lat 
Dodge  Brothers  Motor  Cars,  acquired  in  1928  by  Chrysler. 

Other  carmakers  have  tried  similar  partnerships  with  supp 
ers,  though  never  in  North  America.  In  2000  ford  Motor  r 
structured  a  factory  in  Cologne,  Germany  so  that  ford  paid  tl 
equipment  supplier,  Germany's  Eisenmann,  for  each  completi 
car  that  rolled  out  of  the  factory.  The  machinery  was  owned  I 
Eisenmann.  But  the  plant  got  off  to  a  rough  start,  mostly  because 
unrelated  supplier  problems  in  the  body  shop,  ford  is  still  using  tl 
pay-for-production  system  but  isn't  likely  to  repeat  it  anytime  soo 
"What  looks  good  in  theory  is,  in  fact,  pretty  complicated  to  pull  c 
in  practice,"  says  Niel  Golightly,  a  vice  president  for  ford  of  Europ 
I  )aimlerChrysler's  Smart  factory  in  f  ranee  comes  closest 


Chrysler's  John  Franciosi:  Got  the  union  to  bend. 
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what  Chrysler  plans  in  Toledo.  Almost  every  aspect  of  the  manu- 
facturing process  for  that  quirky  microcar  is  outsourced,  and  on- 
site  suppliers  paid  for  half  the  initial  $370  million  investment.  But 
DaimlerChrysler  has  pumped  at  least  $2.5  billion  into  the  project 
so  far,  and  Smart  has  yet  to  turn  a  profit.  The  problem,  Zetsche 
says,  was  that  Smart  provided  its  suppliers  with  guaranteed  sales 
volumes,  which  it  didn't  meet. 

LaSorda,  who  rose  through  the  ranks  at  General  Motors  before 
joining  Chrysler  in  2000,  had  tried  to  implement  the  new  business 
model  at  a  proposed  Chrysler  factory  in  Canada  in  late  2002.  But 
company  officials  grew  uneasy  with  the  business  strat 
egy  for  the  Dodge  M-80  pickup  it  was  to  produce  and 
pulled  the  plug.  In  Toledo,  says  LaSorda,  Chrysler 
has  a  better  chance  to  make  it  work  because  the 
Jeep  Wrangler  is  an  established  brand  icon. 

Union  leaders,  initially  aghast  at  Chrysler's  pro- 
posal to  let  suppliers  run  the  body  and  paint  shops, 
saw  they  had  little  choice  but  to  listen.  "You  can't  dismiss 
any  idea  that'll  enable  you  to  stay  in  business — especially  when 
you're  competing  for  jobs,"  says  Mahaffey.  "It  was  clear  they  were 
going  to  build  [those  vehicles]  someplace  else  if  we  couldn't  work 
out  an  agreement." 

The  labor  deal  works  like  this:  The  number  of  jobs  linked  to 
Jeep  operations  in  Toledo  will  remain  steady,  at  about  4,000.  A 
fourth  of  those  jobs  will  shift  from  Chrysler's  payroll  to  the  sup- 
pliers'. Current  Chrysler  employees  get  to  choose  whether  to  move 
to  a  supplier,  retrain  for  another  Chrysler  job  or  retire.  Both  sides 
are  counting  on  increased  production  at  the  Wrangler  factory — 
and  another  Jeep  plant  in  Toledo — so  that  every  Chrysler  worker 
who  wants  to  stay  with  the  company  can  do  so,  without  sacrific- 
ing pay.  But  if  production  slumps,  Chrysler  has  1,000  fewer  work- 
ers to  worry  about. 

The  UAW  insisted  that  workers  in  the  outsourced  paint  and 
body  shops  would  be  unionized  and  earn  the  same  as  Chrysler's 
assembly  workers  in  the  plant,  $26  an  hour  ($57,  including  bene- 
fits). For  workers  on  the  outsourced  chassis  line,  the  UAW  was  will- 
ing to  accept  lower  wages — provided  workers  were  unionized. 


Similar  parts  jobs  at  unaffiliated  suppliers  pay  $15.  The  union  alsc 
agreed  to  let  Chrysler  outsource  peripheral  jobs  like  materials  han- 
dling and  janitorial  services.  Janitors  earn  about  the  same  as  as-) 
sembly  workers — $60,000  to  $100,000  per  year.  Chrysler  says  the) 
work  could  be  outsourced  for  20%  of  that. 

The  UAW  has  always  resisted  a  two-tier  wage  system  withir 
one  manufacturing  site.  But  its  new  president,  Ronald  L.  Get- 
telfinger,  is  trying  to  rebuild  its  dwindling  membership  by  agree- 
ing to  different  pay  scales  for  different  kinds  of  work.  Seatmakers 
for  instance,  shouldn't  necessarily  earn  the  same  as  auto  assembly 
workers,  but  they  should  be  paid  roughly  the  same 
as  others  doing  similar  work  for  other  em- 
ployers. That  flexibility  enabled  tho 
UAW  to  organize  1 7,000  industria 
workers  in  2003,  almost  all  in  the 
auto  parts  sector. 
The  UAW  acquiesced  to  such 
Dodge  Durango  terms  because  Chrysler  agreed  to  in- 

vest another  $1.2  billion  in  new  vehicles  that  would  keep  the  two 
Toledo  factories,  and  their  workers,  busy  for  at  least  anothei 
decade.  The  automaker  plans  to  introduce  four  new  models  in 
Toledo,  starting  in  2006. 

Many  details  are  yet  to  be  worked  out,  says  David  MeynelL 
president  of  Diirr  Industries  North  America,  whose  German-based 
company  will  build  and  operate  the  paint  shop  in  Toledo.  "We're 
entering  this  agreement  as  a  partner  to  DaimlerChrysler — not  tc 
move  a  problem  from  one  side  to  the  other." 

Chrysler  hopes  the  new  factory  prototype  will  help  it  close  the 
productivity  gap  with  companies  like  Toyota.  But,  ironically,  the 
Japanese  automaker  would  never  consider  outsourcing  a  quality- 
sensitive  operation  like  a  body  shop  or  paint  shop,  says  Jeffrey 
Liker,  a  University  of  Michigan  engineering  professor  and  authoi 
of  Tlie  Toyota  Way. 

Zetsche  doesn't  argue,  but  says,  "If  we  tried  to  become  suc- 
cessful by  copying  Toyota  in  all  of  its  facets,  I  don't  think  we  woulc 
get  anywhere."  Instead,  if  this  scheme  works,  he  will  be  copying 
himself  in  other  parts  of  the  Chrysler  empire.  F 


►  By  the  Numbers 

Yes,  A  Hot-Selling  U.S.  Sedan 

Chrysler's  new  300,  well  marketed  with  an  optional  Hemi  engine,  is  a  hit  with 
rappers  like  Snoop  Dogg  and  is  providing  added  momentum  to  the  company's 
recovery. 


40,800  Sales  in  the  first 

four  months  (15,000  more 
than  its  predecessor,  the 
300M,sold  in  all  of  2003). 

92,000  Dealer  orders  in 
hand. 

$24,000  Starting  price. 
$40,000  Price  fully  loaded, 

with  a  Hemi. 


$15,000 


QAU,UUU  The  amount  of 
cash  one  customer  pocketed 
after  trading  his  Lexus  LS  430 
for  a  cheaper  Chrysler  300C. 

50%  The  percentage  of  buyers 
opting  for  the  Hemi  engine. 

340  Horsepower  generated  by 
a  Hemi  engine. 

Source:  Chrysler  Group. 
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:rosoft  rising  star  Taylor  is  leading  an  inroi 

|     HH  ICR"  vF.CUTIVEMAR- 

A  raylor's  schedule 

Iff  I  packed  with  meetings  like 
V  ■  une  when  he 

^ff  H  met  with  representatives 
m  French  drugmaker  Aventis  in  his 
dmond,  Wash,  office.  Aventis  has  tied 
;ether  groups  of  computers  running 
t  Microsoft's  operating  system  but  the 
sly  available  Linux.  These  high-perfor- 
.nce  clusters  can  analyze  proteins  at 
zing  speeds.  "That's  great  for  Linux," 
dor  said  cheerily,  at  the  time. 

That  same  week — by  coincidence,  the 
npany  says — Microsoft  announced 
ns  for  a  new  version  of  Windows  soft- 
re  to  handle  exactly  the  kind  of  high- 


campaign  against  Linux. 


performance  computing  Aventis  had  set 
up.  Says  Taylor  now,  "I'll  knock  on  their 
door  in  a  few  months  so  they  can  check 
out  our  stuff." 

Taylor,  34,  is  Microsoft's  top  Linux 
strategist.  He  speaks  regularly  at  confer- 
ences for  open-source  programming,  so 
called  because  anyone  can  examine  and 
make  changes  to  the  underlying  source 
code.  (The  guts  of  Microsoft's  software,  by 
contrast,  have  long  been  closely  guarded.) 
He  reads  Linux-themed  Web  newsgroups 
daily  and  often  phones  around  to  Silicon 
Valley  investors  who  are  funding  open- 
source  software. 

Entrepreneurs  in  the  industry  smile  at 
the  mention  of  his  name  because  they 


Microsoft  is  done 
dismissing  Linux. 
Martin  Taylor's  job 
is  to  embrace  it,  so 
the  software  giant 
can  figure  out  how 
to  squelch  the 
phenomenon. 

BY  VICTORIA  MURPHY 
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Microsoft 


Yeah,  That's  the  Ticket . . . 


Microsoft's  top  duo 
have  changed  their 
tune  on  Linux  since 
1998.  Note  that  its 
stock  is  where  it  was 
back  then. 

November  1998  Ballmer 
calls  it  "LIE-NUCKS." 
Asked  to  confirm  the 
pronunciation,  he  says: 
"There  is  no  financial 
incentive  to  answering 
that  question."  © 

March  1999  Gates 
says:  "Certainly  we 
think  of  it  as  a  com- 
petitor in  the  student 
and  HOBBYIST  MARKET. 
But  I  really  don't  think 
in  the  commercial  mar- 
ket we'll  see  it  in  any 
significant  way."  © 

July  1999  Ballmer  tells 
financial  analysts: 


"Linux  is  a  serious, 
albeit  a  LITTLE  BIT 
CRAZY,  implementation 
of  Unix  on  the  Intel 
platform."  © 

June  2000  Gates  says: 
"LINUX  IS  NOT  A  COM- 
PETITOR in  the  sense 
that  it  has  any  features 
that  the  product  we 
shipped  two  years  ago 
doesn't  have."  © 

September  2000 
Ballmer  says  Sun,  IBM, 
Oracle,  AOL  and  THE 
PHENOMENON  OF  LINUX 


'98      '99      '00      '01      '02  '03 

Source:  FT  Interactive  Data  via  FactSet  Research  Systems. 


are  the  biggest  threats 
to  Microsoft."  © 

June  2001  Ballmer 
says:  "LINUX  IS  A  CAN- 
CER that  attaches  itself 
in  an  intellectual  prop- 
erty sense  to  every- 
thing it  touches."  © 

September  2001 
Ballmer  says  to 
Microsoft  employees: 
"You  know  who  I  think 
our  BIGGEST  COMPETI- 
TOR is?  Linux.  Linux, 
Linux,  Linux,  Linux.... 
Bum  it  on  your  fore- 
head, people:  Linux." 
© 

October  2003  Ballmer: 
"There's  nobody  to 
hold  ACCOUNTABLE  for 
security  issues  with 
Linux."  © 

July  2004  Ballmer  on 
Linux:  "It's  keeping  us 
on  our  feet."  © 


know,  for  one  thing,  that  Taylor  is  a 
straight-up,  nice  guy,  but  also  that  his  real 
job  is  to  better  understand  Linux  so  Mi- 
crosoft can  do  a  better  job  of  crushing  it.  In 
2001  Microsoft  Chief  Steve  Ballmer  likened 
Linux  to  "cancer."  Now,  says  Taylor,  "Linux 
is  going  to  be  around  forever.  We've  got  to 
understand  it." 

Just  as  Microsoft  has  gone  through  a 
wrenching  transformation  from  a  com- 
bative bully  to  a  mature  corporate  citi- 
zen— the  recent  cash  dividend  of  $32  bil- 
lion, the  end  of  its  stock  options  program, 
a  settling  of  old  scores  with  Sun 
Microsystems,  Apple  Computer  and 
dozens  of  federal  and  state  trustbusters — 
it  is  changing  its  approach  to  Linux. 

Linux  is  a  different  kind  of  opponent. 
It's  not  a  company  to  bash,  but  a  software 
movement  with  the  backing  of  the  entire 
tech  industry.  IBM  invests  billions  in 
open-source  software  and  is  backing  the 
two  leading  Linux  distributors,  Red  Hat 
and  Novell.  (Yes,  there  is  revenue  in  free 
software;  these  companies  get  money 
supporting  Linux.)  Oracle  has  most  of  its 
developers  coding  on  Linux.  Venture  cap- 
ital funds  are  spawning  dozens  of  open- 
source  upstarts  that  threaten  to  chip  away 
at  Microsoft's  new  areas  of  growth,  like 
e-mail  security  and  mobile  software.  IBM, 
Hewlett-Packard  and  Dell  all  now  sell 
boxes  preloaded  with  Linux  or  Windows. 
Even  Intel,  which  has  been  joined  to 
Microsoft's  hip  since  the  dawn  of  the  PC 
era,  supports  Linux  running  on  its  Pen- 
tium processors. 

Microsoft  has  finally  met  its  match 
against  software  that  is  largely  download- 
able for  free.  Investors  discount  it  into  the 
stock  price.  In  a  private  meeting  with 
executives  in  May,  Ballmer  griped  that 
Microsoft's  profits  have  more  than  dou- 
bled in  the  past  six  years,  but  the  stock,  at 
$29,  is  right  where  it  was  then.  "Linux 
creates  a  cloud  of  uncertainty  over 
Microsoft.  Every  time  Red  Hat  reports 
earnings,  Microsoft  seems  to  take  a  hit," 
says  Goldman  Sachs  software  analyst 
Richard  Sherlund. 

The  reality  is  a  bit  less  dire.  Microsoft's 
revenue  climbed  14%  this  year  to  $36.84 
billion.  What  Linux  is  doing  is  taking  away 
greater  opportunities.  Few  companies  run- 
ning Windows  are  switching  to  Linux; 


most  of  the  converts  come  from  Unix  sys- 
tems supplied  by  Sun,  Hewlett-Packard 
and  IBM.  But  Linux  is  doing  well  in  server 
software  and  threatens  serious  inroads  in 
Microsoft's  desktop  monopoly.  In  the  next 
two  years  Linux  server  revenue  will  grow 
$2.2  billion,  while  Microsoft's  will  grow 
$2.5  billion,  according  to  research  firm 
Gartner.  Linux  at  some  point  could  be 
good  enough  to  run  home  PCs.  It  has  just  a 
3%  market  share  for  desktop  software, 


mostly  in  schools  and  overseas  (that' 
more  than  Apple's).  Linux  vendor  Novel 
is  now  rolling  out  Linux  for  its  owl 
employees'  PCs  and  has  18  customer 
signed  up  for  trial  runs. 

Taylor  is  fond  of  pointing  out  that  th> 
battle  against  Linux  is  an  increasingly 
familiar  one.  "Before,  Linux  was  thil 
cloud  we  didn't  get,  now  it  is  Red  Hat 
Novell,  IBM.  We  know  how  to  compel 
with  companies.  I  was  high-fiving  everyj 
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'Oil  companies  unfortunately 
create  a  bigger  footprint  so 
they  have  to  take  greater 
steps  to  try  and  lessen  it." 


Debra  Hansen/Botanist 


To  provide  heat,  power  and  mobility  for  the  U.S., 
new  pipelines  have  to  be  built.  In  Louisiana,  BP 
pioneered  a  new  standard  for  pipeline  construction. 
Working  with  environmental  groups,  community 
leaders,  and  even  local  oystermen,  we  produced 
a  solution  that  preserved  wetlands. 

It's  a  start. 


bp 


beyond  petroleum 


bp.com 


Microsoft 


one  I  could  find  when  Novell  bought 
[German  Linux  distributor]  SuSe.  We 
already  won  once  against  Novell." 

Inside  Microsoft  Taylor  is  building  a 
network  of  information  and  relationships 
aimed  at  overpowering  the  rival  operat- 
ing system.  His  attack  spans  multiple  lev- 
els of  the  Redmond,  Wash,  empire:  prod- 
uct development,  marketing,  sales  and 
even  customer  demonstrations.  In  a  build- 
ing where  Microsoft  hosts  trial  runs  of  its 
software  for  customers,  Taylor  now  has  50 
servers  out  of  500  devoted  to  Linux. 

His  big  move  so  far  is  an  information 
campaign.  Twenty-nine  operatives 
around  the  world  convey  his  anti-Linux 
message  to  Microsoft's  sales  force  and 
relay  reactions  from  customers.  "We're 
never  going  to  get  blindsided  by  the  tech- 
nology. Now  I  know  what  deals  we're 
winning  or  losing  and  why.  Before,  I 
found  out  about  this  stuff  when  a 
reporter  called,"  says  Taylor. 

In  January  Taylor  poached  one  of  IBM's 


must  be  great.'  Tell  us  what  Linux  does 
that  we  can't  do.  Don't  tell  us  you're 
deploying  Linux  just  because  you.can." 

The  strategy  works  for  customers  like 
BET,  the  black-entertainment  subsidiary  of 
Viacom.  Tech  chief  Navarrow  Wright 
switched  BET's  Web  site  from  a  Sun  system 
to  Microsoft's  after  trolling  through  the 
data.  But  some  Microsoft  resellers  don't 
bother  with  the  surveys.  "I'm  not  sure  how 
relevant  this  stuff  is,"  says  PCMS  Datafit's 
Matt  S.  Scherocman.  One  Microsoft  cus- 
tomer, ADC  Chief  Information  Officer 
Jamey  S.  Anderson,  agrees:  "You  don't 
know  who's  paying  the  bills.  You  can't  trust 
the  surveys." 

Microsoft  is  actively  sowing  uncertainty 
and  doubt  among  potential  Linux  cus- 
tomers over  who,  if  anyone,  owns  the  intel- 
lectual property  behind  open-source  soft 
ware.  In  May  2003  it  paid  $21  million  for 
software  licenses  from  SCO,  the  tiny  Utah 
company  suing  IBM  for  $  1  billion  for  con- 
tributing code  to  a  Linux  product  that 


DiDio.  The  company  is  thinking  about 
ways  to  sell  software  to  price-sensitive 
markets,  like  offering  Office  outside  tha 
U.S.  as  a  prepaid  Web  service  similar  tc 
MSN's  deluxe  Hotmail.  Previously,  cus\ 
tomers  in  a  country  like  Thailand  paid 
roughly  the  same  for  PC  software  as  cusi 
tomers  in  San  Francisco.  Now  Microsoft 
is  experimenting  with  lower-price  versions 
of  Windows  in  Thailand.  Microsoft  execi 
insist  this  is  not  a  sign  of  increased  pricing 
pressure.  "We're  just  as  flexible  as  we've 
always  been  on  price,"  says  Kevin  John- 
son, head  of  worldwide  sales. 

Taylor,  who  served  for  two  years  in  a 
coveted  spot  as  Ballmer's  assistant,  has  a 
high  profile.  He's  been  at  Microsoft  since 
college  and  rattles  off  techie  jargon  like 
value  proposition  and  customer  sal 
(short  for  satisfaction)  like  any  seasoned 
Microsoftie.  He  claims  to  have  shed  a  teai 
the  first  time  he  saw  Microsoft's  most 
recent  TV  spots  featuring  kids  dreaming 
of  being  future  astronauts  and  painters. 


"I  was  high-fiving  everyone  I  could  find  when  Novell  bought  SuSe." 


former  Linux  technical  leaders,  William 
Hilf,  to  test  20  versions  of  open-source  soft- 
ware in  Redmond.  Hilf  two  years  ago  was  in 
front  of  audiences  touting  the  cost  effec- 
tiveness, reliability  and  performance  of 
open-source  software.  Nowadays  he's 
working  the  Microsoft  spiel:  "There's  no 
set  architecture  in  Linux.  All  roads  lead  to 
madness,"  and  "the  devil  is  in  the  details. 
This  stuff  is  not  easy  to  run." 

Microsoft  has  funded  13  studies  over 
the  past  year  comparing  Linux  with  its 
own  products.  Guess  what:  All  of  them 
come  out  in  favor  of  Microsoft.  The  stud- 
ies are  generously  referenced  in  an  adver- 
tising campaign  dubbed  "Get  the  Facts." 
Can  Linux  really  handle  crucial  areas 
such  as  security  and  e-mail?  The 
Microsoft  people  are  ready  with  answers. 
Taylor  records  quarterly  "drive-time 
CDs,"  a  quasi-inspiration  tape  for 
Microsoft  resellers  to  listen  to  while 
driving  to  visit  customers.  He  has 
Microsoft's  salesfolk  taking  exams  to 
qualify  for  certification  as  Linux  experts. 

"I  just  want  the  decision  to  be  based 
on  facts,  not  religion,"  says  Taylor.  "Peo- 
ple are  saying,  'It's  not  Microsoft,  so  it 


allegedly  infringes  on  its  Unix  copyright. 
Linux  advocates  saw  it  as  a  thinly  veiled 
investment  in  the  lawsuit. 

At  a  recent  gathering  of  venture  capi- 
talists Ballmer  went  so  far  as  to  suggest 
Microsoft  might  own  intellectual  prop- 
erty in  Linux  and  assured  the  audience 
that  Microsoft  would  pursue  any  viola- 
tion of  its  own  patents.  Before  he  spoke,  a 
fire  alarm  went  off.  "It  was  eerily  sym- 
bolic," says  a  venture  capitalist  in  atten- 
dance. "We  all  scattered."  Microsoft 
denies  this,  and  says  it  will  not  litigate. 

Windows  group  chief  James  Allchin 
accuses  Linux  of  being  a  cheap  knockoff: 
"There's  no  innovation.  Linux  is  still  in 
the  business  of  cloning  existing  technol- 
ogy." Allchin  points  to  new  features  in  the 
version  of  Windows  due  in  2007  that  will 
allow  users  to  remotely  turn  PCs  on  or  off, 
with  programs  still  running.  Searches  will 
extend  across  all  data  like  e-mail,  photos, 
Word.  "We're  creating  things,"  he  says. 

And,  for  the  first  time,  offering  dis- 
counts of  up  to  60%  in  the  form  of  rebates 
on  server  software  and  Office  for  busi- 
nesses. "Microsoft  is  going  out  with  check- 
book in  hand,"  says  Yankee  Group's  Laura 


Taylor  was  handed  a  just-finished 
study  that  found  Microsoft  too  emotion- 
ally biased  against  open-source  code  and 
blind  to  customer  distrust  in  its  owrj 
brand.  "This  was  a  real  wake-up  call  foi 
us.  We  just  had  to  talk  competitively 
which  we  hadn't  done  since  the  Word- 
Perfect days.  I  knew  we  had  to  deepU 
understand  the  technology,"  says  Taylor. 

Taylor  thinks  Novell  poses  the  biggesl 
threat  to  Microsoft.  "They  have  the  best 
opportunity,"  he  says.  Through  two 
acquisitions  Novell  has  amassed  a  heftj 
stack  of  Linux-based  software  that 
includes  a  server  operating  system,  deski 
top  and  management  software.  Novell 
gives  resellers  up  to  15%  commissions  or 
top  of  the  usual  commission  on  first-time 
Linux  customer  deals. 

At  Microsoft's  partner  conference  in 
July  Taylor  spent  four  hours  dining  with 
dozen  Novell  resellers  for  what  he  dubs 
"deeper  dialogue"  on  Linux.  Several  art 
now  signing  up  to  sell  Microsoft's  servei 
products,  too.  "In  some  number  of  years 
my  job  shouldn't  exist,"  says  Taylor.  "If  il 
isn't  Linux,  it's  something  else.  But  we'l. 
be  ready  to  take  it  on." 


68     FORBES"  August  16,  2004 


~v  in       MLB.com  knows  the  power  of  SAS"  software. 


How  does  MLB.com"  give  fans 
the  ultimate  baseball  experience? 


ENTERPRISE  inteli  iglnci 


SUPPLIER  INTELLIGENCE 


GANIZATIONAL  INTELLIGENCE 


CUSTOMER  INTELLIGENCE 


INTELLIGENCE  platform 


Millions  of  fans.  Thirty  teams.  One  passion.  And  24/7  access  to  it  all  through  MLB.com. 
At  the  official  site  of  Major  League  Baseball,  fans  can  experience  baseball  in  a  whole  new 
way  -  from  live  ballgames  to  stats  in  real  time,  from  history  to  fantasy,  across  the  league  or 
by  connecting  to  individual  club  sites.  MLB.com  is  the  richest,  deepest  source  of  original 
baseball  news  and  highlights  on  the  Internet.  SAS  is  proud  to  provide  the  state-of-the-art  data 
management,  predictive  analytics  and  marketing  automation  software  that's  helping  Major 
League  Baseball  enrich  the  interactive  experience  for  the  hundreds  of  millions  of  visitors 
who  make  MLB.com  such  a  big  hit.  To  find  out  more  about  SAS,  visit  our  Web  site  or  call 
toll  free  1  866  887  1363. 

www.sas.com/mlb 
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Anthrax 


DAVID  WRIGHT,  THF.  PHARMA- 
ceutical  executive  who  helped 
make  Zantac  a  miracle  ulcer 
cure,  is  standing  on  the  front 
lines  against  catastrophic  bioter- 
rorism — with  a  paper  towel  in  his  hands. 

"We  can't  afford  an  eraser,"  Wright 
jokes  as  he  wipes  a  blackboard.  "We're 
watching  every  dollar  and  doing  things 
incrementally." 

His  three-year-old  biotechnology 
firm,  Pharmathene,  has  never  produced  a 
drug  before.  Its  13  employees  share 
boardrooms  and  a  receptionist  with  ten 
other  firms  at  an  office  in  Annapolis,  Md. 
What  Wright  does  have  is  a  potential 
treatment  for  people  infected  with 
anthrax,  the  bacteria  that  infected  22 
Americans  through  the  mail  in  2001  and 
was  lethal  enough  to  kill  5  of  them  within 
days.  Wright,  Pharmathene's  chief  execu- 
tive, needs  another  $25  million  to  begin 
safety  tests  on  humans. 

Pharmathene  is  one  of  a  smattering  of 
small  and  undercapitalized  biotechnology 
outfits  trying  to  develop  either  vaccines 
or  antidotes  for  anthrax,  which  remains, 
in  the  opinion  of  a  lot  of  experts,  the 
most  likely  weapon  to  be  used  against  the 
U.S.  in  a  bioterror  attack.  A  mason  jar  of 
anthrax  sprayed  over  an  urban  area  could 
infect  400,000  urban  residents  and  possi- 
bly kill  half  of  them  in  less  than  two 
weeks.  Such  a  dispersal  would  be  hard  to 
pull  off,  but  certainly  not  impossible.  A 
9/11  Commission  staff  report  concluded 
in  June  that  al  Qaeda  "was  making 
advances  in  its  ability  to  produce  anthrax 
prior  to  Sept.  11"  and  cited  former  CIA 
director  George  Tenet  as  warning  that  an 
anthrax  attack  is  "one  of  the  most  imme- 
diate threats  the  U.S.  is  likely  to  face." 

Anthrax  is  relatively  easy  to  mass- 
produce.  The  naturally  occurring  bac- 
terium, which  infests  soil  and  is  con- 
tracted by  grass  grazers  like  cattle  or 
sheep,  can  be  extracted  from  the  blood  of 
an  infected  animal  and  grown  in  petri 
dishes.  An  attack  might  not  be  detected 
until  people  started  getting  very  ill. 

The  threat  of  biological  attack  is  con- 
sidered so  serious  that  President  Bush  in 
late  July  signed  Project  Bioshield,  creating 
a  $5.6  billion  fund  to  stockpile  treatments 
tor  smallpox,  botulism  and  anthrax  over 


Catching 
The  Bad  Bug 

Anthrax  is  the  government's  most  presenl 
bioterror  danger.  Our  defense:  crossed  fingers 
and  a  group  of  tiny  biotechs  scrambling  for 
a  couple  billion  from  Washington. 


BY  ROBERT  LENZNER  AND  NATHAN  VARD 


ten  years,  without  the  need  for  approval 
from  the  Food  &  Drug  Administration. 
This  fall  Washington  will  start  to  free  up 
hundreds  of  millions  of  dollars  to  stock- 
pile anthrax  antidotes  and  $1.4  bilJion  to 
buy  vaccine  doses.  The  Congressional 


Budget  Office  figures  the  bill  could  come 
to  $8  billion  over  ten  years.  The  National 
Institutes  of  Health  will  spend  anothei 
$1.6  billion  this  year,  up  from  $291  mill 
lion  in  2002,  on  biodefense  work. 

A  good  chunk  of  this  money  will  be  a 
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Veri70nwireless 

We  never  stop  working  for  you? 


Compose  emails  with 
built-in  QWERTY  keyboard 


Treo  600 


ZEmail  with  Wireless  Sync  is  always  on  for 
utomatic  email  delivery  and  instant  productivity. 

ily  Verizon  Wireless  has  VZEmaiP"  with  Wireless  Sync,  so  your  employees  receive  their  email  automatically  on 

3  Treo''  600.  No  need  to  keep  checking  an  inbox,  because  Wireless  Sync  gives  the  Treo""  600  always  on  access 
email,  contacts,  calendar  updates,  and  important  information.  Employees  can  also  make  calls  and  browse  the 
sb  for  increased  productivity  outside  the  office.  It's  all  from  the  company  Wireless  Week  called  "Carrier  of  the 
iar."  And  it's  just  one  more  reason  that  for  all  your  company's  wireless  needs,  we  mean  business. 

Dntact  our  business  representatives  at  1.800. VZW.4BIZ  or  log  on  to  verizonwireless.com. 

jject  to  Customer  Agreement,  service  plans  and  credit  approval.  Coverage  &  service  not  available  in  all  areas.  Must  be  within  National  Enhanced  Service  Rate  &  coverage 
a  and  your  desktop  must  be  on  and  in  a  condition  to  receive  email.  palmOne,  Treo,  Palm  Powered  and  Palm  OS  are  among  the  trademarks  or  registered  trademarks  owned 
or  licensed  to  palmOne,  Inc.  All  other  brand  and  product  names  are  or  may  be  trademarks  of,  and  are  used  to  identify  products  or  services  of,  their  respective  owners. 

004  Verizon  Wireless 


roll  of  the  dice.  The  Centers  for  Disease 
Control  &  Prevention  has  given  Acambis,  a 
small  British  outfit,  $500  million  to  work 
on  a  new  smallpox  vaccine.  But  the  vaccine 
started  causing  heart  problems  in  humans 
during  safety  trials.  Acambis  is  continuing 
to  test  the  vaccine,  but  stopped  recruiting 
new  test  subjects  in  April. 

The  biggest  drug  firms  don't  even  want 
the  feds'  money.  They  watched  in  horror  as 
the  Department  of  Health  &  Human  Ser- 
vices forced  the  German  drugmaker  Bayer 
to  make  its  Cipro  antibiotic  available  at 
steep  discounts  during  the  2001  anthrax 
attacks.  Of  the  506  drugs  publicly  disclosed 
to  be  under  development  by  the  22  largest 
pharmaceutical  and  biotech  companies, 
only  32  are  poised  to  fight  infectious  dis- 
eases and  half  of  those  are  aimed  at  HIV, 


which  burrows  into  cells,  as  well  as  an 
"edema  factor"  and  a  "lethal  factor,"  which 
combine  with  the  first  to  cause  havoc.  Cells 
die  en  masse  and  the  immune  system  col- 
lapses soon  after  infection.  Cipro  can  kill 
the  anthrax  bacteria  if  used  early  enough, 
but  it  is  no  impediment  to  toxins  already 
loose  in  the  bloodstream. 

The  only  currently  available  anthrax 
vaccine,  BioPort's  Biothrax,  unrealistically 
requires  multiple  doses  over  18  months  to 
build  immunity  and  causes  such  allegedly 
severe  side  effects  that  many  U.S.  soldiers 
have  refused  to  take  it  despite  the  threat  of 
court-martial.  Two  vaccines,  from  VaxGen 
of  Brisbane,  Calif,  and  Avecia  in  the  U.K., 
are  in  clinical  trials  to  prove  that  they  can 
cut  the  immunity  lead  time  to  perhaps 
three  months.  That  work  has  been  funded 


called  their  company  Pharmathene  and 
shortly  after  the  200 1  anthrax  attacks  won 
a  $13  million  grant  from  the  Pentagon. 

Last  year  they  got  former  Glaxo 
marketer  David  Wright  to  hop  on  board 
as  chief  and  raised  $15  million  morel 
from  Healthcare  Ventures,  a  $1  billion 
fund  run  by  James  Cavanaugh,  a  friend 
of  Vice  President  Cheney.  The  Pharma- 
thene product  has  been  tested  success-  j 
fully  on  animals,  but  its  safety  has  yet  to 
be  tested  on  humans.  One  drawback:  It 
must  be  delivered  by  intravenous  infu- 
sion every  six  hours  for  four  days  to  be 
effective. 

Plenty  of  other  small  firms  with  yet 
unproven  solutions  are  vying  for 
Bioshield  money.  Enzybiotics,  a  New  York 
outfit  funded  with  $4  million  from  the 


Drug  Company 

Status 

Comments 

VACCINES 

BioThrax  BioPort 

Only  FDA-licensed 
anthrax  vaccine 

The  Defense  Department  has  vaccinated  more  than  750,000 

service  members  with  more  than  2.2  million  doses.  Some  refuse  to  take  it. 

rPA102  VaxGen 


In  clinical  trials        A  purified  protein  that  may  provide  immunity.  VaxGen 
has  a  3-million-dose  contract  with  the  government. 


rPA 


CURES 


Cipro 


Avecia  In  clinical  trials        Avecia  won  a  3-million-dose  government  contract. 


Bayer  In  wide  use  Powerful  antibiotic  prescribed  heavily  in  the  2001 

anthrax  scare.  Kills  anthrax  but  not  the  toxins  it  produces. 

ABthrax  HGS 


Small  safety 
trial  completed 


DNI  Pharmathene   Awaiting  human 

safety  trials 

says  the  University  of  Pittsburgh's  Center 
for  Biosecurity.  The  National  Venture  Cap- 
ital Association  reports  only  2%  of  venture 
money  went  toward  biodefense  since  the 
Sept.  1 1  terrorist  attacks. 

Senators  Joseph  Lieberman  and  Orrin 
Hatch  want  to  throw  a  bunch  of  sweeten- 
ers at  Big  Pharma  to  get  its  attention, 
including  lucrative  tax  breaks  and  blanket 
liability  indemnity  for  biodefense  products. 
They  also  propose  letting  firms  that  come 
up  with  successful  biodefense  medicine 
postpone  patent  expirations  for  a  couple 
of  years  on  their  blockbuster  drugs  for  ail- 
ments like  hypertension  and  heartburn. 

If  inhaled  into  the  lungs,  anthrax 
spores  can  in  as  little  as  24  hours  produce 
bacteria  that  infiltrate  the  blood  and  gen- 
erate three  toxins:  the  protective  antigen, 


Antibody  that  blocks  the  ability  of  the  toxin  to 
enter  the  cells. 

May  block  anthrax  toxins  from  entering  the  cell. 


with  nearly  $200  million  from  the  NIH. 

The  lack  of  a  postattack  anthrax  treat- 
ment was  clear  even  before  Sept.  1 1.  In 
1999  Senator  John  Warner,  chairman  of 
the  Senate  Armed  Forces  Committee, 
called  up  Joel  McCleary,  a  private  investor, 
once  in  the  Carter  White  House,  to  get 
going  on  a  solution.  Through  his  position 
on  the  board  of  advisers  of  Harvard's 
medical  school,  McCleary  met  microbiol- 
ogist John  Collier,  who  had  been  research- 
ing anthrax  for  years  and  was  desperate  to 
turn  his  findings  into  a  drug. 

Collier  and  his  colleagues  had  been 
working  on  a  protein  product  that  would 
stop  the  anthrax  bacterium's  deadly  tox- 
ins from  puncturing  cell  membranes  by 
altering  a  few  of  the  amino  acids  in  the 
burrowing  toxin.  McCleary  and  Collier 


Pentagon,  is  expected  to  get  a  contract  to 
produce  a  lysin  enzyme  discovered  by 
Dr.  Vincent  Fischetti  of  Rockefeller  Uni- 
versity. This  enzyme  attacks  and  kills  the 
bacterium  before  it  produces  the  deadly 
toxins.  Human  Genome  Sciences  pro- 
duces ABthrax,  an  antibody  that  blocks 
the  ability  of  the  burrowing  antigen  to 
enter  cells.  HGS  claims  that  a  single  dose 
up  to  12  hours  after  exposure  "provides 
complete  protection."  ABthrax  showed 
only  moderate  side  effects. 

Pharmathene  Chairman  McCleary 
reckons  that  "al  Qaeda  could  have 
obtained  Russia's  26  different  kinds  of 
anthrax  that  are  undetectable  in  a  stealth 
attack.  We  need  to  stockpile  a  lot  of  agents 
because  everybody  in  this  town  thinks  it's 
going  to  happen." 
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YOU  SEE  A  LITTLE  KNOWN  CANDY. 
WE  SEE  A  SWEET  DEAL. 


Our  unique  perspective  helps  us  uncover  values  others  might  miss. 


MUTUAL 
SERIES 
FUNDS 


When  our  Mutual  Series  fund  managers  discovered 
a  small  candy  company  with  a  potentially  vast 
international  market,  they  seized  the  opportunity  to 
purchase  its  stock  at  a  significant  discount  to  its  intrinsic  value. 
The  result:  a  sweet  deal  for  our  fund  shareholders  when  we  sold 
the  stock  at  a  profit. 

Identifying  value  like  this  requires  a  unique  perspective.  One 
that  comes  from  consistently  following  a  three-pronged  strategy 
of  digging  deep  to  find  undervalued  securities,  distressed  debt 
and  arbitrage  opportunities.  A  proven  approach  that  has  provided 
strong  performance  over  the  long  term. 

For  details  on  how  our  perspective  may  benefit  your  portfolio, 
mail  in  the  postage-paid  card,  see  your  financial  advisor,  call 
1-800  FRANKLIN,  Ext.  P287  or  visit  franklintempleton.com 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN  FROM  OUR  PE RSPECTI VE® > 


MUTUAL  SHARES  FUND 

Average  Annual  Total  Returns  6/30/04  -  Class  A* 

1-Year 

11.36% 

5-Year 

5.18% 

10-Year 

11.90% 

Before  investing  in  Mutual  Shares  Fund,  you  should  carefully  consider  the  fund's  investment 
goals,  risks,  charges  and  expenses.  You'll  find  this  and  other  information  in  the  fund's  prospec- 
tus, which  you  can  obtain  from  your  financial  advisor.  Please  read  the  prospectus  carefully  before 
investing.  Investment  return  and  principal  value  will  fluctuate  so  that  your  shares,  when 
redeemed,  may  be  worth  more  or  less  than  their  original  cost.  Performance  data  quoted  includes 
the  maximum  5.75%  initial  sales  charge  and  represents  past  performance,  which  does  not 
guarantee  future  results.  More  recent  returns  may  differ  from  figures  shown;  for  most  recent 
month-end  performance  figures,  please  visitfranklintempleton.com. 
Investing  in  companies  involved  in  mergers,  reorganizations  and  liquidations  involves  special  risks. 
Foreign  investing  involves  special  risks  including  currency  fluctuations  and  political  uncertainty. 
Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 

tThe  fund  offers  other  share  classes,  subject  to  different  fees  and  expenses,  which  will  affect  their  performance.  Prior  to  11/1/96,  only  a  single  class  of  fund 
shares  was  offered  without  sales  charge  and  Rule  12b-1  expenses.  Returns  shown  are  a  restatement  of  the  original  class  to  include  both  the  Rule  12b-1  expenses 
and  maximum  initial  sales  charge  as  though  in  effect  from  the  fund's  inception.  Average  annual  total  returns  represent  the  average  annual  increase  in  value  of 
an  investment  over  the  indicated  periods  and  assume  reinvestment  of  dividends  and  capital  gains  at  net  asset  value.  fobs/04 
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Food  companies  are  always  searching  for  the  next 
great  new  product.  One  juice  maker  decided  their  key 
to  success  was  making  a  better-tasting  orange  juice. 
Working  with  Cargill  led  to  an  important  discovery. 
Much  like  grapevines,  orange  trees  of  a  certain 
age  produce  more  flavorful  juice.  Cargill  found  a  way 
to  source  oranges  only  from  those  trees,  process 
them  and  ship  them  in  a  separate  supply  chain.  Now 
the  company  is  marketing  a  better-tasting  juice  made 
from  specially  selected  oranges,  and  toasting  its 
success.  This  is  how  Cargill  works  with  customers. 
collaborate    >    create   >  succeed 


Cargill 


Nourishing  Ideas.  Nourishing  People: 


www.cargill.com 


Air  Taxi 


T'S  IN  A  CRAMPED  MEETING  R(X)M  THAT  LOOKS  OUT  ON 
the  tennis  courts  at  the  New  Haven  (Conn.)  Lawn  Club 
that  two  old  airline  veterans — and  onetime  enemies — 
are  meeting  to  discuss  their  plans  to  change  fundamen- 
tally the  way  prosperous  executives  fly.  Robert  Crandall 
hasn't  changed  much  since  stepping  down  six  years  ago 
from  AMR  Corp.,  parent  of  American  Airlines,  which  he 
built  into  the  world's  largest  carrier.  The  same  handshake 
that  would  make  the  Hulk  wince.  The  same  blue  suit  and 
red  tie  with  tiny  blue  dots.  And  it's  clear  he's  still  in  charge.  Cran- 
dall's  just  finished  a  telephone  call  when  Donald  Burr — -founder 
of  People  Express,  the  upstart  discount  carrier  that  soared  and 
then  crashed — bolts  through  the  door,  his  paisley  tie  and  loafer 
tassels  flapping. 

These  two  old  aces  have  a  notion  of  how  to  make  flying  a 


lot  less  painful  to  people  with  ample  expense  accounts.  Tlieii 
concept  is  vastly  more  convenient  than  commercial  airline 
travel  with  all  its  waits  and  security  lines,  yet  a  lot  less  expen- 
sive than  chartered  jets  or  executive  jet  ownership.  It  amount? 
to  creating  an  industry  of  air  taxicabs. 

It's  time  for  a  revolution  in  business  travel.  The  commer- 
cial airline  business  is  going  through  another  round  of  bank- 
ruptcies, route  shakeonts  and  confrontations  with  unions 
Having  fewer  airlines  will  exacerbate  the  already  lousy  service 
that  makes  so  many  people  hate  to  fly  these  days — the  lon§ 
waits,  the  delays,  the  cancelations,  the  lost  bags.  Short  flight.' 
aren't  worth  the  hassle  anymore.  Since  2000,  reports  the  Ail 
Transport  Association  of  America,  there's  been  a  21%  drop  ir 
passenger  volume  for  flights  of  500  miJes  or  less. 

Crandall  and  Burr  are  calling  their  air  taxi  service  Pogo — 
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fter  the  stick  that  bounces, 
lot  Walt  Kelly's  cartoon  possum. 

it  this  point  it's  little  more  than  a  grand  plan,  $8  million  in 
apital  and  a  small  fleet  of  new-generation  lightweight  jets  on 
irder.  The  idea  is  to  introduce  air  travel  on  demand,  using 
Veb-based  software  to  route  small  aircraft  as  needed.  "The 
•lanes  will  go  wherever  the  customers  go,"  says  Burr,  63.  "If 
ou're  in  Syracuse  and  want  to  go  to  Portland,  Me.,  we  will 
irobably  be  over  in  Rochester  and  have  to  fly  over  and  get  you. 
rou  might  say  I  want  to  go  at  4  p.m.,  and  we'll  say,  'Yeah,  we 
an't  go  at  4,  but  we  can  pick  up  at  4:30."' 

Pogo  will  begin  service  next  year  with  a  new  class  of  six-seat 
ninijets  flying  from  North  Carolina  to  Maine.  The  jets  will  fly 
loint-to-point  among  the  nation's  largely  underused  5,400 
mailer  airports,  situated  within  a  half  hour's  drive  of  93%  of 


Americans.  These  airports  are  free  of  the  aggravating  conges 
of  the  50  largest  domestic  hubs,  through  which  90%  of  travelers 
pass.  "There're  no  ticket  counters,  no  terminals  and  no  baggage 
handlers,"  says  Crandall,  68,  who  still  chain-smokes  his  cigarettes 
down  to  the  filter.  "You  drive  up  to  the  airport  minutes  before 
your  flight,  the  pilot  loads  your  bag  and  away  you  go." 

You'll  pay  for  the  privilege.  A  300-mile  trip  will  cost  $6.50  a 
mile  or  so,  or  roughly  $2,000,  one  way.  That  gets  you  four  pas- 
senger seats;  if  your  party  can  use  all  four,  you  are  paying  $500 
apiece,  about  the  same  as  a  first-class  commercial  flight  between, 
say,  Chicago  and  St.  Louis.  Chartering  a  Cessna  Citation  Bravo 
(11  seats)  runs  $10  to  $12  a  mile;  a  16-seat  Gulfstream  G  IV 
would  be  $25.  If  you  can't  find  three  strangers,  Pogo  will  help 
you  do  it;  you  simply  select  that  option  when  you  make  the 
reservation. 
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Sure,  they're  laughing 
now:  partners,  finally, 
Robert  Crandall  and 
Donald  Burr. 


Pogo's  target  customer  is  a  middle  manager,  age  30  to  50, 
who  earns  in  excess  of  $150,000  and  flies  eight  to  ten  times  a 
year.  "This  is  going  to  generate  travel  from  people  who  go  by 
road  or  [not]  at  all,"  says  Burr.  The  plan  is  to  start  in  the  North- 
east; last  year  there  were  19  million  plane  trips  within  500  miles 
of  New  York  City.  Among  the  possible  routes:  Sanford  (near 
Portland),  Me.  to  Saratoga  Springs,  N.Y.  (near  Albany);  Bed- 
ford, Mass.  to  Islip,  N.Y.  (Boston  to  New  York  City,  off  the 
beaten  track);  Morristown,  N.J.  to  Asheville,  N.C. 

Crandall  boldly  projects  a  pretax,  pre-interest  margin  of  21%. 
He's  banking  on  average  revenue  of  $6.75  per  mile.  On  the  ex- 
pense side  he  jots  down  $  1  per  mile  for  fuel  and  engine  mainte- 
nance, $1  for  depreciation  and  pilot  salary  and  $2  for  all  other 
overhead,  including  landing  fees,  the  Internet  reservation  system 


and  insurance.  The  second  of  those  cost  figures  assumes,  some- 
what optimistically,  that  each  aircraft  can  be  had  for  $2  million,  will 
last  seven  years,  will  be  flown  1,500  hours  a  year  and  will  be  steered 
by  two  nonunion  pilots  making  $35,000  to  $65,000  a  year  each. 

Can  Pogo  get  the  critical  mass  of  planes  and  customers  to 
make  that  1,500-hour  assumption  work?  "Their  problem  is  that 
unless  you  have  a  network  of  thousands  of  planes  and  thousands 
of  pilots,  you're  going  to  be  dying  for  people  to  fly,"  says  Richard 
L.  Aboulafia,  an  aviation  analyst  with  the  Teal  Group  in  Fairfax, 
Va.  "Getting  to  that  point  is  going  to  take  many  years  and  hun- 
dreds of  millions  of  dollars." 

Nonsense,  mutters  Crandall.  "We  want  to  have  1,000  planes 
in  10  years,"  he  says.  "[Eventually],  we  think  these  jets  will  turn 
the  skies  dark."  The  plan  calls  for  15  aircraft  in  the  first  8  months! 
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of  operation  and  50  jets  within  14  to  18  months,  at  which  point 
Pogo  is  supposed  to  be  breaking  into  the  black  on  revenue  of 
$70  million  or  so. 

But  first  Crandall  must  get  his  hands  on  a  new  line  of  jets  from 
Adam  Aircraft  Industries  of  Englewood,  Colo.  Adam  hasn't  yet 
recer  ed  certification  from  the  Federal  Aviation  Administration. 
Until  it  does,  it  can't  start  mass-producing  the  planes. 

Still,  Burr  and  Crandall  hope  to  take  delivery  of  the  aircraft  by 
first  quarter  of  2005.  The  A700  is  a  cool  machine  with  a  distinctive 
twin-tail  fuselage.  It  weighs  4,000  pounds  (unloaded),  about  as 
much  as  an  SUV.  Each  of  the  two  engines,  at  300  pounds,  can  be 
removed  and  shipped  via  UPS  for  repairs.  Cruising  at  400mph,  the 
A700  will  typically  fly  at  20,000  to  30,000  feet  on  trips  of  less  than 
two  hours  (maximum  altitude:  41,000  feet).  It  can  land  on  a 
3,000-foot  runway  (a  Boeing  737  needs 
7,000  feet). 

First  tested  in  July  2003,  the  A700  is 
light,  durable  and  simple.  Its  body  is  made 
of  carbon  fiber  cloth,  impregnated  with 
epoxy,  heated  to  250  degrees  Fahrenheit 
in  a  large  oven  and  bonded  together 
instead  of  riveted.  According  to  G.F. 
(Rick)  Adam,  a  former  Air  Force  officer 
and  former  Goldman  Sachs  partner  who 
started  Adam  Aircraft  in  1998,  the  A700  is 
lighter,  stronger  and  more  aerodynamic, 
making  it  less  wind-resistant  than  the  typ- 
ical aluminum-titanium  jet.  It  consumes 
about  400  pounds  of  fuel  per  hour,  a  third 
less  than  its  closest  competitor.  (Among 
small  jets,  this  composite  is  in  wide  use; 
Raytheon's  Beechcraft  Premier  I  model  is 
an  example.) 

Getting  the  planes — and  willing 
passengers — is  only  one  challenge. 
Getting  two  titanic  egos  to  work 
together  could  be  just  as  difficult.  For 
most  of  his  25  years  at  American 
(1973-98),  Bob  Crandall  was  the  toughest 
s.o.b.  in  the  airline  busi- 
ness. He  was  also  an  in-  v 
novator,  introducing  the  — 
first  computerized  reservation  system,  discounts  for  advance-pur- 
chase tickets,  "yield  management"  (price  shuffling)  software  and  a 
frequent-flyer  program.  Against  upstarts  like  the  no-frills  People 
Express  he  played  hardball.  In  a  famous  contretemps  with  Braniff 
Airlines  that  had  a  whiff  of  price-fixing  (no  charges  were  filed),  he 
made  clear  that  he  would  match  any  fare  of,  and  concede  no 
ground  to,  a  discounter. 

Don  Burr  quit  a  job  at  Texas  Air  soon  after  the  airlines 
were  deregulated  in  1978,  launching  People  Express.  Tickets, 
bought  onboard,  were  priced  30%  to  80%  below  those  of 
established  carriers.  It  was  an  overnight  success  that  expanded 
too  quickly.  In  1985  Burr  cockily  outbid  Texas  Air  and  Con- 
tal  Airlines  for  moneylosing  Frontier  Airlines.  Over- 


Cabin  length:  16  feet 

Mercedes  S-Class:  16.9  feet 

Wingspan:  44  feet 

Cessna  Bravo  jet:  52  feet 

Max  cruising  speed:  400mph 

Boeing  737  cruising  speed:  530.mph 

Height:  9.6  feet 

Basketball  hoop  height:  10  feet 

Weight:  4,000  pounds 

Ford  Explorer  Sport  Trac:  4,135  pounds 


extended,  and  vulnerable  to  price  wars,  Burr  sold  out  to  Con- 
tinental in  February  1987  for  $175  million. 

Painful  memories  linger  in  this  business.  Burr  and  Crandall 
still  bring  up  their  differences  of  decades  ago — veiled  in  friendly 
badinage.  "We  have  known  and  competed  with  each  other  for 
30  years,"  says  Crandall.  "Certainly  the  fact  that  he  was  selling 
cheap  seats  didn't  make  me  very  happy.  The  fact  that  I  invented 
supersavers  didn't  make  him  very  happy."  Burr  remembers  how 
Crandall  put  him  in  his  sights.  "First  you  sicced  the  unions  on 
us,"  says  Burr.  "Well,  we  did  do  that,  but  it  didn't  make  a  differ- 
ence," Crandall  shoots  back;  People  Express  still  cut  into  Amer- 
ican's business.  They  laugh  over  that  one. 

Burr  had  doubts  about  going  into  business  with  Crandall. 
"I  saw  him  as  a  heavy-metal  guy;  I  just  didn't  think  he  would 
be  interested  in  little  planes,"  he  says. 
His  son  and  partner,  Cameron,  42,  con- 
vinced him  he  had  to.  The  Burrs  and 
Crandall  together  put  up  more  than  $1 
million  for  a  35%  stake;  Tiger  Manage- 
ment, the  famous  hedge  fund  run  by 
Julian  Robertson,  kicked  in  $4  million 
and  other  angels  another  $3  million. 

A  different  confrontation  emerged 
over  whether  to  have  toilets  in  the  jets. 
"I  contend  that  is  two  more  revenue 
seats,  but  our  focus  group  research 
shows  women  won't  fly  us  if  we  don't 
have  a  toilet,"  says  Cameron.  "Both 
Don  and  Bob  said,  'Keep  the  toilet.'  You 
know  who's  gonna  win  that  one." 
The  partners  like  to  think  their  tem- 
peraments are  com- 
plementary— that 
Crandall's  steely 
discipline  (and  sense 
of  humor)  will  mesh  with 
Don  Burr's  lofty  imagination.  But 
it's  clear  that  Crandall,  Pogo's 
chairman,  is  in  charge.  "When  I 
go  through  a  checklist,  I  know 
he  will  have  another  list  for  me," 
says  Don,  chief  executive.  (Cameron  is  president.)  But  holding 
this  little  enterprise  together  is  on  everybody's  mind.  "I  asked 
Bob  when  we  formed  the  company,  'What  happens  if  we  come 
to  loggerheads?'  He  said,  'I'll  quit,'"  says  Burr,  pausing.  "I'm  a 
pretty  patient  person.  I  think  we'll  be  able  to  work  things  out." 

That  will  depend  on  the  willingness  of  the  FAA  to  certify 
both  the  new  jets  and  Pogo's  operations — and  of  investors  to 
write  more  checks.  Burr  expects  to  scrape  up  another  $20  mil- 
lion later  this  year,  with  Robertson's  help. 

That's  enough  to  get  off  the  ground.  Can  this  baby  stay  air- 
borne? "We're  offering  to  fly  people  where  they  want  to  go,  when 
they  want  to  go,  for  less  money  than  anybody  has  been  able  to  do 
in  the  past,"  says  Crandall.  "What's  crazy  about  that?"  F 
Additional  reporting  by  Christopher  Steiner. 
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ScD'S  CRITICAL  -  AND  GROWING  -  ROLE  IN  BUSINESS 
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technologies.  The  passion  to 
expand  upon  existing  ones. 
The  ability  to  dream  of  new 
products  and  processes 
that  can  be  spawned  by  the 
science  of  the  day  and  the 
energy  and  spirit  to  bring 
them  into  reality. 

These  are  the  hallmarks  of  industry 
leaders,  those  companies  that  place 
a  premium  on  research  and  develop- 
ment. More  than  just  by  happenstance, 
technological  breakthroughs  result 
when  a  company  focuses  its  intellectual 
nd  monetary  resources  on  innovation. 


with  the  goal  of  creating  products  and 
solutions  that  literally  reshape  entire 
industries.  From  biotech  to  IT,  manufacturing 
to  aerospace,  health  care  to  agriculture, 
visionary  companies  are  proving  every  day 
that  R&D  is  a  cornerstone  of  successful  business. 


An  analysis  of  two  very  different  companies  - 

Agilent  and  General  Motors  -  illuminates  this  vital  element. 


BEFORE  J.D.  POWER  AND  ASSOCIATES 
AND  R.L  POLK  AND  COMPANY, 
COMES  IJ.  PALMER  AND  FAMILY. 


WINNING  OVER  THE  CRITICS  IS  GREAT. 
WINNING  YOU  OVER  IS  EVEN  BETTER. 


When  a  car  receives  an  award,  that  means  it's  doing  what  it's  supposed  to  do. 
Living  up  to  its  promise. 

The  promise  to  start  when  you  turn  the  key.  To  wear  but  not  tear.  To  give  you 
goose  bumps  every  time  you  punch  the  gas.  At  GM,  we  don't  build  cars  to 
impress  the  critics.  We  build  them  to  impress  you. 

Last  year  we  did  both. 

We  had  more  return  customers  in  2003  than  any  other  car  company  in  the  world. 
It's  the  fourth  consecutive  year  GM  has  been  recognized  by  R.L.  Polk  &  Co.  for  having 
the  Highest  Overall  Manufacturer  Loyalty*  Quality  cars  are  driving  people  back. 

And  it  starts  with  the  way  they're  built.  GM  had  the  top  two  automotive  assembly  plants 
in  North/South  America  in  the  latest  J.D.  Power  and  Associates  Initial  Quality  Study.™** 
It's  the  third  straight  year  GM  has  received  Gold  and  Silver  awards  for  plant  quality. 

We  also  received  the  Highest-Ranked  Full-Size  SUV  in  Initial  Quality**  for  our 
Chevy  Suburban.  The  same  vehicle  that  earned  an  enthusiastic  thumbs-up 
from  one  T.J.  Palmer,  an  extremely  satisfied  Suburban  owner  from  Idaho. 

And  in  the  end,  that's  the  most  important  endorsement  there  is.  The  one  that 
comes  from  someone  like  you. 


El 

gm.com 


CHEVROLET    PONTIAC    BUICK    CADILLAC  GMC 
OLDSMOBILE    SATURN     HUMMER  SAAB 


'According  to  Polk  statistics  for  Overall  Manufacturer  Loyalty  in  the  2000-2003  model  years,  General  Motors  ranked  highest  by  having  the 

greatest  percentage  of  households  return  to  purchase  or  lease  another  General  Motors  vehicle 
'General  Motors  Corp.  -  Lansing  Grand  River,  Ml  (Car)  plant  was  the  highest  ranked  and  the  General  Motors  Corp  -  Hamtramck,  Ml  plant 

was  the  second  highest  ranked  in  North/South  America  among  plants  producing  vehicles  for  the  U.S.  market.  J.D.  Power  and 

Associates  2003-2004  Initial  Quality  Studies1"  2004  Study  based  on  a  total  of  51,208  U.S.  consumer  responses  including  owner  reported 

problems  during  the  first  90  days  of  ownership,  www.jdpower.com 
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AGILENT: 
MASTERING  R&D 


Pick  up  a  CDMA  cell  phone,  and  the 
chances  are  high  —  more  than  80%  — 
that  it  contains  an  advanced  technology 
produced  by  Agilent. 

In  this  case,  the  device  in  question  is 
Agilent's  innovative  film  bulk  acoustic  res- 
onator (FBAR)  technology,  which  dramati- 
cally shrinks  the  size  of  duplexers  and  fil- 
ters in  mobile  handsets.  "Today,  the  FBAR 
filters  are  half  the  size  of  a  speck  of  dust, 
which  allows  cell  phones  to  be  produced 
that  are  both  smaller  and  thinner,"  says 
Ned  Barnholt,  Agilent's  CEO,  president  and 
chairman.  "Since  we  developed  this  prod- 
uct, we've  shipped  over  30  million  of  these 
devices,  and  we're  currently  shipping  them 
at  a  rate  of  about  2  million  a  month." 

Agilent's  success  with  FBAR  technology 
illustrates  the  success  of  its  commitment 
to  R&D  in  general.  The  company's  pio- 
neering spirit  was  kindled  more  than  60 
years  ago,  when  two  engineers  —  Bi 
Hewlett  and  Dave  Packard  —  literal- 
ly invented  the  future  in  their  garage. 
In  1999,  Agilent  was  spun  off  from 
Hewlett-Packard  Company  (HP),  and 
it  continues  to  support  the  values  so 
important  to  the  two  visionary 
founders.  "We  have  continued  to 
innovate  in  territory  that  matters, 
blazing  trails  in  the  fields  that  are 
shaping  the  modern  world,"  says 
Barnholt.  "While  physically  we  have 
outgrown  HP's  garage,  we  continue  to  live 
the  values  handed  down  from  Bill  and 
Dave:  uncompromising  integrity,  trust, 
respect  and  teamwork,  as  weil  as  innova- 
tion that  makes  a  difference." 

Today,  Agilent  has  facilities  in  more 
than  30  countries  and  develops  products 
at  manufacturing  sites  in  the  U.S.,  China, 
Germany,  Japan,  Malaysia,  Singapore, 
Australia  and  the  U.K.  Agilent  Labs  has 
ts  headquarters  in  Palo  Alto,  California, 


with  additional  sites  in  Hachioji,  Japan; 
South  Queensferry,  Scotland;  and  Bei- 
jing, China.  With  approximately  28,000 
employees  throughout  the  world,  the 
company  serves  customers  in  more 
than  110  countries.  Over  half  of  Agilent's 
net  revenue  is  derived  from  outside  the 
U.S.  The  company's  worldwide  head- 
quarters is  located  in  Palo  Alto  on  the 
site  of  HP's  first  owned  and  operated 
R&D  and  manufacturing  facility. 

Agilent  delivers  innovative  technolo- 
gies, solutions  and  services  to  a  wide 
range  of  customers  in  communications, 


V."  electronics, 
life  sciences 
and  chemical 
•  •  analysis.  The 
breadth  and 
depth  of  the  company's  expertise 
enables  it  to  offer  solutions  across  its 
customers'  entire  product  life  cycle,  from 
R&D  to  manufacturing  to  installation  and 
management.  The  insight  gained  from 
this  unique  and  comprehensive  perspec- 
tive can  help  customers  get  the  best 
products  and  services  to  market  quickly 
and  profitably. 

At  the  core  of  the  company  is  a  com- 
mitment to  R&D.  "We  invest  about  13% 


of  our  revenues"  in  this  area,  says  Ba 
holt.  "The  success  of  the  company 
based  on  the  steady  flow  of  innovati 
new  products:  In  fact,  roughly  two-thir 
of  our  revenue  in  any  one  year  com 
from  products  introduced  in  the  \i 
three  years."  Clearly,  the  company  has 
develop  new  products  to  keep  up  w 
customer  requirements  and  stay  ahe 
of  the  competition,  as  the  marl 
change  very  rapidly. 

Last  year,  the  company  spent  close 
$1  billion  in  R&D,  which  makes  it  one 
the  largest  R&D  companies  in  the  U 
About  8%  of  this  budget  is  spent 
advanced  research.  "This  is  done  ii 
central  research  lab  where  the  job 
researchers  is  to  look  over  the  horiz 
three  to  five  years  to  find  new  te« 
nologies,  which  will  either  open 
new  markets  for  Agilent  or  signi 
cantly  strengthen  some  of  our  exj 
j  ing  businesses,"  says  Barnholt.  "11 
is  where  our  breakthrough  ideas  te 
to  originate." 

One  such  breakthrough  came  w 
cell  phone  technologies.  After  expl 
ing  a  number  of  different  possibiliti 
for  filters  and  duplexers,  the  com| 
ny  created  FBAR.  "In  the  past,  peop 
made  filters  out  of  ceramics  or  out 
what's  called  surface  acoustic  wa 
devices,"  says  Barnholt.  "But  this  FB> 
is  roughly  one-half  to  two-thirds  smal 
than  competing  technologies,  and  it  h 
comparable  performance." 

In  the  classic  model  of  innovation,  t 
company  started  with  a  problem:  How 
you  make  smaller,  cheaper  filters  that  of 
performance  comparable  to  that  of  cc 
ventional  technology?  Agilent  evaluate) 
lot  of  different  ideas  before  it  came 
with  this  one.  "This,  in  essence,  is  wl! 
R&D  is  all  about,"  says  Barnholt.  Nor  c 
the  company  stop  when  it  reached 
goal.  In  January,  a  new  version  that  w 
even  smaller  than  the  first  one  came 
market,  and  in  March,  the  company  car 
out  with  a  version  that  integrated  t 


not  Tho 


/e  just  make  his  hammer 


Developing  a  device  that  connects  the  world.  Testing  the 
water  to  make  sure  it  stays  clean.  Discovering  a  cure  that 
keeps  the  world  safe.  They  all  require  the  same  thing:  the 
right  tools. 

With  Agilent  we  make  sure  you  have  them.  Our  experience 
in  the  fields  of  electronics,  communications,  life  science 
and  chemical  analysis  gives  us  a  unique  perspective 
shared  by  no  other  company  in  the  world.  And  we  build 
that  expertise  into  every  product  we  make,  from  integrated 
test  and  measurement  solutions  to  advanced  technologies 
and  breakthrough  components. 


rw.agilent.com 


So  whether  you're  a  titan  of  industry  or  on  the  verge  of 
becoming  one,  trust  the  high-tech  toolmakers  at  Agilent. 
We'll  help  make  you  stronger. 


em  Technologies.  Inc  2004 


>  •     •  < 


Agilent  Technologies 


dreams  made  real 
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FBAR  filter  with  the  company's  power 
amplifier  technology.  The  company  is 
extending  the  technology,  continuing  to 
shrink  its  size  and  integrating  it  with  other 
components  to  offer  a  small  footprint  to 
cell  phone  manufacturers. 

"With  good  research  and  develop- 
ment," says  Barnholt,  "innovation  is 
never  complete." 

GENERAL  MOTORS: 
A  PARAGON 
OF  INNOVATION 

In  terms  of  money  spent  on  R&D,  the 
automobile  industry  spends  more  than 
just  about  any  other.  Within  the  automo- 
bile industry  itself,  the  General  Motors  Cor- 
poration (GM)  continues  its  history  of 
being  a  leader  in  the  area  of  technological 
breakthroughs.  "Over  the  decades,  it's  typ- 
ically been  GM  that  has  taken  the  industry 
to  the  next  level  again  and  again  in  terms 
of  safety,  fuel  economy  and  the  envi- 
ronment, and  that  trend  continues," 
says  Christopher  Preuss,  the  compa- 
ny's staff  director  for  Government 
Policy  and  Advanced  Technology 
Communications. 

GM,  which  has  its  headquarters  at 
the  GM  Renaissance  Center  in 
Detroit,  ranks  as  the  world's  largest 
vehicle  manufacturer  and  employs 
about  325,000  people  globally.  Founded  in 
1908,  GM  has  been  the  global  automotive 
sales  leader  since  1931.  Today,  the  com- 
pany has  manufacturing  operations  in  32 
countries,  and  its  vehicles  are  sold  in  192 
countries.  In  2003,  GM  sold  nearly  8.6  mil- 
lion cars  and  trucks,  about  15%  of  the 
global  vehicle  market. 

In  terms  of  breakthroughs,  GM  has  an 
equally  astounding  record,  beginning 
early  in  the  1900s  with  the  development 
of  the  first  electric  headlamps  and  the 
first  electric  starters.  The  company  even 
developed  the  first  "proving  grounds"  for 


the  automobile  in  the  form  of  a  laborato- 
ry to  both  develop  technology  and  test 
vehicles.  Safety  has  long  been  a  key  con- 
cern for  the  company,  says  Preuss,  and 
beginning  in  the  1930s,  GM  was  the  first 
company  to  conduct  barrier  crash  tests. 
In  the  1960s,  the  company  also  led  the 
way  in  developing  safety  criteria  for  head 
and  torso  injuries,  which  were  used  in 
subsequent  safety  regulations  affecting 
all  other  automobile  manufacturers. 

Today,  GM  continues  to  put  R&D  in  the 
front  seat.  "Right  now,  there's  a  huge 


to  the  point  of  where  someday,  you  m^ 
have  completely  self-directed  cars  a 
automated  highway  systems,"  sa^ 
Preuss.  This  could  include  technology 
keep  drivers  from  running  into  other  carl 
to  keep  them  on  the  road  and  to  kee 
them  awake.  Electronic  stability  contr 
systems,  lane  departure  technolog 
radar-assisted  braking  systems  ar 
cruise  control  systems  are  now  comir 
into  the  marketing  place  as  well.  " 
safety,  we're  using  technology  to  hei 
close  the  gap  between  driver  behavii 
and  how  the  vehicle  performs  on  tr 
road,"  he  says. 

Another  important  area  of  R&D 
propulsion  and  emissions.  "We're  wori 
ing  aggressively  in  advanced  gasolir 
combustion  technology  that  will  mail 
today's  already  extremely  clean  and  ef 
cient  engines  even  more  so,"  sai 
Preuss.  "Our  R&D  efforts  are  moving  i 
to  previously  unimaginable  levels  of  efl 
ciency  and  to  near-zero  levels  of  emii 
sions  using  gasoline  engine  technology 


In  terms  of  breakthroughs,  GM  has  an  astoundini 
record,  beginning  early  in  the  1 900s  with  the 
development  of  the  first  electric  headlamps 
and  the  first  electric  starters. 


focus  on  leveraging  the  electrification  of 
the  car,"  says  Preuss.  The  company 
recently  introduced  its  innovative  tech- 
nology known  as  OnStar,  an  enabler  for 
advanced  crash  notification  and  for  emer- 
gency response,  which  uses  the  Global 
Positioning  System  to  provide  drivers 
with  the  latest  information  and  assis- 
tance. The  possibilities  for  this  technolo- 
gy continue  to  grow. 

"Suddenly  you  have  the  ability  to 
develop  a  vehicle  that  can  use  advanced 
technology  to  help  mitigate  driver  error 
and  provide  new  possibilities,  right  down 


Advanced  clean  diesels  are  also  a  pror 
ising  area  of  development  for  improvir 
vehicle  efficiency  while  maintaining  stn 
air-quality  standards.  The  company 
working  on  hybrid  propulsion  for  ever 
thing  from  city  buses  on  the  road  toda 
down  through  sport  utility  vehicles  an 
passenger  cars  in  the  next  few  years.  Tl 
biggest  goal  for  R&D,  however,  is  the  f u 
cell.  "We  think  this  will  be  the  ultimal 
answer  for  bringing  the  automobile  to 
position  where  it  will  have  minim 
impact  on  the  environment,"  he  say 
"while  exceeding  our  customers'  hie 
expectations  for  utility,  affordability,  lool 
and  performance." 
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Why  Not?  I  By  Ian  Ayres  and  Barry  Nalebuff 

Throwaway  Tickets 


MOST  DISCUSSIONS  OF  BUSINESS  ETHICS  FOCUS  ON 
how  businesses  should  act.  But  what  should  busi- 
ness ethics  mean  for  consumers?  Imagine  that  you 
are  riding  a  Metro-North  commuter  train  from 
New  Haven  to  Grand  Central  and  because  the  train 
crowded,  the  conductor  doesn't  manage  to  come  around  and 
inch  your  ticket.  Since  the  tickets  are  good  for  three  months,  an 
ipunched  ticket  is  money  in  the  bank.  What  should  you  do? 

A  starting  point  is  to  ask  what  people  actually  do.  When  we 
k  our  students,  they  almost  always  say  that  they  keep  the  ticket. 

One  common  justification  for  this  behavior  is  that  the  con- 
actor  isn't  doing  his  job  and  it's  too  much  to  ask  me  to  find 
ie  person.  Fair  enough.  But  why  not  rip  up  the  ticket  all  by 
>urself? 

At  that  point,  an  uncomfortable  look  comes  over  the  stu- 
;nt's  face.  The  idea  of  ripping  up  a  perfectly  good  ticket  is  al- 
most too  painful  to  consider. 

But  for  some  reason,  the  same  student  who  would  feel  a  duty 
give  back  extra  change  to  a  cashier  doesn't  feel  a  duty  to  give 
ick  an  unpunched  ticket  to  the  railroad. 

Particularly  creative  students  will  suggest  that  they  should 
:ep  the  ticket  but  give  the  savings  to  a  homeless  person.  This 
>rporate  Robin  Hooding  is  hard  to  justify  on  ethical  grounds, 
you  could  embezzle  from  Metro-North  and  give  the  proceeds 
the  homeless,  would  that  be  justified? 

Another  student  will  suggest  that  this  free  ticket  makes  up  for 
e  time  Metro-North  was  late  last  January  or  for  the  time  when 
:  lost  a  ticket.  In  the  giant  accounting  scoreboard  in  the  sky 
e  gift  from  Metro-North  just  washes  out  with  the  occasions 
at  Metro-North  has  dinged  him  in  the  past. 

Does  that  mean  that  if  you  lose  an  airline  ticket  or  your  plane 
as  late,  you  are  also  entitled  to  keep  the  Metro-North  ticket — 
:cause  in  the  transportation  column,  you  are  still  in  the  red?  Or 
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if  you  had  a  tough  childhood, 
are  you  entitled  to  this  break 
from  Metro-North  to  help  even 
the  score?  Of  course  not. 

Then  there's  the  lottery  jus- 
tification. If  conductors  fail  to 
punch  1  out  of  100  tickets, 
Metro-North  can  protect  itself 
by  simply  raising  the  ticket  price 
by  1%.  People  who  ride  the  train 
frequently  are  not  really  hurt  by 
the  price  increase  because  they 
get  1%  of  their  rides  free  and  passengers  get  to  experience  the 
flutter  of  a  small  game  of  chance  every  time  they  ride. 

There's  a  problem  with  this  argument.  You  can't  say  why  the 
same  logic  does  not  apply  to  other  business  costs.  If  stores  raise 
prices  by  1%  to  reflect  losses  to  shoplifters,  does  that  give  you  the 
right  to  shoplift  1%  of  the  time? 

After  much  debate  with  our  students,  we  came  to  the 
position  that  train  riders  should  act  as  if  there  is  an  honor 
system  with  ticket  collection.  If  the  ticket  is  not  punched, 
you  should  discard  it. 

Our  recommendation  to  the  train  management  is  to  go  the 
whole  way  with  an  honor  system.  In  many  European  countries — 
and  on  the  trolley  out  of  Hoboken,  N.J. — there  are  no  conduc- 
tors. Passengers  are  honor  bound  to  punch  their  own  tickets. 
Instead  of  having  conductors  collect  tickets  99%  of  the  time, 
these  systems  have  auditors  who  "trust  but  verify"  1%  of  the 
time.  Moving  to  an  honor  system  (backed  up  with  stiff  penalties 
for  free  riders)  is  not  just  an  ethical  improvement;  it  could  save 
on  labor  costs  and  thus  make  train  travel  less  expensive. 

As  for  the  ethics  case  study,  what  do  we  make  of  the  fact  that 
most  people's  actions  aren't  consistent  with  what  they  consider 
to  be  ethical  behavior?  We'd  like  to  think  this  is  a  result  of  their 
not  having  thought  much  about  the  issue.  The  most  worrisome 
result  is  that  this  inconsistency  causes  some  people  to  try  even 
harder  to  find  an  ethical  justification  for  their  actions.  And  that 
leads  to  the  worst  possible  approach  to  ethics,  in  which  your  ac- 
tions determine  your  ethical  reckoning.  The  reasoning  goes  as 
follows:  "I  am  an  ethical  person.  Hence,  if  I  did  something,  it 
must  be  ethical.  Let  me  find  the  ethical  justification  for  it."  Bet- 
ter to  allow  the  possibility  that  you  made  a  mistake  but  will  do 
better  in  the  future. 

Some  will  argue  that  ethical  decisions  involving  $17.50  don't 
provide  much  guidance  when  it  comes  to  problems  at  big  com- 
panies. But  if  students  are  willing  to  sell  their  souls  for  a  $17.50 
train  ticket,  what  does  that  predict  about  what  will  happen  when 
the  stakes  are  $17.5  million?  F 


;  I<V  »C      ,an  Ayres  and  Barry  Nalebuff  are  professors  at  Yale  Law  School  and  Yale  School  of  Management,  coauthors  of  Why  Not?  How  to  Use  Everyday 

jm  I   Ingenuity  to  Solve  Problems  Big  and  Small  and  regular  riders  on  Metro-North.  For  links  to  previous  Why  Not?  columns  see  forbes.com/whynot. 
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Ranksfiat  Driver  I  By  Jerry  Flint 


267  Flavors 


WHEN  I  WAS  A  BOY  MY  MOTHER  WOULD  SLICE  A 
few  Florida  oranges  and  make  orange  juice. 
Later  someone  invented  frozen  juice.  Next  came 
the  plastic-coated  cartons  of  orange  juice  that 
tasted  a  lot  like  Mom's. 
Then  a  torrent  of  variations  started.  Cartons  From 
Concentrate  and  then  Not  From  Concentrate.  No  Pulp,  Some 
Pulp  and  then  Lots  of  Pulp.  Calcium  and  Vitamin  D  Enriched 
and  then  Low  Acid.  Then  they  began  subdividing  the  flavors. 
Orange/tangerine,  orange/strawberry/banana,  orange/pineap- 
ple, orange/peach/mango.  What  used  to  be  so  simple  is  now 
ridiculously  complicated.  I  see  a 
similar  excess  in  the  auto  indus- 
try. One  publication,  Automo- 
tive News,  counts  267  name- 
plates.  (A  Ford  Expedition  is  a 
separate  nameplate  from  a  Ford 
Explorer,  but  not  from  an 
Explorer  Eddie  Bauer.)  Auto- 
Pacific,  a  market  analysis  com- 
pany, counts  nameplates 
slightly  differently  but  reaches 
a  similar  conclusion.  Its  chart 
goes  from  33  nameplates  in 
1947  to  208  in  2000  to  a  pre- 
dicted 274  in  2009. 

This  atornization  of  the 
market  means  billions  spent  to 
design  and  tool  up  for  all  the 
vehicles.  Worse,  there  just  isn't  enough  money  to  build  mar- 
keting campaigns  around  that  many  models.  It's  difficult  to 
get  production  runs  long  enough  to  be  really  profitable.  And 
it's  tough  for  customers  to  figure  out  what's  what.  How  is  this 
good  for  business? 

Some  of  the  variation  is  unavoidable,  the  result  of  20  auto 
companies  fighting  for  attention.  (At  least  3  should  quit  Amer- 
ica and  cut  their  losses.)  You  can  also  blame  the  advent  of  die 
sport  utility,  which  comes  in  large,  medium  and  small;  rear 
drive,  front  drive  and  all-wheel  drive. 

But  worse,  the  companies  show  no  restraint.  Every  brand 
from  Mercedes  to  Mercury  wants  a  full  line  of  cars  and  trucks 
in  every  showroom.  Not  just  high-priced  or  low-priced,  but  a 
full  Line. 

Instead  of  working  to  sell  more  of  an  established  model, 
they'll  bring  out  a  new  one  and  say  they've  found  a  new  niche. 
Look  at  the  sports  car  market,  which  includes  Porsches, 
Corvettes  and  Mazda  Miatas.  It's  a  tiny  market  of  200,000 
sales  a  year,  but  I  can  count  18  models  for  sale,  not 
including  the  rarities  (Ferraris,  Lamborghinis, 


Every  brand  from 
Mercedes  to 

Mercury  wants 
a  full  line  of  cars 

and  trucks.  Ifs 
a  marketing 

nightmare  and 
confuses  buyers. 
How  is  this  good 

for  business? 


Aston  Martins  and  so  on). 
Result:  Most  don't  do  much 
business. 

Everybody  wants  to  get  into' 
every  market  whether  it  makes 
sense  or  not.  Ceneral  Motors 
brings  in  a  Korean  car,  the  Aveo, 
to  have  something  in  the  cheapiej 
market.  It's  not  much  of  a  car, 
and  CiM  won't  sell  many.  Why! 
not  spend  the  money  to  sell  its 
own  better  cars? 
Ford  is  going  to  bring  out  a  Lincoln  version  of  its  big  pickupj 
truck.  It's  a  Ford  truck  with  more  chrome.  Will  this  help  Lin- 
coln's image?  Why  not  invest  in  building  a  better  Town  Car? 

Toyota  brings  out  three  new  models  in  a  new  division,! 
Scion,  to  capture  the  youth  market.  The  problem:  There  is  no| 
youth  market  for  new  cars  here. 

Subaru  wants  to  move  up  the  income  scale  with  a  fancier! 
wagon.  The  company  would  do  better  spending  more) 
money  to  sell  the  excellent  vehicles  it  already  builds.  Another! 
version  of  the  wagon  is  for  sale  through  Saab,  so  there  will) 
be  two  additions,  not  one. 

Honda  keeps  selling  its  two-seat  Insight,  an  outmoded! 
hybrid  that  should  be  put  to  sleep:  485  sales  in  six  months., 
Volkswagen  tries  to  sell  a  $70,000  luxury  sedan,  the  Phaeton* 
which  is  just  about  the  last  thing  VW  needs.  I  figure  maybe! 
a  fifth  of  today's  models  are  excess  baggage  that  we  would! 
be  better  off  without. 

In  the  old  days  a  new  model  was  a  line:  a  four-door,  a  coupe* 
a  station  wagon  and  maybe  a  convertible.  Now  they  build  ai 
four-door,  and  often  that's  it. 

Example:  Ford  will  build  a  new  four-door  called  the  500 
in  its  Chicago  plant  this  fall.  It  will  also  build  a  station- 
wagon-like  SUV  off  the  same  frame  in  the  same  plant.  But) 
instead  of  calling  the  SUV  the  500  SUV,  it  is  a  different 
model  called  the  Freestyle.  So  Ford  will  need  two  market- 
ing campaigns,  not  one. 

The  theory  is  that  the  market  is  so  competitive  that 
automakers  must  cater  to  smaller  and  smaller  segments.  I  say! 
these  segments  don't  exist.  Instead  of  improving  what  the) 
have,  the  auto  companies  come  up  with  new  names,  which 
makes  it  harder,  not  easier,  to  make  a  buck.  I  say  don't  enter  a 
market  just  to  be  in  it.  Cull  the  number  of  distinct  models  anc 
try  to  build  up  the  volume  on  those. 

No,  cars  aren't  orange  juice,  but  I'm  getting  the  sam< 
headache  trying  to  keep  track  of  all  the  variations.  F 


FOI*bCS      ^erry  Flint,  a  former  Forbes  Senior  Editor,  has  covered  the  automobile 
industry  since  1958.  Visit  his  home  page  at  www.forbes.com/flint. 
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KOVACEVICH  says  his  biggest  bank  rivals  are  faddish, 

cowardly  and  bound  for  trouble.  Quite  the  attitude, 
but  he  has  earned  a  right  to  it. 

BY  BERNARD  CONDON 

RICHARD  KOVACEVICH,  THE  RELENTLESS  DEALMAKER  WHO  BUILT  A  SMALL  AND 
troubled  Minnesota  bank  into  today's  Wells  Fargo  &  Co.,  is  mouthing  off  about 
his  rivals.  Again.  Bank  of  America's  purchase  of  FleetBoston  for  $48  billion? 
"Excessive."  J.P.  Morgan  Chase's  $57  billion  payout  for  Bank  One?  "Both  are  run- 
ning out  of  gas." 

"I  don't  believe  in  economies  of  scale.  You  don't  get  better  by  being  bigger. 
You  get  worse,"  Kovacevich  says.  He  became  chief  executive  of  the  former 
Norwest  in  1993  and  assembled  most  of  the  company  by  buying  77  small  banks 
in  five  years.  When  he  did  his  one  huge  merger,  acquiring  namesake  Wells  Fargo 
for  $35  billion  in  1998,  he  paid  only  a  9%  premium  over  a  depressed  market 
value;  BofA  dished  out  a  40%  premium  for  Fleet. 

Kovacevich  is  a  banker  who  bucks  trends.  When  analysts  were  pushing 
Norwest  to  exit  from  home  mortgages  in  the  late  1980s,  Kovacevich  dove  deeper; 
Wells  Fargo's  $749  billion  book  of  mortgages  to  be  serviced  makes  it  the  second- 
largest  in  that  business,  after  Washington  Mutual.  When  Kovaccvich's  fad- 
following  competitors  were  shutting  down  branches  in  the  late  1990s,  he  was 
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adding  to  his  branch  collection.  When  they  were  outbidding 
one  another  to  get  overpriced  investment  banking  operations 
(Ba  v  of  America's  Montgomery  Securities,  Fleet's  Robertson 
Stephens),  he  rjfused  to  play. 

"There's  nobody  with  a  longer  track  record  of  going 
against  conventional  wisdom  and  then  being  right,"  says 
Thomas  Brown  of  hedge  fund  Second  Curve  Capital. 

Look  at  the  results.  Wells  Fargo  made  $6.2  billion  on  rev- 
enue of  $28  billion  last  year,  and  $3.5  billion  in  this  year's  first 
half.  With  $420  billion  in  assets  it's  smaller  than  four  rivals, 
but  it  is,  pound  for  pound,  more  profitable.  Wells  boasts  the 
highest  return  on  assets  of  the  five  largest  banks  (1.7%)  and 


In  the  first  six  months  of  this  year  almost  300  banks  have 
set  plans  to  spend  $125  billion  to  buy  one  another  out,  six 
times  what  was  spent  a  year  earlier.  The  outspoken  industry 
nag  heading  Wells  predicts  doom.  If  he  makes  another  big 
acquisition,  it  will  be  on  his  terms — cheap,  and  probably  after 
disillusionment  and  depressed  stock  prices  settle  in. 

The  business  of  issuing  new  mortgages  (as  opposed  to  ser- 
vicing old  ones)  will  of  course  be  off  this  year,  as  the  refinanc- 
ing boom  ends,  but  Wells  Fargo  can  push  harder  on  corporate 
lending  as  the  economy  accelerates.  Profits  from  business 
banking — 401(k)  plans,  shareholder  services  and  loans — have 
risen  14%  annually  over  three  years  at  Wells;  at  its  six  main 

rivals  in  this  sector,  profits 
rose  just  4%  a  year. 

And  then  there's  that 
branch  network.  It's  a  gold 
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the  fattest  net  interest  margin  (5%).  Last  year  Kovacevich's 
bank  earned  Moody's  rare  Aaa  debt  rating,  the  only  bank  so 
honored. 

Big  banks  spend  a  lot  of  time  copycatting  one  another, 
Kovacevich  opines,  then  getting  investment  bankers  and  con- 
sultants to  rubber-stamp  their  moves  so  "they  have  an  excuse 
in  case.something  goes  wrong."  No  wonder  Kovacevich,  a  stu- 
diously regular  guy  to  the  tellers  in  Wells'  local  branches,  is 
viewed  as  brash  and  arrogant  by  some  of  his  peers  and  rivals. 
Not  to  worry:  "I  speak  the  truth.  My  goal  isn't  to  be  loved," 
says  Kovacevich,  60.  "I'm  not  on  the  radar  screen.  I  don't  do 
high-profile  anything.  But  no  one  knew  about  Wal-Mart,  no 
one  knew  about  Home  Depot — until  they  dominated." 


mine  if  Wells  can  push  more  products  through  it — more 
checking  accounts,  more  credit  cards,  more  funds  or  brokerage 
accounts.  Wells  has  3,000  full-fledged  branches  in  23  states, 
four  times  that  of  Citigroup,  a  bank  with  three  times  its  assets. 
The  Wells  payroll:  146,000  people.  The  efficiency  experts  will 
tell  you  that  this  is  too  many  for  a  bank  with  Wells  Fargo's 
assets.  Kovacevich  doesn't  listen  to  them  or  share  their  obses- 
sion with  cost  ratios  (overhead  as  a  percent  of  revenue).  He's 
got  his  eyes  fixed  firmly  on  the  top  line,  not  the  cost  line.  He 
likes  to  sell. 

The  key  to  profitability  in  retail  banking  is  selling  a  panoply 
of  products  to  the  customers  you  already  have.  At  Wells  that 
requires  sifting  through  data  on  some  23  million  current  cus- 


MICHIGAN 

WHERE  BUSINESS  TAKES  FLIGHT. 


;higan  has  attracted  over  10,000  new  business  and 
jansion  projects  during  the  past  seven  years.  That's 
)ut  four  new  projects  for  every  business  day,  more 
n  any  other  state. 

i've  attracted  all  sorts  of  key  players-including  those 
he  2004  Ryder  Cup  Matches,  the  2005  Major  League 
seball  All-Star  Game  and  Super  Bowl  XL  in  2006. 


What  keeps  them  flying  in?  Maybe  it's 
of  life  including  three  of  America's  top  ranked  cities  and 
regions  to  live,  work  and  play.  Or  maybe  it's  the  nations 
4th  largest  high  tech  workforce.  Or  the  nations  2nd  ranked 
business  climate,  according  to  Site  Selection  magazine. 
In  any  case,  we've  discovered  that  the  sky's  the  limit. 

Want  to  learn  more  about  how  we  can  help  your  business 
take  off?  Call  us  at  1.800.946.6829  or  visit  www.michigan.org. 
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tomers  to  find  thousands  of  the  best  prospects,  then  lashing 
togcth'  i  hundreds  of  products  and  prodding  tens  of  thou- 
s.iim  Is  of  employees  in  rival  tribes  from  past  takeovers  to  share 
customers,  commissions  and  the  credit. 

Even  the  best-run  banks  have  a  hard  time  pulling  this  off. 
Despite  cascades  of  mergers  and  an  unending  search  for  syn- 
ergy, banks  typically  sell  only  two  products  to  each  customer  (a 
checking  account,  say,  and  an  IKA).  Wells'  average  customer 
buys  four,  and  Kovacevich  vows  to  double  that  number — 
eventually.  At  four  products,  a  customer  generates  $275  in 
annual  net  income;  at  six,  the  profit  would  be  $460.  But  it  took 
Wells  six  years  to  get  customers  to  buy  just  one  additional  ser- 
vice; at  that  rate  his  goal  won't  be  achieved  until  2028 — unless 

Wells  gets  even  better  at 
the  delicate  art  of  the 
cross-sell. 


Passed  over  to  head  Citicorp's  retail  banking,  in  1986  H 
joined  Norwest  of  Minneapolis — a  bank  one-seventh  the  siz 
of  Citi — -as  chief  operating  officer.  It  had  $20  billion  in  asset 
and  238  branches  in  seven  states. 

He  gave  each  branch  its  own  P&L  and  began  measurin 
them  in  sales  per  day  as  if  they  were  retailers — a  practice  nm 
used  by  most  big  banks.  He  also  got  the  bank  to  hold  on  ti 
the  home  mortgage  business  at  a  time  when  it  wasn't  makin 
much  money.  Kovacevich  argued  that  a  mortgage  is  a  "cor 
product"  that  gives  customers  a  personal  link  to  their  bank 
making  it  easier  to  sell  them  lots  of  other  things.  Horn 
Depot  doesn't  mind  losing  money  on  batteries  if  it  can  sel 
you  a  lawn  mower  on  your  way  out.  By  this  reasoning 
mortgage  business  might  be  a  terrific  asset  even  if  it  jus 
breaks  even. 

In  1993  Kovacevich  took  over  as  Norwest's  chief  executiv 


Total  Assets1  ($bil) 


$1,320 


$1,040 


Citigroup  J. P.  Bank  Wachovia  Wells 
Morgan  of  Fargo 
Chase  America 


But  Smarter 

Wells  Fargo  lags  the 
country's  largest 
banks  in  size,  but  is 
more  profitable. 
It  does  this  by  selling 
more  products  to 
each  customer  and 
steering  clear  of  big, 
costly  deals. 


The  man  heading  this 
banking  powerhouse  is  a 
bit  of  a  curiosity.  He  owns 
$350  million  in  Wells  stock 
but  wears  suits  more  than 
ten  years  old.  He  often  tlew 
coach  until  six  years  ago, 
when    the    Wells  deal 

brought  him  a  corporate  jet.  Kovacevich,  a  mill  worker's  son 
who  grew  up  in  Enumclaw,  Wash.  (pop.  then  3,000),  had  a 
great  pitching  arm  and  a  good  mind  for  numbers.  He  turned 
down  a  Yankees  recruiter  in  favor  of  a  baseball  scholarship  to 
Stanford,  and  tied  for  number  one  in  its  1967  business  school 
graduating  class. 

He  started  out  in  toys,  then  joined  Citicorp  in  1975,  even- 
tually taking  over  its  troubled  New  York  City  branches. 
Instantly,  if  a  bit  reluctantly,  he  took  on  the  role  of  cheerleader, 
cognizant  of  how  high  spirits  on  his  Enumclaw  baseball  team 
had  propelled  it  to  the  state  playoffs  despite  its  small-town  tal- 
ent, I  [e  got  out  from  behind  his  desk  to  lead  pep  rallies  for 
branch  workers.  He  would  talk  while  Roscoe,  a  giant  cartoon 
projected  on  a  screen  behind  him,  would  interrupt 
and  poke  fun  at  him. 


Return  on  Assets2 


II 


Wells    Citigroup    Bank    Wachovia  J.P. 
Fargo  of  Morgan 

America  Chase 


'Assets  are  as  of  the  end  of  the  second  quarter  except  for  those  of  Citigroup  and  J.P.  Morgan  Chase,  which  are  as  of  the  end  of 
the  first  quarter.  -  Latest  12  months.  'Includes  acquired  Bank  One  assets.  'Includes  assets  of  pending  SouthTrust  acquisition. 
Source;  Reuters  Fundamentals  via  FactSet  Research  Systems. 


and  embarked  on  an  acquisition  spree,  buying  77  banks,  mos' 
of  them  with  less  than  $1  billion  in  assets — sans  advice  frorr 
investment  bankers.  By  1998  the  bank  had  3,830  offices  ir 
16  states.  Then  in  November  of  that  year  he  broke  with  the 
small-deal  pattern  by  snapping  up  Wells  Fargo,  with  $93  bil- 
lion in  assets. 

On  the  day  he  announced  the  bid  for  Wells,  Kovacevich 
stood  before  a  hundred  money  managers  and  analysts  at  New 
York's  Plaza  Hotel  and  asked  how  many  of  them  liked  his  deal. 
Not  one  raised  a  hand.  Warren  Buffett,  whose  Berkshire  Hath- 
away owned  an  8%  stake  in  Wells  before  Norwest  came  in, 
didn't  approve  either,  telling  Kovacevich  later  that  he  didn't 
think  Wells  and  Norwest  were  an  ideal  fit. 

Wells  stock  had  already  fallen  after  the  ill-fated  acquisition 
of  First  Interstate  in  California.  Kovacevich  saw  in  Wells  a 
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1.  Owners  know  customers' preferences. 

2.  Branches  know  each  others'  inventory. 

3.  Employees  know  distributors' stock. 

4.  No  seasonal  inventory  wasted. 

5.  Profits  bloom  dramatically. 


MIDDLEWARE  IS  IBM  SOFTWARE.  And  with  IBM  Express 
Middleware  it's  now  even  more  accessible  than  ever  for 
mid-sized  businesses.  It's  nimble.  It's  quick.  It's  engineered 
to  work  with  your  current  IT  investments.  It's  tailored  to 
meet  the  needs  of  your  specific  industry.  And  you  don't 
need  a  Ph.D.  to  install  it.  All  that,  and  it's  priced  to  put  a  big 
smile  on  Accounting's  face. That's  ON  DEMAND  BUSINESS. 


See  how  IBM  and  its  Business  Partners  help  companies  win  with  IBM  Express  atibm.com/middleware/express 


chance  to  pick  up  a  great  commercial  lender  with  branches 
overlapping  his  in  just  2  of  21  states.  But  he  said  it  would  take 
three  long  years  to  mesh  the  two  giants  together,  and  he 
pledged  to  cut  costs  only  10%.  Wall  Street  was  more  taken  with 
three  other  big  bank  deals  at  the  time,  involving  Hugh  McColl 
of  NationsBank,  John  McCoy  of  Bank  One  and  Edward 
Crutchfield  of  First  Union;  those  star  dealmakers  promised  to 
pull  everything  off  in  two  years  or  less  and  to  cut  costs  by  as 
much  as  45%. 

But  Kovacevich  prevailed.  His  three  better-known  coun- 
terparts faltered  in  trying  to  meet  their  projections;  ulti- 


share  the  successes  with  everyone  else.  And  he  rallies  the  stafi 
with  trips  to  Las  Vegas  or  Hawaii  for  the  best  performers  ancj 
with  parties  where  branches  compete  for  "best  team  spirit."  Ai 
his  annual  four-day  sales  conference  in  Orlando  recently,  his 
1,250  best  cross-sellers  were  treated  to  the  spectacle  of  the  boss 
lip-synching  to  the  Beatles  in  a  mop-top  wig.  It  was  apropos  ol 
nothing.  The  crowd  howled  and  cheered  anyway. 

"I  hate  doing  it,  but  I  know  it  influences  my  company  mor^ 
than  sitting  in  my  office  thinking  of  the  next  big  idea,"  he  says 
"I  had  to  turn  my  hokey-meter  way  up  when  I  joined,"  says 
Shelley  Freeman,  a  former  Lehman  Brothers  private  banket 

now  overseeing  225  Wells 
branches  around  Los  Ange- 
les. "Then  you  realize  whal 
it  means  for  [ Kovacevich j 
to  seem  human,  just  like 


have  very  stro 


speaKtl 
My  goal  isn't  to  be  loved." 


mately  First  Union's  Crutchfield  took  early  retirement.  The 
newly  forged  Wells,  by  contrast,  delivered  just  as  promised 
and  was  the  only  one  to  hit  its  earnings  target  after  the  deals. 
Buffett,  meanwhile,  has  added  3  million  shares  to  his  Wells 
stake  since  2002.  In  May,  at  his  storied  annual  meeting,  he 
called  Wells  "an  exceptional  bank"  with  a  "terrific  record." 

In  folding  Norwest  into  the  old  Wells,  Kovacevich  has 
resorted  to  financial  incentives  and  goofy  antics.  He  offers 
branch  managers  monthly  bonuses  if  their  staff  makes  enough 
referrals,  such  as  sending  new  checking-account  customers 
across  the  lobby  to  a  mortgage  lender.  He  encourages  workers 
in  the  branches  to  come  up  with  new  sales  techniques  and 


them.  And  that  he  wants  them  to  have  fun." 

To  indoctrinate  the  thousands  of  new  salespeople  who) 
have  joined  Wells  in  the  past  three  years,  the  bank  sends  themi 
to  dozens  of  training  centers  where  fellow  workers,  now  num- 
bering 850,  supervise  role-playing  sales  sessions  for  three 
weeks.  Back  at  the  office  the  workers  are  put  on  Wells  incentive 
pay,  typically  20%  of  compensation. 

To  fill  out  an  arsenal  of  products,  Wells  in  five  years  has 
bought  1 8  insurance  brokers,  3  trust  companies,  3  asset  man- 
agement firms  and  Strong  Financial,  the  beleaguered  mutual 
fund  outfit  that  no  one  else  would  touch.  These  features  are| 
packaged  in  dozens  of  ways,  and  branch  managers  are 


Fast  relief  from  prescription  benefit 
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exhorted  to  try  out  their  own  ideas. 

The  "Wells  Fargo  Pack,"  conceived  four  years  ago  by  a 
marketing  manager  in  Denver,  offers  customers  reduced  fees 
if  they  sign  up  for  five  products  at  once.  The  matricula  con- 
sular program  started  two  years  ago  when  a  bank  manager  in 
Austin,  Tex.  began  allowing  undocumented  Mexican  immi- 
grants to  open  accounts  with  an  ID  from  their  consulate.  Citi- 
group and  100  other  banks  now  accept  the  matricula  card. 

A  market  manager  in  Nebraska  came  up  with  the  "sales 
road  map,"  a  cheat  sheet  for  when  to  bring  up  various  topics  in 
a  seemingly  spontaneous  conversation  with  customers.  (Pitch 
mortgage  refinancing  and  other  easy  products  first,  then  move 


ing  him  to  let  Wells  manage  the  proceeds.  Instead  the  banker 
seizes  on  Winger's  curiosity  about  an  architecture  book 
behind  his  desk.  They  veer  off  into  a  conversation  about 
design,  and  Pham  uncovers  another  nugget:  Winger  recently 
bought  a  second  home,  taking  out  a  mortgage  with  another 
bank.  And  it  is  now,  30  minutes  into  their  talk,  that  Pham 
makes  his  first  pitch.  Winger  agrees  to  a  refinancing. 

A  few  days  later,  coaxed  by  some  follow-up  calls,  Winger 
gets  a  home  equity  loan,  a  Wells  credit  card  and  a  personal  line 
of  credit.  He's  been  adding  products  ever  since:  a  savings 
account,  a  business  loan,  possibly  even  a  trust.  He  went  from 
being  a  three-product  client  to  an  elevener,  with  the  distinct 

possibility  of  adding  a 
twelfth.  "I  felt  that  Pham  had 
a  genuine  interest  in  me  and 
that  he  wouldn't  suggest 
something  inappropriate," 
Winger  says.  "Comfort  level 
really  matters." 


You  don't  gertetti^ 


by  being  bi. 
You  get  worse."  ] 


to  tougher  sells,  such  as  mutual  funds.) 

Kovacevich  says  the  real  benefit  of  all  this  why-not  think- 
ing is  that  it  gives  Wells  employees  a  sense  of  control  and  tells 
them  their  hard  work  is  appreciated.  "It's  the  most  underuti- 
lized tool  in  American  business,"  he  declares. 

At  a  Wells  branch  in  San  Francisco,  customer  Edward 
Winger  stops  in  on  a  recent  day  to  complain  about  a  bounced 
check.  He  already  has  bought  three  bank  products.  His 
banker,  Thang  Pham,  sets  up  overdraft  protection  and  asks 
Winger  what  he  does  for  a  living.  Winger  tells  him  he  recently 
sold  his  clinical  laboratory  business,  but  Pham  avoids  press- 


On  another  recent  morning  at  Pham's  San  Francisco 
office,  branch  manager  Brian  Murphy  convenes  a  "morning 
huddle,"  another  Wells  practice  copycatted  by  rivals.  In  these 
20-minute  talks  before  the  doors  open,  workers  tell  onei 
another  about  their  goals  for  the  day  and  cheer  everyone  on. 
To  pump  up  the  troops  this  morning,  Murphy  and  his  boss, 
talking  on  speakerphone  from  Los  Angeles,  offer  up  so  many 
mantras  of  praise  ("Wow!"  "Awesome!")  that  they  elicit  a 
smirk  from  one  of  the  flock. 

Turn  up  your  hokey-meter — and  laugh  all  the  way  toi 
the  bank.  F 


Getting  to  know  your 
company's  property  risks. 
It's  an  obsession. 


Call  us  crazy,  but  wouldn't  the  best  property  insurance  come 
from  a  company  that  really  gets  to  know  your  property?  Well, 
that's  where  we  come  in.  You  see  at  Liberty  Mutual  Property 
our  approach  is  to  get  to  know  your  business  firsthand. 
We'll  talk  to  your  people,  learn  your  operations,  even  tour 
your  facility.  And  since  our  underwriters,  loss  prevention 
engineers  and  claims  specialists  only  do  property,  you  can 
be  sure  we'll  recommend  the  right  coverage  and  service 
for  you.  And  at  a  competitive  price.  Sure,  our  obsession  with 
your  company's  property  may  seem  a  bit...  well,  strange. 
But  if  it  helps  us  better  understand  your  risks,  we  think  it's 
as  sensible  as  it  gets. 


Technology 


Type  the  right  words  into 
Google  and  up  comes  a 
trove  of  files  documenting 
an  acrimonious  divorce 
between  two  business  exec- 
utives in  San  Diego.  Sup- 
port payments  are  calcu- 
lated based  on  a  $450,000  income.  The 
husband  accuses  the  wife  of  being  a 
"shop-a-holic."  He  lists  all  her  posses- 
sions, including  furs  worth  $15,000.  He's 
eager  to  finalize  the  divorce,  because,  as 
he  writes,  he  was  to  marry  again  in  June. 
All  this  is  personal,  private  information, 
no  longer  even  up  on  the  ^^^^^ 
original  Web  site,  yet  stored 
by  Google  for  everyone  to 
see,  including  friends,  family 
and  business  associates  who 
enter  in  the  divorced  cou- 
ple's names.  When  reached 
by  phone,  the  husband  says 
he  is  "stunned  and  shocked" 
that  FORBES  is  interested  in 
the  matter  at  all. 

As  Web  pages  pile  up 
like  garbage  in  a  landfill — 
1  billion  will  go  up  this 
year — sensitive,  defama- 
tory, confidential  or  embar- 
rassing information  is  in- 
creasingly finding  its  way 
into  search  results.  The 
search  industry  is  raging, 
with  $1.5  billion  in  revenue 
expected  this  year,  up  150% 
from  2003.  Google's  hotly 
anticipated  $3.8  billion  pub- 
lic offering  is  just  around 
the  corner.  These  riches  are 
fueling  a  technological  arms 
race  among  Yahoo,  Mi- 
crosoft, Google  and  others 
whose  software  combs  the  Web  con- 
stantly, indexing  and  storing  all  that  you 
seek  and  ranking  pages  on  their 
relevancy. 

Search  engines  can  store  results  in 
their  "cache"  for  between  a  month  and 
forever.  As  archiving  improves,  it  will 
get  harder  to  clean  up  what's  been  re- 
vealed. Rarely  are  leaks  intentional: 


Somebody  at  work  might  post  a  file  on 
a  server  to  download  at  home,  a 
wrongly  configured  server  might  make 
too  much  of  a  hard  drive  searchable  or 
a  Web  site's  password-protection  might 
be  flimsy  enough  to  be  accessible  to 
search  engines. 

Google  turned  up  detailed  monthly 
expenses  and  employee  salaries  at  the 
National  Speleological  Society's  site, 
caves.org.  Says  the  group's  president 
Scott  Fee,  "That  ain't  supposed  to  be  up 
there."  On  the  site  of  the  Naval  Postgrad- 
uate School  in  Monterey,  Calif,  course 


INTERNET 

Google 

Me  Not 


Keeping  confidential  company 
data,  or  last  weekend's  cocktail 
party  photos,  away  from  search 
engines  has  become  a  growth 
business.  By  David  Whelan 


materials  are  posted  for  a  class  on  com- 
puter networking,  including  log-in  files 
that  could  be  of  interest  to  the  right 
hacker.  All  manner  of  personal  corre- 
spondence, including  transcripts  of  inti- 
mate instant-messaging  exchanges,  can 
be  unearthed  by  search  engines.  Pamela 
Dixon,  a  privacy  advocate  at  the  World 
Privacy  Forum,  tells  of  an  elementary 


school  teacher  whose  contract  was  noi 
renewed  with  a  Solano  County,  Calii 
school  district.  This  item  appears  in  thi 
minutes  of  a  school  board  meeting.  Th< 
announcement  still  comes  up  second 
upon  Googling  her  name.  Dixon  say: 
this  has  been  devastating  to  the  teacher' 
job  search  and  that  attempts  to  have  th< 
minutes  taken  down  have  so  far  been 
fruitless. 

The  15-person  staff  at  Craig's  List,  thi 
popular  community  message  board,  act) 
as  a  rapid  response  team  to  keep  peopli 
from  harassing  each  other  by  nairn 
^^^^^  before  one  of  the  1 50  searcl 
engines  that  index  the  siti 
grabs  the  offending  page 
"Google,  because  of  the  wa; 
it  stores  things,  can  perpet 
uate  a  problem,"  say| 
founder  Craig  Newmark 
who  recently  spent  an  after 
noon  chasing  a  user  who 
wrote  six  nasty  messagei 
about  a  neighbor. 

Search  programs  will  b» 
casting  a  wider  net.  Micro 
soft  is  tinkering  with  a  techi 
nology  called  Stuff  I've  Seen 
that  will  pull  results  from  th< 
Web  along  with  one's  own 
computer  and  its  network 
(Microsoft  claims  this  won" 
make  personal  files  viewabli 
by  the  public.)  Google's  In 
ternet  Explorer  toolba 
tracks  the  sites  users  surf  anc 
relays  the  addresses  back  to 
headquarters.  That  may  bt 
how  Google  results  can  tun 
up  Web  pages  people  naivel; 
J  consider  private,  sinci 
they're  not  linked  to  or  froni 
anywhere.  Google  lets  users  disable  th< 
feature:  Just  turn  off  the  PageRank  featun 
in  the  Options  menu. 

Google  recognizes  the  Web's  power  to 
publicize  and  offers  Web  masters  a  simpli 
interface  to  remove  their  own  pages  from 
its  index.  (Type  "remove"  into  Google  to 
get  started.)  Other  preventive  measure! 
include  putting  sensitive  info  behind 
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Iachnology 


password-protected  walls  and  attaching 
so-called  robot  files  to  Web  sites  -that  tell 
search  engines  not  to  index  a  particular 
page  or  site.  All  the  search  engines  follow 
these  robot  directives,  which,  while  not  a 
perfect  security  solution,  limit  the  entry 
points  used  by  the  bots  and  spiders  that 
index  the  Web. 

Foundstone,  an  Internet  security 
company  in  Mission  Viejo,  Calif.,  has 
developed  a  tool  called  SiteDigger  that 
piggybacks  on  Google  to  point  up  infor- 
mation leaks.  Point  it  at  a  site  or  an 
entire  domain,  such  as  .edu,  and  it  gener- 
ates a  list  of  e-mails,  log-in  screens,  data- 
base errors  and  source  code,  all  of  which 
are  classic  ways  to  gain  entry  onto  a 
server.  The  free  tool  is  a  nice  way  to 
attract  business  for  Foundstone,  and  also 
a  scary  reminder  of  how  much  informa- 
tion is  out  there,  says  SiteDigger  designer 
Mark  Curphey.  Combing  through  sites 
ending  in  .mil,  the  domain  for  the  armed 
forces,  a  recent  Googling  uncovered 
17,300  Excel  spreadsheets,  56,000  Power- 
Point presentations,  258,000  Word  files 
and  681,000  Acrobat  Reader  files. 

Search  results  can  be  rigged  to  gain  a 
higher  position;  pranksters  can  manipu- 
late your  page  so  that  it  shows  up  when- 
ever someone  Googles  the  word  "jerk,"  a 
practice  known  as  Google  bombing.  So 
why  not  do  the  opposite  to  play  down 
bad  publicity?  Public  relations  firm  Weber 
Shandwick  employs  a  search  expert  in 
Irving,  Tex.  named  Jeffrey  Martin,  whose 
specialty  is  advising  clients  on  how  to 
bury  bad  news  under  rosier  search  results. 

Systems  integration  company  Science 
Applications  International  Corp.  of  San 
Diego  offers  a  product  called  Open 
Source  Monitoring  that  scans  the  Web, 
newsgroups,  Listservs  and  any  other 
public  forums  for  names  and  trade- 
marks. Companies  use  it  as  an  early 
warning  system  for  hackers,  stock 
manipulators,  disgruntled  employees 
and  bad-mouthers.  The  program  has 
helped  companies  avoid  violent  protests 
and  direct  police  to  ex-employees  who 
make  threats  or  try  to  leak  confidential 
information,  says  Timothy  Appleby,  the 
project's  chief  scientist. 

Better  archiving  technologies  are 


extending  the  shelf  lives  of  data  you  don'i 
want  people  to  see.  Google  and  its  com- 
petitors save  copies  of  Web  pages  in  a  data- 
base that  makes  the  pages  accessible  ever 
when  links  to  the  site  have  been  taker 
down.  These  cached  links  are  destroyec 
the  next  time  Google  re-indexes  the  Inter 
net,  anywhere  from  a  day  to  a  month.  Bui 
an  online  service  called  the  Waybact 
Machine  at  archive.org  keeps  records  o: 
old  Web  sites.  You  never  know  what'; 
going  to  turn  up  there. 

Like  libraries,  Google  and  its  search 
rivals  do  not  assume  responsibility  for  the 
content  that  they  catalog.  But  with  law- 


The  Haystack 


Search  engines  are  indexing  the  Web 
faster  than  new  pages  are  being 
created.  It  can  take  up  to  a  month  to 
remove  a  contentious  page. 
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Source:  The  Yankee  Group  estimates. 

suits  filed  at  the  drop  of  a  hat,  search  ser- 
vices should  take  note.  In  June  Variar 
Medical  Systems  won  a  case  against  twe 
former  employees  who  defamed  com- 
pany executives  online,  winning  $775,00C 
in  damages  in  what's  become  a  landmark 
Internet  speech  case.  A  judge  ruled  last 
year  in  New  Hampshire  that  Docusearch 
a  purveyor  of  personal  information 
could  be  sued  for  the  death  of  a  stalking 
victim  whose  murderer  used  its  services 
(The  case  was  settled  before  trial.) 

Sun  Microsystems  Chairman  Scoti 
McNealy  famously  said,  "You  alread) 
have  zero  privacy.  Get  over  it."  That's  not 
quite  true.  You  can  fight  back,  up  to  1 
point. 


i  rt  a  , 


Simple.  Ask  your  employer 
about  Earth  Share.  The  work-  - 
place  giving  prograrri.tflat  b ri n g^^^JH 
the  leading  environmental  groups  under  ■ 
one  umbrella.  And  Over  90%  of  Earth  Share 
contributions  go  directly,  to  the  groups. 
To  learn  more  please  visit  our  website  at 
www.eartlishare.orsi. 


One  environment. 

One  simple  way  to  care  for  it. 

.Earth  Share 


SAFEGUARD  your  CREDIT  CARD. 


I Guard  your  trash  from  theft  by  shredding  ^%    Don't  leave  credit  cards  in  glove 

documents  and  receipts.  Thieves  can  build  an  Mm    compartments.  (Glove  compartments 

alternate  identity  using  the  mail  you  throw  away.  account  for  thousands  of  credit  card  thefts.) 


rbur  credit  card  companies  are  working  fraud  before  a  victim  is  even  aware  of  it. 

lard  to  protect  you  from  fraud  and  identity  theft.  These  are  simple  steps  you  can  take  to  help 

Dur  systems  block  thousands  of  fraudulent  us  protect  you.  For  more  information  go 

ipplications  every  month.  We  head  off  most  to  www.yourcreditcardcompanies.com. 


YOUR  CREDIT  CARD  COMPANIES 


^technology 


HARDWARE 


One  Man's  Trash 

A  growing  heap  of  electronic  equipment  and 

tighter  recycling  laws  mean  boom  times  for  middlemen. 

BY  CHANA  R.  SCHOENBERGER 


STAMPP  CORBIN  MAKES  MONEY  OFF 
of  digital  detritus,  and  he's  about  to 
make  a  lot  more. 
In  1996  Cincinnati  Bell  told  the  tech 
consultant  that  if  it  bought  200  new  com- 
puters from  him,  he  would  have  to  take 
the  old  machines.  He  made  $56,000  sup- 
plying new  PCs,  but  a  hefty  $170,000  sell- 
ing the  refurbished  ones.  Corbin 
promptly  started  a  sideline  selling  old 
computers.  Called  RetroBox,  it  turned  its 
first  profit  in  2003  on  $11.6  million  in 
revenue  and  expects  $16  million  in  sales 
this  year. 

The  Columbus,  Ohio  firm  relieves 
companies  of  their  obsolete  computers 


through  his  scrubbing.  Companies  that 
accidentally  reveal  customer  data  can  run 
up  against  penalties  from  federal  laws  like 
the  Graham-Leach-Bliley  Act  and  new 
privacy  legislation  in  California  and 
Canada.  "People  spend  billions  of  dollars 
on  firewalls  and  paper  shredders  to  pro- 
tect information,  yet  they  will  take  the 
computers  that  hold  that  information 
and  sell  them  out  the  back  door,"  says 
Corbin,  43,  an  ex-IBMer  and  a  Harvard 
Business  School  grad  who  put  $2.5  mil- 
lion of  his  own  into  RetroBox  and  is  rais- 
ing $5  million  to  $7  million. 

Demand  for  digital  trash  collection  is 
spiking  as  old  computers,  TVs  and  cell 


Meanwhile,  recycling  rules  are  tighten 
ing.  It's  already  illegal  to  trash  a  cathode- 
ray  tube  monitor,  because  of  the  4  to  i 
pounds  of  lead  it  contains.  Starting  it 
November  a  California  law  will  require  re- 
tailers to  collect  a  fee  of  $6  to  $10  fron 
buyers  of  TVs  and  computer  monitors;  th< 
state  will  take  in  $50  million  in  fees  by  No 
vember  2005.  California  will  use  th< 
money  to  recycle  the  6  million  screens  nov> 
in  garages  and  attics,  plus  the  several  mil- 
lion that  become  obsolete  each  year.  Som« 
two  dozen  states  are  mulling  similar  laws. 

Market  Velocity  of  Charlotte,  N.C 
runs  trade-in  Web  sites  for  a  dozer 
clients,  including  HP,  Sony  and  Gateway 
It  sells  old  gear  to  a  network  of  a  few  hun- 
dred dealers  or  pays  to  have  the  part: 
recycled.  A  two-year-old  PC  could  bt 
worth  $100  to  $150,  says  Patrick  Vaughn 
chief  executive  of  the  profitable,  venture- 
backed  firm,  which  has  sales  pushing  $1C 
million.  He  keeps  10%  of  the  resale  price 
customers  get  the  rest. 

Some  electronics  companies  are  usin£ 


Motherboards,  monitors,  mush:  HP's  recycling  center  in  Roseville,  Calif,  will  take  anyone's  PC  and  turn  it  into  scrap  metal  and  plastic. 


and  tech  equipment  and  erases  all  the 
data,  a  precaution  Corbin  sees  few  com- 
panies taking.  He  charges  them  $40  per 
monitor  and  $40  per  processor  up  front, 
then  resells  the  hardware,  keeping  30%  of 
the  resale  price.  Corbin  also  indemnifies 
customers  like  ChevronTexaco  from  the 
risk  of  breaking  electronics-recycling  or 
data-privacy  laws.  Although  RetroBox  has 
never  had  to  pay  out,  Corbin  carries 
insurance  in  case  sensitive  data  slips 


phones  head  for  the  recycling  bin.  Own- 
ers of  cast-off  equipment  paid  400  com- 
panies $700  million  to  dispose  of  1.5  bil- 
lion pounds  of  electronics  in  2002,  five 
times  the  amount  recycled  in  1998,  says 
Peter  Muscanelli,  president  of  the  Inter- 
national Association  of  Electronics  Recy- 
clers.  In  2007,  when  TV  signals  switch 
from  analog  to  digital,  many  consumers 
will  buy  a  new  TV  rather  than  install  a 
converter,  creating  mountains  of  discards. 


recycling  as  a  marketing  tool,  as  door-to- 
door  vacuum  cleaner  salesmen  used  to  dc 
with  trade-ins.  HP  and  Dell  urge  cus-l 
tomers  to  send  in  their  competitors'  print- 
ers for  a  discount  on  a  new  one.  HP  has 
two  recycling  centers  in  the  U.S. — one  in 
Roseville,  Calif,  and  another  in  LaVergne. 
Tenn. — to  process  its  own  electronic 
waste.  Dell  charges  $15  to  pick  up  and  re- 
furbish or  recycle  a  PC,  using  contractors, 
including  RetroBox,  to  do  the  work. 
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T-Mobile  HotSpot  empowers  mobile  employees  with  wireless  access  to  the 
information  they  need  on  the  road.  Each  location  offers  Wi-Fi  Internet  service  for 
laptops  or  PDAs,  and  is  a  part  of  the  nation's  largest  Wi-Fi  network.  Check  e-mails. 
Download  data-rich  files.  Upload  presentations  on  the  fly.  It's  Wi-Fi  in  its  most  secure 
and  reliable  form,  and  it's  here  to  help  the  modern  workforce  get  more  out  of  each  day. 
For  more  information,  log  on  to  www.t-mobile.com/hotspot  or  call  1-877-822-SPOT. 


ble  at  over  4600  locations  nationwide  including: 
Fed  ■  Kmko's 


BORDERS, 


AmerlcanAirlines 


i  n  R(s)M  Club' 

»  Hi  II.. 


UNITED 


Red  Carpet  Club' 


%6 


H  Y-,.\  l  p 


Coming  soon  to 
Hyatt  nationwide.* 


Mobile  - 
HotSp«t 


is  a  registered  trademark  of  Deutsche  Telekom  AG.  The  HotSpot  logo  is  a  service  mark  of  T-Mobile  USA,  Inc.  ©2004  T-Mobile  USA,  Inc.  All  other  marks  are  properties  of  their  respective  owners, 
ship  required  for  admittance  into  airline  clubs.  'Available  in  public  areas  and  select  guestrooms  at  most  Hyatts  nationwide  by  the  end  of  2004. 
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Ie c Jm oJogy  |  Digital  Tools 

by  Stephen  Manes 


Innocent  Handsets  Abroad 


Using  a  mobile 
phone  abroad  can 
be  pricey  but  fun— 
if  you  prepare 
before  you  go. 


THE  QUAINT  CHALET-STYLE  MOTEL  AT  THE  EDGE  OF 
Jasper,  Alberta  had  no  phones  in  the  rooms,  but  it 
did  boast  a  herd  of  elk  outside.  As  if  to  proclaim  the 
Age  of  Wirelessness,  the  queen  of  the  herd  pranced 
through  the  adjoining  forest  with  a  radio  collar. 
So  in  the  spirit  of  the  wireless  woods,  1  blithely  waved  my 
PalmOne  Treo  600  smartphone.  As  my  wife  and  I  toured  the 
Canadian  Rockies,  it  delivered  conversations,  e-mail  and  much 
of  the  Web  so  efficiently  that  I  never  removed  my  notebook  PC 
from  the  bag.  Wi-Fi?  Why  bother? 

Mama  Elk  didn't  have  to  pay  for  her  transmissions,  though. 
T-Mobilized  Americans  calling  home  from  Canada  get  socked  a 
typical  49  cents  a  minute,  plus 
20  cents  for  outbound  long  dis- 
tance. The  prospect  of  paying 
$41 .40  an  hour  for  mere  conver- 
sation drove  me  to  a  local 
convenience  store  for  a  long- 
distance card  usable  at  the  out- 
door phone  booth  where  I 
served  as  mosquito  fodder.  But 
I  didn't  mind  the  fee  for  quick 
keep-in-touch  calls.  And  being 
constantly  reachable,  or  at  least  voice-mailable, 
was  mostly  wonderful. 

Better  still,  the  data  fee  was  only  a  penny  per 
kilobyte,  which  works  out  to  ten  bucks  a 
megabyte.  Still,  I  set  my  SnapperMail  client  to 
download  only  the  very  beginnings  of  messages, 
used  mailblocks.com  to  snuff  most  spam  and 
avoided  Web  sites  with  lots  of  ads.  Keeping  up 
with  e-mail  and  doing  a  bit  of  Web  surfing  cost  a 
bargain  pretax  $13.97  for  the  entire  12-day  trip. 

But  international  wirelessness  has  pitfalls  for 
both  voice  and  data.  Before  you  head  out  of  the 
country,  start  by  checking  your  mobile  carrier's 
Web  site.  It  may  take  a  bit  of  digging,  but  you 
should  be  able  to  find  out  whether  your  phone 
has  a  chance  of  working  where  you're  going.  For 
example,  if  you  have  a  GSM  phone,  as  all  T-Mobile  subscribers 
and  many  Cingular  and  AT&T  Wireless  customers  do,  you  may 
be  able  to  use  it  widely  abroad — but  only  if  it  can  work  on  the 
frequencies  used  where  you're  going,  which  differ  from  those  in 
North  America. 

If  your  phone  won't  travel  well,  your  carrier  may  rent  you 
one  that  will  let  you  keep  your  number  while 
abroad — though  it  may  not  import  your  all- 


important  personal  directory 
If  you're  planning  to  gel 
e-mail  or  to  surf  the  Web,  be 
sure  the  phone  you  borrow  is 
data  ready  and  has  the  software 
you  need.  Though  it  probably 
won't  work  at  home,  at  leasl 
charge  it  up  and  try  it  out 
before  you  make  your  getaway. 

The  carrier's  Web  site 
should  also  give  you  a  sense  ol 
what  usage  will  cost  you — typ- 
ically between  $1  a  minute  in  well-covered  lands  and  $5  in 
remote  outposts.  Be  sure  to  check  for  deals — say,  a  monthly 
plan  that  lets  you  use  your  regular  minutes  in  Canada  or  Mex- 
ico. And  if  you  do  decide  to  use  your  phone  abroad,  let  your  car- 
rier know.  Most  disable  international  service  until  you  say  you 
want  it,  though  they  don't  necessarily  charge  a  separate  fee  foi 
turning  it  on. 

GSM  users  may  be  able  to  buy  money-saving  prepaid  SIM 
cards  where  they  land,  which  can  work  out  particularly  wel] 
in  conjunction  with  cheap  long-distance  cards.  So  get  youi 

carrier  to  tell  you  how  tc 
unlock  your  phone  before 
you  go.  As  delivered  in  the 
U.S.,  a  GSM  phone  typically 
works  only  with  the  SIM 
card  of  the  carrier  thai 
sold  it. 

There's  nothing  more 
frustrating  than  sitting  in  a 
foreign  airport  lounge  and 
not  being  able  to  get  youi 
phone  to  work.  Typical 
American  mistakes:  not 
knowing  that  in  most  othei 
parts  of  the  world  the 
sign  signifies  the  beginning 
of  a  long-distance  numben 
and  not  knowing  that  you  usually  have  to  hold  down  the  zerc 
or  star  key  to  enter  it.  To  minimize  exasperation,  print  oul 
your  carrier's  foreign-usage  instructions  from  the  Web  and 
take  them  with  you. 

Unless  you're  an  elk,  in  which  case  you  need  only 
ruminate.  F 


Forbes 


Stephen  Manes  (steve@cranky.com)  was  cohost  of  Digital  Duo  and  has  been  covering 
technology  for  two  decades.  Visit  his  home  page  at  www.forbes.com/manes. 
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Marketing 


Spin  Game 


Radioman  TOM  JOYNER  likes  to  pitch 
and  ditch  brands  to  African-Americans. 
How  long  can  he  be  corporate 
opportunist— and  antagonist? 

BY  DOROTHY  POMERANTZ 

WHEN  TOM  JOYNER  TRAVELED  TO  HOME  DEPOT 
headquarters  last  year,  the  usually  dapper 
radio  disc  jockey  donned  a  bright  orange 
tracksuit,  a  nod  to  the  company's  signa- 
ture color.  The  message:  Joyner,  host  of 
the  nation's  most  widely  syndicated  radio  show  targeted 
to  African-Americans,  was  willing  to  work  for  the  com- 
pany's ad  money. 

The  persuasive  Joyner  scored,  wooing 
$2  million  from  Home  Depot  for  Reach 
Media,  his  Dallas  media  company. 
And  Home  Depot  bought  itself 
an  influential  pitchman  who 
shamelessly  plugs  the  company 
during  the  Tom  Joyner  Morning 
Show,  on  his  Web  site  (blackamerica 
web.com)  and  at  live  events.  He  calls 
the  home  improvement  retailer  "Ho  D," 
a  nickname  that's  catching  on.  Sales 
among  African-Americans  are  gathering 
steam  in  Joyner's  markets. 

Reach  Media  is  attracting  a  slew  of  main- 
stream marketers  who  want  to  target  blacks, 
among  them  Bank  of  America,  Procter  & 
Gamble,  GlaxoSmithkline  and  ExxonMobil. 
They  are  on  track  to  help  Joyner's  properties 
pull  in  $40  million  in  ad  revenue  this  year,  up 
50%,  according  to  Joyner. 

Joyner,  54,  has  a  big  carrot  in  his  four-hour 
radio  show,  with  1.6  million  listeners  daily  in  115 
markets.  There's  also  a  big  stick:  He  can  deliver  a 
punishing  dose  of  negative  publicity  to  any  company 
that  he  deems  inadequate  in  fulfilling  its  obligations  to  African- 
Americans.  He  recently  shamed  John  Deere  for  its  utter  lack  of 
black-owned  firms  among  its  1,400  dealerships.  In  1999  he  per- 
suaded CompUSA  to  advertise  in  minority-owned  newspapers, 
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after  urging  his  fans  to  send  in  their  CompUSA 
receipts  to  prove  they  shopped  there. 

Joyner  got  his  start  as  a  disc  jocke; 
in  1 969  after  he  blasted  the  radio  statior 
in  his  hometown  of  Tuskegee,  Ala 
for  refusing  to  play  music  that  appealec 
to  blacks.  The  station  manage 
responded  by  giving  Joyner,  ther 
19,  his  own  show. 

Joyner   needs   to  full; 
embrace  the  role  of  corpora^ 
shill,  since  he  is  expanding  pri 
vately  held  Reach  Media,  o 
which  he  owns  69%.  Until  las 
January  his  radio  show  wai 
owned  by  ABC.  Joyner  didn' 
renew  his  contract  with  the  net 
work,  which  still  sells  thi 
national  ad  slots  for  him.  Tak 
ing  advantage  of  big  companies 
interest  in  targeting  African 
American  consumers,  he  plan 
to  get  as  much  advertising  into  a 
many  outlets  as  possible.  Amonj 
his  ambitions  are  a  TV  variety  shov 
and  a  feature  film. 
Some  media  buyers  gripe  that  promo 
tions  clutter  one-third  of  Joyner's  radic 
show.  So  far  the  career  DJ  insists  hi. 
middle-age  fans  appreciate  interest  fron 
white-bread  companies:  "The  African 
American  consumer,  when  they  fee 
an  advertiser  really  wants  thei 
business — they're  family." 

Joyner  lends  his  name  to 
platter  of  fried  food  at  Long 
John  Silver's  restaurant  chain 
even  though  he's  a  big  booster  o 
health  education.  Joyner  insist; 
there's   nothing   wrong   with  thi 
arrangement.  He  brashly  puts  his  ambi 
tion  for  Reach  Media  revenue  in  lingo  tha 
probably  won't  catch  on  like  Ho  D:  "lBV, 
or  $1  billion  in  five  years. 


For  117  years,  financial  consultants  at  A.G.  Edwards  have  had  the  freedom  to  be  fully  accountable  to  each  investor 
and  nothing  else.  It's  a  philosophy  that's  helped  us  keep  clients  for  the  long  term.  And  helped  us  keep  them 
happy.  To  meet  with  an  A.G.  Edwards  financial  consultant,  visit  www.agedwards.com  or  call  (866)  319-4243. 
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HAPPINESS  AND  SATISFACTION, 
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HAPPINESS  AND  SATISFACTION. 
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Toxic  Avenger 


fter  her  chemist  father  died,  schoolmarm  LAURA  ROBERTS  transformed  herself 
)  save  his  business  I  by  patricia  huang 


ROBERT  GALANIS  DID  THINGS  HIS  OWN  WAY.  ENTRE- 
preneur,  salesman  and  self-taught  "mad  chemist,"  he 
sold  cleaning  solvents  he  concocted  himself.  He  did  busi- 
ness in  sweats  and  a  polo  shirt  and  sealed  deals  with  a 
handshake.  His  wife  managed  the  books.  When  a  sudden 
:art  attack  killed  him  in  1997,  his  business  might  easily  have  died, 
o,  since  he  left  behind  few  records  and  no  plan  for  a  successor. 

"He  had  all  his  contacts  and  everything  in  his  head,"  says 
mghter  Laura  Roberts.  "He  didn't  even  use  a  computer.  He  just 
ft  a  desk  filled  with  Post-it  Notes."  Her  mother  was  too  devas- 
ted  to  help.  Her  brother,  Anthony,  a  nuclear  engineer  with  the 
avy,  was  away  at  sea.  Leo  Rosales,  her  father's  associate,  knew 
ily  the  manufacturing  side  of  the  operation.  So  Roberts,  30 — an 


elementary  school  teacher  with  no  chemistry  or  business  back- 
ground— stepped  into  the  breach. 

She  discovered  that  her  father's  company,  Fortune  Chemical, 
was  nearly  $300,000  in  debt  and  bringing  in  $500,000  a  year  in 
revenue.  One  of  its  products — an  environmentally  friendly  metal 
treatment  called  Pre-Kote — seemed  to  have  big  potential.  Aircraft 
in  need  of  painting  or  repainting  usually  are  etched  first  with  a 
wash  containing  toxic  chromic  acid,  to  ensure  proper  paint  adhe- 
sion and  prevent  corrosion.  But  workers  using  chromic  acid  have 
to  wear  protective  suits,  and  disposal  of  the  waste  is  costly.  Pre- 
Kote,  Roberts  learned,  got  the  same  results  without  the  toxic  acid. 
It  was  in  limited  use  at  Air  Force  bases  and  was  undergoing  ex- 
tensive Defense  Department  testing. 
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Fortune  Chemical  limped  along  with  a 
ring  of  other  products,  including 
letLube  (a  metal-working  fluid);  a  line 
f  industrial  cleaners  called  X-IT;  and 
1-Pro  7,  a  gun  cleaner  that  Laura  and  her 
rother,  to  make  extra  money,  had  once 
>ld  at  gun  shows.  Remembers  Anthony 
alanis:  "We  used  to  tell  people,  'Clean 
)ur  gun  with  whatever  you  want,  clean  it 
Jain  until  you  think  it  can't  get  cleaner 
id  then  squirt  on  our  stuff.  Run  a  brush 
irough,  and  if  there  isn't  some  black  stuff 
n  it,  we'll  give  you  your  money  back.' " 

Roberts  peppered  her  brother  and  Ros- 
es with  questions.  "We  were  really  wing- 
ig  it  back  then,"  she  says.  "People  would 
ill  and  ask  what  effect  ultrasonics  would 
ive  on  our  solvents.  I  didn't  even  know 
hat  ultrasonics  were."  But  she  knew  what 
le  wanted.  "We  decided  early  on,"  says 
alanis,  "that  we  didn't  want  this  to  be  a 
nail,  lifestyle  business — which  is  what  my 
ther  had  been  happy  with.  If  we  were 
)ing  to  continue,  we  wanted  to  take  it  far." 

To  make  a  clean  break  with  the  past, 
alanis,  Rosales,  Roberts  and  Roberts'  hus- 
ind  renamed  the  company  Pantheon 
hemical.  Roberts  quit  her  teaching  job. 
alanis  quit  the  Navy.  The  four  partners 
rafted  a  business  plan  using  $10  worth  of 
)ftware  from  Staples.  Dividing  equity 
Arnership  equally,  they  decided  to  go  with- 
jt  paychecks,  scraping  by  instead  on  sec- 
nd  jobs.  Their  personal  debt  swelled  as 
iey  took  loans  from  banks,  friends  and  rel- 
ives. Roberts  persuaded  her  partners  to 
lax  out  their  credit  cards  to  pay  for  con- 
stants and  seminars  so  they  could  learn 
jrporate  governance  and  how  to  keep 
ade  secrets  safe. 

"We  owed  dozens  of  creditors,"  says 
oberts.  "Every  month  it  was  like,  'Who 
in  we  afford  to  pay?' "  They  had  no  health 
isurance,  no  vacations,  no  gifts  at  Christ  - 
las.  Roberts  and  her  husband  bottled 
roducts  by  hand  with  funnels  at  their 
tchen  table  and  churned  out  labels  from 
leir  bedroom  computer  printer. 

For  all  their  work  they  lost  their  biggest 
istomer,  AlliedSignal,  in  2000  through  a 
)rporate  merger.  But  feedback  from  new 
istomers  was  encouraging.  And  the 
'epartment  of  Defense  in  1998  gave  Pre- 
ote  approval  for  use  on  F-16s  and  a  tenta- 
ve  thumbs-up  for  other  aircraft.  (That  de- 


 Entrepreneurs 

cision  owed  nothing  to  preferential  treat- 
ment, since  Pantheon  wasn't  designated  a 
woman-run  business  until  February  2004.) 

Roberts  redoubled  her  attempts  to 
attract  investors.  She  read  copiously,  lugging 
around  chemistry  and  business  books  in  a 
briefcase  on  wheels  that  looked  huge  against 
her  5-foot-4  frame.  By  200 1  sales  were  back 
at  $325,000 — nearly  the  level  they'd  been 
before  the  loss  of  Allied.  Debt  had  been 
pared  to  zero,  and  Roberts  at  last  was  able  to 
hire  a  few  employees.  In  2002  she  recruited 
a  finance  director,  two  engineers  and  two 
chemists.  She  and  her  fellow  founders  began 
taking  salaries  of  $35,000  each. 

Roberts  also  recruited  a  board  that 
includes  Nick  R.  Tomasetti,  former  chair- 
man of  Airbus  North  America;  Joe  R. 
Reeder,  former  undersecretary  of  the  Army; 
and  Michael  A.  Smith,  who  used  to  run 
Honeywell's  aircraft  electronics  business. 
These  bigwigs  say  they  were  won  over  by 
Roberts'  energy  and  by  a  certain  nonbusi- 
ness-school  freshness  she  possesses.  Plus,  the 
gunk  works.  Reeder,  having  seen  the  Army 
spend  "hundreds  of  millions  of  dollars 
cleaning  up  messes  like  the  Rocky  Moun- 
tain Arsenal,"  says  he  appreciated  the  mar- 
ket for  a  kinder,  gentler  solvent. 

When  Roberts  suggested  hiring  a  chief 
executive,  the  board  told  her  to  keep  run- 
ning things  herself,  giving  her  that  position. 
In  two  rounds  of  fundraising  she  raised  $6 
million,  ceding  38%  of  the  equity  to  out- 
siders. She  and  her  partners  retain  53%,  with 
the  rest  held  by  consultants  and  the  board. 

Pantheon  employs  40  workers  and  is 
forging  private-label  deals  with  much  big- 
ger companies,  licensing  its  M-Pro  7,  for 
example,  under  the  Hoppe's  gun  cleaner 
name.  Pre-Kote  is  approved  for  use  on  all 
Air  Force  bases,  and  Pantheon  is  seeking 
approval  for  Navy  planes  and  ships  as  well. 
Continental  Airlines  will  become  the  first 
commercial  airline  to  use  it,  following  tri- 
als this  fall.  Revenue  stands  at  $5  million, 
20%  of  which  is  from  military  contracts. 

Roberts  says  Pantheon  should  post  its 
first  profit  next  year.  "Regulatory  bodies 
have  cracked  down  on  water  and  soil 
safety,"  she  explains.  "People  have  started  to 
open  their  minds  to  the  possibility  that 
there's  a  safer,  cheaper  way.  My  dad  was 
really  on  to  that  early."  All  he  was  missing, 
it  seems,  was  grand  ambition.  F 
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Four  Seasons 


At  Four  Seasons,  we  believe 


OUR  SUCCESS  IS  BEST  MEASURED 


BY  YOUR  SUCCESS.  WHICH  IS  WHY 


WE'VE  CREATED  A  WORLD  OF  HOTELS 


DEDICATED  TO  KEEPING  YOU 


AT  YOUR  BEST.  WlTH  SURROUNDINGS 


THAT  COMFORT  AND  INSPIRE,  AND 


FLAWLESS  SERVICE  THAT  IS 


ALWAYS  AT  THE  READY.  IN  SHORT, 


ALL  YOU  NEED  TO  ACCOMPLISH 


EVERYTHING  YOU  SET  OUT  TO  DO. 


Contact  your  travel  consultant, 
VISIT  www.fourseasons.com  or 
in  the  U.S.  call  1-866-823-2539. 


E v      Vancouver      Berlin      Tokyo  Sh 


Money  &  Investing 

NUMBERS  GAME 

THE  STOCK  OPTION  WAR  IS  HEATING  UP,  AND  SILICON 
Valley  thus  far  is  winning  the  day.  Under  pressure 
from  high-tech  executives  the  U.S.  House  of  Rep- 
resentatives in  late  July  voted  to  defang  a  proposed 
accounting  rule  that  would  compel  companies  to 
count  the  value  of  employee  stock  options  as  com- 
pensation cost.  The  tech  crowd,  in  particular,  is  addicted  to 
paying  workers  with  options  because  options  get  a  free  ride  on 
the  profit-and-loss  statement.  They  aren't  counted  as  a  cost, 
either  when  they  are  awarded  or  when  they  are  cashed  in. 

Too  bad  for  the  rule-making  Financial  Accounting  Stan- 
dards Board,  which  has  been  struggling  for  a  decade  to  end  this 
charade.  The  FASB  wants  option  issuers  to  estimate  the  theoreti- 
cal value  of  an  option  when  it's  granted  and  count  that  as  a  cost. 
Under  present  rules  companies  have  to  disclose  these  costs  only 
in  footnotes.  The  House  vote  was  on  a  bill  to  limit  options- 
expensing  to  a  company's  leading  five  executives.  In  the  calcula- 
tion of  the  expense  figure,  moreover,  the  company  issuing  the 
option  could  assume  zero  price  volatility,  which  is  absurd.  If  the 
House  bill  passes  the  Senate,  the  FASB  would  have  to  retreat. 

A  surface  logic  attaches  to  the  argument  of  the  anti-FASB 
lobbyists:  A  company  doesn't  lay  out  a  single  penny  when  grant- 
ing options,  and  besides  no  accurate  way  exists  to  value  them. 
So,  in  the  words  of  Intel  Chief  Executive  Craig  Barrett,  these  are 
"imaginary  expenses."  Jeffrey  Peck,  spokesman  for  the  Interna- 
tional Employee  Stock  Options  Coalition,  which  represents 
high-tech  and  biotech  firms,  sneers  that  "what  the  FASB  is 
proposing  is  a  really  novel  idea." 

But  the  anti-FASB  rationale  falls  apart  if  and  when  the 
options-granting  does  indeed  trigger  a  cash  outlay — to  mop  up 
the  dilution  from  the  employees'  new  shares.  Companies  pay 
huge  sums  to  buy  back  stock  and  reverse  the  watering-down  of 
earnings  per  share  caused  by  employee  options  exercises. 

Suppose  that,  when  the  stock  is  at  $30,  the  worker  gets  an 
option  granting  him  the  right  to  buy  a  share  at  $30  anytime 


An  Expensive  Option 

As  Silicon  Valley  tries  to  sidetrack  a  reform  ending  its  free  lunch  of  stock  options,  we  found 
how  much  they  cost  investors  in  an  often-ignored  way:  buybacks  to  mop  up  dilution. 

BY  ELIZABETH  MACDONALD 


in  the  next  decade.  The  immediate  cash  value  of  this  piece  of 
paper  is  indeed  zero.  But  it  might  be  worth,  say,  $8,  that  sum 
reflecting  the  probability  that  the  stock  will  get  to  $40  or  $50 
before  the  option  expires.  One  way  to  come  up  with  the  $8 
figure  is  from  the  Black-Scholes  options  valuation  model.  The 
formula  is  controversial,  but  it  does  a  pretty  good  job  of  pre- 


dicting the  prices  of  exchange-traded  options. 

Because  this  debate  is  too  often  treated  as  a  philosophical 
abstraction,  we  are,  with  help  from  professor  Charles  Mulford 
director  of  the  Georgia  Institute  of  Technology's  Financial 
Analysis  Lab,  making  it  real  with  some  concrete  numbers.  Eight 
of  the  heaviest  options  users  on  the  Nasdaq  spent  $50  billion,  on 


A 


24%  of  their  cumulative  $210  billion  in 
cash  flow  from  operations  from  fiscal 
1999  through  fiscal  2003,  mopping  up 
dilution  from  employee  options,  accord- 
ing to  Mulford's  analysis.  (The  mop-up 
cost  he's  counting  is  not  the  money 
spent  on  the  shares  but  the  excess  of  the 
amount  spent  over  what  the  employees 
paid  when  they  exercised  the  options.) 

We  examined  five  years  instead  of 
one  to  even  out  the  irregularities  in  the 
timing  of  grants  and  buybacks — a  com- 
pany might  issue  options  in  1998,  see 
them  exercised  in  2000  and  get  around 
to  the  buyback  in  2001 .  Mulford  counted 
only  shares  bought  back  to  undo  the 
effects  of  options  exercises,  as  opposed 
to,  say,  the  effects  of  convertible  bonds. 

Imaginary  expenses?  No,  that 
$50  billion  was  in  hard  cash.  When  the 
tech  execs  argue  options  don't  cost  a 
thing,  says  Lynn  Turner,  former  chief 
accountant  at  the  Securities  &  Exchange 
Commission,  "they're  out  in  la-la  land." 

Intel  spent  18%,  or  $9.7  billion,  of  its 
operating  cash  flow  over  the  five  years  to 
take  care  of  dilution  from  its  stock 
options.  Biotech  firm  Amgen  spent  38% 
of  its  $10  billion  in  operating  cash,  Dell, 
39%  of  its  $19  billion.  And  although 
Microsoft  dumped  its  option  program  in 
favor  of  stock  awards  in  September  2003, 
it  still  needed  to  spend  29%  of  its  $71 
billion  in  cash  from  operations  to  take 
care  of  stock  options  over  the  five-year 
riod.  All  but  one  company,  Cisco  Systems,  are  chronic  repur- 
asers.  Cisco  started  only  two  years  ago. 

Now  these  buyback  outlays  are  not  hidden  from  sharehold- 
5.  They  show  up  on  the  "flow  of  funds"  page  that  follows  the 
:L.  At  the  top  of  the  page  is  the  cash  flow  from  operations,  con- 
ting  for  the  most  part  of  profits  with  noncash  depreciation 
arges  added  back.  Next  comes  cash  flow  from  financings, 
lich  includes  money  raised  or  spent  in  the  issuance  or  repur- 
ase  of  shares.  The  footnotes  show  how  much  employees  spent 
ercising  options  ($30,  in  our  example)  along  with  corporate 
oney  spent  buying  the  shares  back  (at  $40  or  $50  or  whatever). 

The  Internal  Revenue  Service  has  to  contend  with  the  same  ac- 
unting  issues  on  corporate  tax  returns.  Rather  than  haggle  with 
rporations  over  the  theoretical  economic  value  of  an  option 
len  it's  granted,  it  allows  a  compensation  deduction  if  and  when 
e  option  is  exercised.  The  deduction  is  the  spread  between  the  ex- 


Costly  Cleanup 


Stock  buybacks  to  take  care  of  dilution  from  exercised 
options  can  be  a  pretty  expensive  enterprise.  Here  is  the 
cumulative  cost  of  such  buybacks  covering  fiscal  1999  to 
fiscal  2003;  2004  disclosures  did  not  have  enough 
information  on  options  exercises. 


Company 

Buyback 

cost1 
(Smil) 

Hit  to 
cash  from 
operations 

Options  cost 
as  share  of 
earnings2 

Adobe  Systems 

$579 

30% 

57% 

Amgen 

3,823 

38 

18 

Cisco  Systems3 

744 

6 

67 

Dell 

7,421 

39 

29 

Intel 

9,665 

18 

16 

Microsoft 

20,317 

29 

22 

Oracle4 

5,368 

37 

13 

Sun  Microsystems 

2,242 

22 

NA 

'Five-year  total:  cash  paid  to  buy  back  stock  to  cover  exercised  options,  minus  employees' 
payments  to  purchase  the  stock.  2Sum  of  five  years'  cost  of  options,  divided  by  the 
sum  of  five  years'  earnings.  3Cisco  has  bought  back  stock  for  only  two  out  of  the  five 
years.  4Through  May  2004.  when  its  fiscal  2003  year  ended.  NA:  Not  applicable: 
Sun  Microsystems  had  no  net  profits  for  this  period. 

Sources:  Georgia  Institute  of  Technology's  Financial  Analysis  Lab:  Analyst's 
Accounting  Observer. 


ercise  price  and  the  market  value  at  the  time  of  exercise.  These  tax 
deductions  are  worth  lots  of  cash  to  the  employers.  Last  year  they 
cut  Microsoft's  tax  bill  by  $1.4  billion.  Joseph  St.  Denis,  senior  di- 
rector at  Fitch  Ratings,  a  Wall  Street  credit  ratings  firm,  says  that 
since  the  tax  benefit  goes  into  the  cash-from-ops  figure,  that's  all 
the  more  reason  for  the  option  buyback  cost  to  go  there,  too. 

The  table  (above)  lists  eight  options  addicts.  Alongside  the 
cash  mop-up  costs  we  indicate  the  effect  FASB-style  expensing 
would  have  had  on  earnings  over  the  five  years.  These  figures 
come  courtesy  of  Jack  T.  Ciesielski,  publisher  of  the  Analyst's 
Accounting  Observer,  a  newsletter.  He  gleaned  them  from  the  dis- 
closures companies  make  in  footnotes  mandated  by  the  FASB. 

While  tech  companies  quibble  about  the  validity  of  Black- 
Scholes  pricing,  most  agree  with  the  Mulford  math  on  the 
impact  on  operating  cash  but  decline  further  comment.  While 
Dell  doesn't  dispute  the  analysis  either,  it  notes  there's  a  payoff 
in  strengthening  and  stabilizing  its  staff.  The  computer  maker 
has  been  doing  options-related  buybacks  since  1996. 

Intel  spokesman  William  Calder  says  Intel's  stock  repur- 
chases over  the  last  ten  years  outstripped  its  exercised  options, 
with  1.7  billion  shares  bought  back,  while  employees  exercised 
only  857  million  options.  Mulford  points  out  that  Intel  will  still 
have  to  keep  the  buybacks  going,  given  its  love  of  options.  Peck, 
of  the  high-tech  coalition,  admits  that  there  really  is  a  big  cash 
expense  from  buybacks  related  to  option  exercises.  Still,  he  adds, 
"We  believe  the  cost  is  properly  reflected  in  dilution."  You'll 
eventually  feel  the  pain  of  employee  costs  when  your  profits  get 
diluted  away,  so  why  remind  yourself  of  the  damage  now?  F 
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STOCK  FOCUS 


The  No-Fuss  Fund 

Harry  Burn  III  and  his  comanagers  have  quietly  kept  their  cost-  and  tax-efficient 
$1  billion  fund  ahead  of  the  market  I  by  michael  maiello 


THE  SPONSORS  OF  THE  SOUND 
Shore  Fund  don't  brag  in  public, 
but  they  have  reason  to  be 
proud  of  their  achievements. 
Their  large  value  fund's  13% 
annual  return  over  the  last  decade  betters 
that  of  the  S&P  500  by  1.6  points,  and  the 
fund  has  handily  beaten  the  index  every 
year  since  the  market  imploded  in  2000. 
This  ability  to  preserve  capital  in  bear 
markets  is  why  FORBES  gives  Sound  Shore 
a  down  market  score  of  B,  along  with  a  C 
for  bull  markets. 

Harry  Burn  III  and  T.  Gibbs  Kane  Jr. 
launched  the  Sound  Shore  fund  in  1985  as 
a  way  to  let  retail  investors  in  on  their 
seven-year-old  business  servicing  pension 
funds  and  well-heeled  individuals.  The 
duo  became  a  triumvirate  last  September 
when  the  partners  added  John  DeGulis, 
formerly  an  analyst  with  the  firm. 

Sound  Shore — the  fund  takes  its  name 
from  its  managers'  street  address  in  Green- 
wich, Conn. — gets  our  highest  grade  for 
cost  efficiency.  We  like  its  annual  expenses 
of  $0.98  per  $  1 00  in  assets,  no  sales  charges 


Gibbs  Kane 


and  no  12b- 1  fees  for  promotional  ex- 
penses. The  fund  doesn't  spend  a  dime  on 
marketing.  Word  of  mouth  and  perfor- 
mance have  attracted  its  $1.3  billion  in  as- 
sets. "We  started  the  fund  because  the 
board  members  of  our  institutional  clients 
wanted  us  to  manage  their  money.  They've 
done  our  marketing  for  us,"  says  Burn. 

Burn,  60,  played  freshman  football 
and  varsity  tennis  for  the  University  of 
Virginia  but  is  now  a  yoga  enthusiast.  Five 
years  ago,  at  the  urging  of  his  daughter,  he 
began  attending  classes  for  "hot"  yoga, 
which  is  a  strenuous  form  of  the  discipline 
held  in  a  superheated  room.  Burn  caught 
onto  this  balmy  fad  in  its  infancy,  just  as  he 
hopes  to  find  stocks  before  the  rest  of  Wall 
Street  piles  on. 

Burn  and  his  two  partners  call  their 
investment  style  "disciplined  value  invest- 
ing." They  look  for  companies  that  appear 
cheap  relative  to  expected  profits.  Specifi- 
cally: A  company's  forward  price/earnings 
multiple  is  no  more  than  three-quarters  of 
its  historical  P/E  ratio,  the  latter  being  cal- 


culated as  a  weighted  average  of  the  trail 
ing  multiple  over  the  past  decade  (recer 
years  count  more  heavily).  The  stocks  the 
turn  up  under  that  rule  are  out  of  favo 
either  because  of  bad  news  that's  inconst 
quential  to  long-term  performance  a 
because  of  Wall  Street's  whims.  But  the 
aren't  companies  on  the  skids.  "We're  no 
ambulance  chasers,"  Burn  says. 

Once  he's  identified  stocks  trading  a 
such  discounts,  Burn  makes  sure  that  cur 
rent  profits  are  positive  and  projecte> 
earnings  growth  is  at  least  10%  a  year  fc 
the  next  three  to  five  years.  Burn  doesn 
mind  how  much  debt  a  company  carries 
but  he  rarely  winds  up  with  those  whos 
credit  ratings  are  in  the  junk  range.  Hi 
biggest  holdings  include  Berkshire  Hath 
away,  Liberty  Media  and  Devon  Energy,  a 
of  them  stocks  that  he's  held  for  mor 
than  a  year. 

Two  years  ago  Sound  Shore  bough 
struggling  health  care  insurer  Aetna  whe: 
it  traded  just  above  $30.  Aetna,  which  ha 
since  shed  clients  and  shaved  expenses  b 
using  new  information  technology,  trade 


Michael  Kreiss,  President  &  CEO 
Kreiss  Furniture 


The  bank  of  Michael 


has  been  his  family's  trusted  source  of  advice  for  more  than  50  years 


understands  the  unique  fabric  of  the  furniture  business 


was  instrumental  in  funding  the  expansion  of  new  showrooms 


handles  everything  from  international  banking  to  his  personal  finances 


thinks  his  bank  should  fit  like  an  easy  chair. 


Invest  in  you 


Union 

Bank  of 
California 


Commercial  Banking 

Northern  California  -  Michael  Riley,  Market  President,  (415)  705-7170 
Central  Valley  -  Scott  A.  Hagel,  Market  President,  (916)  321-6702 
Greater  Los  Angeles  -  Bita  Ardalan,  Market  President,  (818)  595-2021 
Metro  Los  Angeles  -  Scott  Connella,  Market  President,  (213)  236-4275 
Orange  County/San  Diego  -  Mary  Allis  Curran,  Market  President,  (619)  230-3374 

Small  Business  Services  -  (866)  876-7065 

Visit  US  at  UbOC.COm  ©2004  Union  Bank  of  California,  N  A  Member  FDIC 
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at  $85  today.  Sound  Shore  is  now  buying 
Cigna,  a  company  that  is  winnowing  its 
12  million  current  subscribers  to  9.7  mil- 
lion by  the  end  of  the  year.  Burn  is 
pleased:  "During  the  boom  years  Cigna 
took  on  corporate  clients  without  under- 
standing what  they  were  doing.  They  did- 
n't know  the  risks  or  have  sufficient  con- 
trols in  place." 

Cigna  sold  a  business  that  insures  re- 
tirees for  $1.7  billion,  money  it  will  use 
for  stock  buybacks.  The  stock,  at  a  re- 
cent $65,  trades  at  11  times  estimated 
earnings  for  2004,  against  the  S&P  500's 
18.  Cigna's  trailing  P/E  for  the  past  ten 
years  averages  12.9. 

Health  care  firms  are  Sound  Shore's 
second-largest  group  of  holdings,  out- 
stripped only  by  financial  services  firms, 
almost  a  fourth  of  the  portfolio.  In  2002 
Burn  bought  mortgage  banker  Country- 
wide Financial  for  $25  (split-adjusted). 
That  interest  rates  are  rising,  snuffing  out 
the  refinancing  boom,  doesn't  scare  him 
away;  he's  confident  that  this  firm  will 


make  money  servicing  old  mortgages.  "As 
rates  go  up,  people  will  hang  on  to  their 
mortgages  longer,"  he  reasons.  - 

He  is  also  sticking  with  U.S.  Bancorp,  a 
regional  bank  that  might  also  be  consid- 
ered risky  as  rates  rise.  At  $28,  U.S. 
Bancorp  trades  at  12.7  times  estimated 
2004  profits  and  has  a  3.5%  yield.  Burn 
says  that  mortgage  exposure  at  this  firm  is 
smaller  than  that  of  most  of  its  peers.  He's 

Sound  Shore_Six__ 


also  encouraged  by  management's  foreca 
of  10%  earnings  growth  for  2004  and  i 
promise  to  use  80%  of  earnings  for  div 
dends  and  share  buybacks. 

Annual  portfolio  turnover  is  60%,  bi 
because  Burn  usually  sells  for  long-ten 
gains,  he's  managed  to  keep  taxes  low.  O 
a  scale  of  1  to  5,  with  1  being  the  be 
score,  FORBES  gives  Sound  Shore  a  2  fc 
tax  efficiency. 


Burn  saw  these  half-dozen  stocks  as  cheap  relative  to  expected  profits. 


P/E 

Market 

Recent 

Latest 

2004 

value 

Company 

price 

12  months 

(est) 

(Soil) 

Baxter  International 

$32.54 

22 

18 

$19.9 

Cigna 

65.15 

14 

11 

9.2 

Countrywide  Financial 

72.37 

8 

9 

20.2 

Devon  Energy 

70.40 

9 

9 

16.9 

Liberty  Media 

8.54 

NM 

NM 

24.3 

US  Bancorp 

27.99 

14 

13 

53.2 

i   Prices  as  of  July  16.  NM:  Not  meaningful.  Source:  Reuters  Fundamentals  via  FactSet  Research  Systems. 


SELECT  A  NEW  LOCATION 
FOR  YOUR  COMPANY 

FOR  FREE!  www.forbes.com/iedc 


Running  your  company  is  hard  enough.  The  Forbes/IEDC  Business 
Relocation  Guide  featuring  the  Corporate  Relocation  Calculator  provides  a 
faster,  smarter  way  to  make  expansion  and  relocation  decisions. 
In  addition  to  the  Calculator,  this  one-of-a-kind  resource  offers  instant 
access  to  relocation  hot  spots,  Forbes  research,  conference  resources,  a 
site  selection  guide  and  links  to  Business  Relocation  Guide  resources. 

It's  not  only  easy  —  it's  all  free  ...  from  Forbes  and  the  International 
Economic  Development  Council  —  the  one  source  for  economic 
development  information.  Go  to  www.forbes.com/iedc  and  give  the 
Corporate  Relocation  Calculator  a  try  today.  Then  start  packing! 

Contact  Peter  Malloy  at  212-620-2224  for  more  information. 


orbes 


INTERNATIONAL 
ECONOMIC  DEVELOPMENT 


Forbes 

CAPITALIST  TOOL 


The  IEDC  Business  Relocation  Guide  featuring  the  Co 
Relocation  Calculator  is  brought  to  you  by  IEDC,  Forbes  an 
featured  relocation  hot  spots.  Please  contact  them  for  as: 
with  your  site  selection  needs. 


AppalachianOhio.com 

Sponsored  b>  Ihc  Citnernor\  Office  nt  \ppalachia  " 

Governor's  Office  of  Appalachia 
1-800-848-1300  /  goa@odod.state.oh.us 
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Florence  G.  Kingston 

1-800-274-8348 

nneda@newportnewsva.com 
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I  want  a  health  plan  that  covers 
my  employees  in  sickness  and  in  health.1 


It's  never  been  more 


difficult  to  control  health  care  costs.  That's  why 
PacifiCare  has  innovative  programs  to  help  ensure  your 
health  care  dollars  truly  perform.  Our  plans  extend 
beyond  standard  coverage  to  include  value-added 
options  and  preventive  programs  on  fitness  and 
weight,  heart  disease,  asthma,  smoking  cessation, 
depression  and  more.  We  understand  that  investing  in 
your  employees'  well-being  can  help  minimize  long- 
term  health  care  costs. 


PacifiCare's  Total  Solution  For  Businesses 
With  More  Than  50  Employees 

•  A  choice  of  HMO  and  PPO  plans- 
including  consumer-directed  health  plans 

•  Range  of  features  and  pricing  to 
meet  virtually  any  coverage  or  budget 
requirement 

•  PacifiCare  SignatureExpress"' —  an 
online  enrollment  tool  offered  at  no 
additional  cost 

•  Personal  Assistant  Network  (PAN) —  a 
referral  service  to  help  employees  meet 
personal  demands  and  be  more  effective 
at  work 

•  PacifiCare  HealtbCredits"' —  an  incentive 
program  aimed  at  health  improvement 

•  Women 's  Health  Solutions™ —  more 
than  30  programs  for  every  stage  of  life 


Give  your  employees  the  choices  they  want  —  at  a  price  your  company  can  afford  —  with- 
out adding  administrative  hassles.  Call  your  broker  or  PacifiCare  at  1-800-926-0676. 
Or,  visit  www.caringisgood.com/ControlCosts  for  more  information. 

Medical  •  Dental  •  Vision  •  Life  •  Disability  •  Behavioral  Health 


PacifiCare® 

Caring  is  good.  Doing  something  is  better. 


fiCare  products  and  services  are  offered  by  one  or  more  of  the  following  PacifiCare  family  of  companies:  Health  plan  products  and  services  are 
ed  by  PacifiCare  of  California,  PacifiCare  Behavioral  Health  of  California,  Inc.,  and  PacifiCare  Dental.  Indemnity  insurance  products  are 
srwritten  by  PacifiCare  Life  and  Health  Insurance  Company.  Other  products  and  services  are  offered  by  PacifiCare  Health  Plan  Administrators,  Inc., 
fiCare  Southwest  Operations,  Inc.,  RxSolutions,  Inc..  SeniorCo,  Inc.,  and  PacifiCare  Behavioral  Health,  Inc.  PacifiCare""  is  a  federally  registered  trade- 
<  of  PacifiCare  Life  and  Health  Insurance  Company. 


The  7  WONDERS 

of  TARGETED  ADVERTISING 

Take  the  guesswork  out  of  your  ad  campaign  and  improve  results  with  MNI!  By  targeting  your  message 
demographically  and  geographically  in  the  nation's  top  magazines,  you'll  get  the  most  impact  from  your 
ad  investment.  MNI  offers  more  than  400  targeted  markets  and  seven  lifestyle-defined  magazine  packages  to 
meet  your  objectives.  Start  reaching  the  affluent  and  responsive  audience  you  need  today! 


Stop  wondering  about  the  effectiveness  of  your  media  plan  —  call  MNI  today!  For  more  information, 
contact  Robert  Beit,  National  Ad  Director,  at  877-ASK-4MNI  or  visit  MNI  online  at  www.mni.com. 


TARGETED  ADS.  NATIONAL  MAGS 


s 


An  original  and  exhilarating  look  at 

options  many  don't  realize  are 
now  open  to  them...."* 


CROWN 
BUSINESS 


A  member  of 

The  Crown  Publishing  Group 
CrownBusiness.com 

For  more  information 
go  to  Life2Where.com 


"A  delightful  and  surprisingly  moving  tale." 

— Michael  Lewis,  bestselling  author  of 

Moneyball 

"As  you  read  Rich  Karlgaard's  wonderfully  engaging 
book,  you  may  find  yourself  caught  up  dreaming  of 
living  a  simpler,  healthier,  more  purpose-driven 
life." 

— Dr.  Rick  Warren,  author  of 
The  Purpose  Driven  Life 

"While  counter-intuitive  to  those  on  the  conven- 
tional fast-track,  Life  2.0  offers  great  promise  to 
those  who  are  open  to  personal  innovation." 

— Clayton  Christensen,  Professor, 
Harvard  Business  School 

"No  one  has  a  pat  answer  to  the  great  jobs  conun- 
drum -  but  this  fascinating  treatise  will  make  you 
think  deeply  and  may  just  give  you 
he  impetus  to  uproot." 

— Tom  Peters 

"Not  only  will  it  stretch  your  mind  and  widen  the 
horizons  of  your  life,  it  could  also  renew  your 
health  and  wealth." 

— GEORGE  GlLDER,  Futurist  and  Author 

* — JAMES  FALLOWS,  National  Correspondent, 
The  Atlantic  Monthly 
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ESTATE  PLANNING 


The  Great  Trust  Rebellion 

A  new  code  aims  to  unify  the  nation's  trust  laws.  But  some  lawyers  are  in  revolt  I  by  ashlea  ebeling 


DO  YOU  PLAN  TO  KEEP  SECRET 
from  your  children  how  much 
they  stand  to  inherit?  Would 
you  like  to  make  sure  your 
money  supports  your  descen- 
dants and  not  their  ex-spouses?  Do  you 
want  to  cut  estate  taxes? 

If  so,  don't  set  up  a  trust  in  Kansas, 
Maine,  Missouri,  Nebraska,  New  Hamp- 
shire, New  Mexico,  Tennessee,  Utah, 
Wyoming  or  the  District  of  Columbia, 
says  Denver  asset-protection  lawyer 
Mark  Merric.  If  you  already  have  a  trust 
in  one  of  those  locales,  move  it,  he  adds. 
That's  because  these  states  have 
adopted  in  whole  or  in  large  part  the 
new  Uniform  Trust  Code. 

The  UTC  was  released  in 
2000  after  six  years  of  work 
by  the  National  Conference 
of  Commissioners  on  Uni- 
form State  Laws — a  group        ...>  ' 
of  lawyers,  judges,  legislators 
and   law   professors  that 
makes  recommendations  to 
the  states  on  statutes  covering 
such  areas  as  contracts  and  fam- 
ily matters.  The  183-page  docu- 
ment aims  to  replace  the  current 
muddle  of  state-specific  trust  law 
(most  of  it  common  law  ad-libbed 
over  the  past  two  centuries  by 
judges)  with  a  consistent,  com- 
prehensive and  up-to-date  code.  It 
covers  everything  from  common 
"living"  trusts  to  trusts  for  pets. 
Some  lawyers  consider  the  UTC  a 
huge  advance.  "We  mostly  shot  in 
the  dark  before,"  says  David  Hunt,  an 
estate  lawyer  in  Portland,  Me. 

But  Merric  and  other  renegades  say 
the  code  compromises  families'  privacy, 
endangers  their  estate  plans  and  favors 
their  creditors.  The  rebels  are  winning 
some  battles.  The  Oklahoma  and  Col- 
orado legislatures  both  rejected  the  code 
this  year,  despite  the  support  of  their  state 
bar  associations.  Arizona's  legislature 


passed  the  UTC  in  May  2003  with  the  sup- 
port of  the  state  bar,  then  repealed  it  unan- 
imously this  April  amid  warnings  that 
trust  money  would  flee  the  state. 

In  a  statement  posted  on  its  Web  site, 
the  National  Conference  accuses  Merric 
of  "using  scare  tactics"  and  putting  forth 
"inaccurate  and  unsupported  trust  law 
theories."  His  goal,  the  statement  adds, 
"appears  to  be  that  states  enact  statutes 
with  a  focus  on  allowing  debtors  to  avoid 


paying  their  bills."  Merric's  retort:  "I  rep- 
resent people  who  create  trusts,  so  I'm  on 
dieir  side,  not  the  creditors'  side." 

So  do  you  want  a  trust  in  a  state  that's 
adopted  the  new  code?  Here  are  the  issues. 
 Secrecy  

The  UTC  requires  trustees  to  notify 
current  and  probable  future  beneficiaries 
of  irrevocable  trusts,  including  charities, 
about  the  existence  of  the  trust.  A  current 


beneficiary,  even  a  teenager,  has  a  right  to 
find  out  exactly  how  much  is  in  the  trust. 

There's  a  good  argument  for  disclo- 
sure: If  beneficiaries  know  about  thai 
trust,  they  can  make  sure  the  trustees 
don't  mismanage  or  loot  it.  But  some| 
parents  and  grandparents  have  a  bigger 
worry.  "Is  it  really  in  the  best  interest  ol 
the  beneficiaries  for  them  to  know  they 
are  trust  babies  and  never  have  to  work 
another  day  again  in  their  life?"  asks  John 
Sullivan,  an  asset  protection  lawyer  irj 
Cleveland.  And  some  donors  don't 
want  a  charity  to  know  it's  gol) 
money  coming  some  day,  for  fean 
they'll  be  bugged  for  contribu- 
tions now. 

Opposition  to  this  disclosure: 
provision  is  so  widespread  that 
the  National  Conference  plans 
to  alert  states  to  alternatives  to 
this  blanket  notification  provi^ 
sion,  such  as  limiting  which  ben- 
eficiaries must  get  notified,  says 
Michelle  Clayton,  a  lawyer  with  the 
conference.  (States  are  always  free  ta 
tinker  with  the  code  or  to  adopt  onl)^ 
part  of  it.) 

 Taxes  

In  an  effort  to  be  flexible,  the  nev# 
code  says  a  person  who  sets  up  an  irrevo-l 
cable  trust,  if  acting  in  conjunction  with! 
all  of  the  beneficiaries,  can  modify  it  laten 
— say,  by  changing  die  trust  to  let  the  kids 
take  out  more  money  at  a  younger  age. 
Sounds  reasonable.  But  the  Internal  Rev* 
enue  Service  might  argue  this  means  the 
person  creating  the  trust  retained  sol 
much  power  over  the  trust  that  its  assets 
are  part  of  his  estate  at  his  death,  even) 
though  he  thought  he  had  given  them| 
away  years  before,  when  they  were  worthl 
less.  And  because  the  new  code  gives  cer- 
tain creditors  more  ability  to  settle  claims 
against  beneficiaries  by  going  after  their 
trust  assets,  it  arguably  might  make  those 
assets  includable  in  beneficiaries'  own 
estates,  which  could  sabotage  the  taxi 


Patient  Information 

LEVITRA®  (Luh-VEE-Trah) 
(vardenafil  HCI)  Tablets 


8/03 


Read  the  Patient  Information  about  LEVITRA  before  you  start  taking  it 
and  again  each  time  you  get  a  refill  There  may  be  new  information 
You  may  also  find  it  helptuTto  share  this  information  with  your  partner 
This  leaflet  does  not  take  the  place  of  talking  with  your  doctor.  You 
and  your  doctor  should  talk  about  LEVITRA  when  you  start  taking  it 
and  at  regular  checkups  If  you  do  not  understand  the  information,  or 
have  questions,  talk  with  your  doctor  or  pharmacist, 

WHAT  IMPORTANT  INFORMATION  SHOULD  YOU  KNOW  ABOUT 

LEVITRA? 

LEVITRA  can  cause  your  blood  pressure  !o  drop  suddenly  to  an 
unsale  level  II  it  Is  taken  with  certain  other  medicines.  With  a  sudden 
drop  in  blood  pressure,  you  could  get  dizzy,  faint,  or  have  a  heart 
attack  or  stroke. 

Do  not  take  LEVITRA  it  you: 

•  take  any  medicines  called  "nitrates " 

•  use  recreational  drugs  called  "poppers"  like  amyl  nitrate  and 
butyl  nitrate. 

•  take  medicines  called  alpha-blockers. 
(See  "Who  Should  Not  Take  LEVITRA?") 

Tell  all  your  healthcare  providers  thai  you  take  LEVITRA.  If  you 
need  emergency  medical  care  tor  a  heart  problem,  it  will  be  important 
for  your  healthcare  provider  to  know  when  you  last  took  LEVITRA 

WHAT  IS  LEVITRA? 

LEVITRA  is  a  prescription  medicine  taken  by  mouth  for  the  treatment 
of  erectile  dysfunction  (ED)  in  men. 

ED  is  a  condition  where  the  penis  does  not  harden  and  expand  when 
a  man  is  sexually  excited,  or  when  he  cannot  keep  an  erection.  A  man 
who  has  trouble  getting  or  keeping  an  erection  should  see  his  doctor 
tor  help  if  the  condition  bothers  him  LEVITRA  may  help  a  man  with 
ED  get  and  keep  an  erection  when  he  is  sexually  excited. 

LEVITRA  does  not: 

•  cure  ED 

•  increase  a  man's  sexual  desire 

•  protect  a  man  or  his  partner  from  sexually  transmitted  diseases, 
including  HIV  Speak  to  youi  doctor  about  ways  to  guard  against 
sexually  transmitted  diseases. 

•  serve  as  a  male  form  of  birth  control 

LEVITRA  is  only  lor  men  with  ED.  LEVITRA  is  not  for  women  or 
children  LEVITRA  must  be  used  only  under  a  doctor's  care 

HOW  DOES  LEVITRA  WORK? 

When  a  man  is  sexually  stimulated,  his  body's  normal  physical 
response  is  to  increase  blood  flow  to  his  penis.  This  results  in  an 
erection  LEVITRA  helps  increase  blood  flow  to  the  penis  and  may 
help  men  with  ED  get  and  keep  an  erection  satisfactory  for  sexual 
activity  Once  a  man  has  completed  sexual  activity,  blood  flow  to  his 
penis  decreases,  and  his  erection  goes  away. 

WHO  CAN  TAKE  LEVITRA? 

Talk  to  your  doctor  to  decide  if  LEVITRA  is  right  for  you 
LEVITRA  has  been  shown  to  be  effective  in  men  over  the  age  of  18 
years  who  have  erectile  dysfunction,  including  men  with  diabetes  or 
who  have  undergone  prostatectomy, 

WHO  SHOULD  NOT  TAKE  LEVITRA? 
Do  not  take  LEVITRA  if  you: 

•  take  any  medicines  called  "nitrates"  (See  "What  important  infor- 
mation should  you  know  about  LEVITRA?")  Nitrates  are 
commonly  used  to  treat  angina.  Angina  is  a  symptom  of  heart  dis- 
ease and  can  cause  pain  in  your  chest,  jaw,  or  down  your  arm. 
Medicines  called  nitrates  include  nitroglycerin  that  is  found  in 
tablets,  sprays,  ointments,  pastes,  or  patches.  Nitrates  can  also  be 
found  in  other  medicines  such  as  isosorbide  dimtrate  or  isosorbide 
mononitrate.  Some  recreational  drugs  called  "poppers"  also  contain 
nitrates,  such  as  amyl  nitrate  and  butyl  nitrate  Do  not  use  LEVITRA 
it  you  are  using  these  drugs.  Ask  your  doctor  or  pharmacist  if  you 
are  not  sure  if  any  of  your  medicines  are  nitrates 

•  take  medicines  called  "alpha-blockers."  Alpha-blockers  are  some- 
times prescribed  for  prostate  problems  or  high  blood  pressure.  If 
LEVITRA  is  taken  with  alpha-blockers,  your  blood  pressure  could 
suddenly  drop  to  an  unsafe  level  You  could  get  dizzy  and  faint. 

•  you  have  been  told  by  your  healthcare  provider  to  not  have  sexual 
activity  because  ot  health  problems.  Sexual  activity  can  put  an 
extra  strain  on  your  heart,  especially  if  your  heart  is  already  weak 
from  a  heart  attack  or  heart  disease. 

•  are  allergic  to  LEVITRA  or  any  ol  its  ingredients.  The  active  ingre- 
dient in  LEVITRA  is  called  vardenafil.  See  the  end  of  this  leaflet  tor  a 
complete  list  of  ingredients. 

WHAT  SHOULD  YOU  DISCUSS  WITH  YOUR  DOCTOR  BEFORE 
TAKING  LEVITRA? 

Before  taking  LEVITRA,  tell  your  doctor  about  all  your  medical 
problems,  including  ilyou: 

•  have  heart  problems  such  as  angina,  heart  failure,  irregular  heart- 
beats, or  have  had  a  heart  attack.  Ask  your  doctor  if  it  is  safe  for  you 
to  have  sexual  activity. 

•  have  low  blood  pressure  or  have  high  blood  pressure  that  is  not 
controlled 

•  have  had  a  stroke 

•  or  any  family  members  have  a  rare  heart  condition  known  as 
prolong  ition  of  the  QT  interval  (long  QT  syndrome) 

•  have  liver  problems 

•  have  kidnt  v  problems  and  require  dialysis 

•  have  retiniii  •Mgmentosa.  a  rare  genetic  (runs  in  families)  eye  disease 

•  havestomac.  ilcers 

•  have  a  bleeding  problem 

•  have  a  delormed  pei"-.  shape  or  Peyronie's  disease 

•  have  had  an  erection  Ural  lasted  more  than  4  hours 

•  have  blood  cell  problems  such  as  sickle  cell  anemia,  multiple 
myeloma,  or  leukemia 

CAN  OTHER  MEDICATIONS  AFFECT  LEVITRA? 

Tel!  your  doctor  about  all  the  medicines  you  take  including  prescnption 
.  prescription  medicines,  vitamins,  and  herbal  supplements 
\  and  other  medicines  may  affect  each  other  Always  check 
rjocior  before  starting  or  stopping  any  medicines 
"!'  joiu  doctor  if  you  take  any  of  the  following: 


•  medicines  called  nitrates  (See  "What  important  information  should 
you  know  about  LEVITRA?") 

•  medicines  called  alpha-blockers  These  include  Hytrin®  (terazosin 
HCI)  Flomax^'  (tamsulosm  HCI),  Cardura"  (doxazosin  mesylate), 
Mmipress^1  (prazosin  HCI)  or  Uroxatral"0  (alfuzosin  HCI).  " 

•  medicines  that  treat  abnormal  heartbeat  These  include  gumidine. 
procainamide,  amiodarone  and  sotalol 

•  ritonavir  (Norvir"*)  or  indinavir  sulfate  (Crixivan®) 

•  ketoconazole  or  itraconazole  (such  as  Nizoral*'  or  Sporanox®) 

•  erythromycin 

•  other  medicines  or  treatments  for  ED 
HOW  SHOULD  YOU  TAKE  LEVITRA? 

Take  LEVITRA  exactly  as  your  doctor  prescribes.  LEVITRA  comes  in 
different  doses  (2.5  mg.  5  mg,  10  mg,  and  20  mgi.  For  most  men. 
the  recommended  starting  dose  is  10  mg  Take  LEVITRA  no  more 
than  once  a  day.  Doses  should  be  taken  at  least  24  hours  apart 
Some  men  can  only  take  a  low  dose  of  LEVITRA  because  of  medical 
conditions  or  medicines  they  take.  Your  doctor  will  prescribe  the 
dose  that  is  right  tor  you. 

•  If  you  are  older  than  65  or  have  liver  problems,  your  doctor  may 
start  you  on  a  lower  dose  of  LEVITRA 

•  If  you  are  taking  certain  other  medicines  your  doctor  may  prescribe 
a  lower  starting  dose  and  limit  you  to  one  dose  of  LEVITRA  in  a 
72-hour  (3  days)  period. 

Take  1  LEVITRA  tablet  about  1  hour  (60  minutes)  before  sexual  activity 
Some  form  of  sexual  stimulation  is  needed  for  an  erection  to  happen 
with  LEVITRA.  LEVITRA  may  be  taken  with  or  without  meals. 
Do  not  change  your  dose  of  LEVITRA  without  talking  to  your  doctor. 
Your  doctor  may  lower  your  dose  or  raise  your  dose,  depending  on 
how  your  body  reacts  to  LEVITRA 

If  you  take  too  much  LEVITRA,  call  your  doctor  or  emergency  room 
right  away 

WHAT  ARE  THE  POSSIBLE  SIDE  EFFECTS  OF  LEVITRA? 

The  most  common  side  effects  with  LEVITRA  are  headache,  flushing, 
stuffy  or  runny  nose,  indigestion,  upset  stomach,  or  dizziness.  These 
side  effects  usually  go  away  after  a  few  hours  Call  your  doctor  if  you 
get  a  side  effect  that  bothers  you  or  one  that  will  not  go  away. 

LEVITRA  may  uncommonly  cause: 

•  an  erection  that  won't  go  away  (priapism).  If  you  get  an  erection 
that  lasts  more  than  4  hours,  get  medical  help  right  away  Priapism 
must  be  treated  as  soon  as  possible  or  lasting  damage  can  happen 
to  your  penis  including  the  inability  to  have  erections. 

•  vision  changes,  such  as  seeing  a  blue  tinge  to  ob|ects  or  having 
difficulty  telling  the  difference  between  the  colors  blue  and  green. 

These  are  not  all  the  side  effects  ol  LEVITRA.  For  more  information, 
ask  your  doctor  or  pharmacist. 

HOW  SHOULD  LEVITRA  BE  STORED? 

•  Store  LEVITRA  ai  room  temperature  between  59°  and  86°  F 
(15°  to  30°  C). 

•  Keep  LEVITRA  and  all  medicines  out  of  the  reach  of  children. 

GENERAL  INFORMATION  ABOUT  LEVITRA. 

Medicines  are  sometimes  prescribed  for  conditions  other  than  those 
described  in  patient  information  leaflets.  Do  not  use  LEVITRA  for  a 
condition  for  which  it  was  not  prescribed  Do  not  give  LEVITRA  to 
other  people,  even  it  they  have  the  same  symptoms  that  you  have.  It 
may  harm  them 

This  leaflet  summanzes  the  most  important  information  about  LEVITRA 

If  you  would  like  more  information,  talk  with  your  healthcare 

provider.  You  can  ask  your  doctor  or  pharmacist  for  information 

about  LEVITRA  that  is  written  for  health  professionals. 

For  more  information  you  can  also  visit  www  LEVITRA  com,  or  call 

1-866-LEVITRA. 

WHAT  ARE  THE  INGREDIENTS  OF  LEVITRA? 

Active  Ingredient:  vardenafil  hydrochloride 

Inactive  Ingredients:  microcrystalline  cellulose,  crospovidone,  colloidal 

silicon  dioxide,  magnesium  stearate,  hypromellose,  polyethylene 

glycol,  titanium  dioxide,  yellow  ferric  oxide,  and  red  ferric  oxide. 

Norvir  (ritonavir)  is  a  trademark  of  Abbott  Laboratories 
Crixivan  (indinavir  sulfate)  is  a  trademark  of  Merck  &  Co.,  Inc. 
Nizoral  (ketoconazole)  is  a  trademark  of  Johnson  &  Johnson 
Sporanox  (itraconazole)  is  a  trademark  of  Johnson  &  Johnson 
Hytrin  (terazosin  HCI)  is  a  trademark  of  Abbott  Laboratories 
Flomax  (tamsulosin  HCI)  is  a  trademark  of  Yamanouchi 
Pharmaceutical  Co.,  Ltd. 

Cardura  (doxazosin  mesylate)  is  a  trademark  of  Pfizer  Inc. 
Mimpress  (prazosin  HCI)  is  a  trademark  of  Pfizer  Inc. 
Uroxatral  (alfuzosin  HCI)  is  a  trademark  of  Sanofi-Synthelabo 

Manufactured  and  Marketed  by: 

TbayerJ  Bayer  Healthcare 

Bayer  Pharmaceuticals  Corporation 
400  Morgan  Lane 
West  Haven,  CT  06516 
Made  in  Germany 
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GlaxoSmithKline 


GlaxoSmithKline 
Research  Triangle  Park 
NC  27709 
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Money  &  Investing 


planning  behind  multigenerational  trusts 
"There's  a  difference  of  opinion  as  U 
whether  there  is  a  tax  problem,"  saw 
David  English,  the  University  of  Mis 
souri-Columbia  law  professor  who  wa 
the  principal  drafter  of  the  UTC.  The  com 
ference  will  consider  amendments  thi) 
month  to  address  the  tax  issues  an< 
might  also  request  a  ruling  from  the  IRS. 

 Creditors  

The  National  Conference  and  its  crit 
ics  have  a  philosophical  difference  on  thi 
one.  For  example,  the  conference  decidei 
that  as  a  matter  of  public  policy  the  asset 
of  spendthrift  trusts  (which  are  drafted  si 
their  assets  will  not  be  available  to  benefi 
ciaries'  creditors)  should  be  available  ti 
pay  any  child  support  or  alimony  a  bene 
ficiary  owes.  This  has  been  the  commoi 
law  in  the  majority  of  states.  (Utah  mad 
assets  available  for  child  support  onhj 
Maine  followed  its  own  common  law  am 
declined  to  make  them  available  for  eithe 
when  it  adopted  the  UTC.) 

One  problem: 
Your  grandkids 
can  find  out  just 
how  much  is  in 
their  trust. 

Worse,  say  the  asset-protectioi 
lawyers,  is  that  the  UTC  allows  all  sorts  o 
creditors  to  reach  so-called  discretionar 
dynasty  trusts.  These  trusts  (also  caller 
megatrusts)  have  been  promoted  as  a  wai 
for  a  family  to  hand  down  wealth  for  gen 
erations,  free  from  both  estate  taxes  am 
all  creditors'  claims.  And  the  new  codl 
makes  no  provision  at  all  for  a  donor  t< 
set  up  an  asset  protection  trust  for  him 
self — a  controversial  technique  no\ 
allowed  by  six  states.  "It's  people  who  ar 
gaming  the  system  who  are  upset  by  this,, 
says  Maine  lawyer  Hunt. 

But  gamers  needn't  panic.  If  thei 
home  states  do  adopt  the  UTC,  they  caj 
still  set  up  dynasty  trusts  and  trusts  fo 
themselves  in  Alaska  and  Delaware 
which  compete  for  this  business  will 
their  own  debtor-friendly  trust  laws. 


High  Growth  Industries  &  New  Growth  Industries 

Known  throughout  the  world  as  the  automotivfrhub  of  Asia  and  traditional  powerhouse  of  eleptronics  and 
IT  production.  Thailand  is  now  realizing  its  potential  in  the  food,  fashion,  and  va|U6-added  industries. 

Blessed  with  natural  resources,  skilled  labor  force,  and  centralized  ASEAN  location,  Thailand  offers 
established  industries  with  new  markets  and  opportunities  in  a  robust  economic  environment  beyond 
your  expectations. 

THAILANP  BOARD  OF  INVESTMENT 

555Vibhavadi  Rangslt  gd..  Chatiichak.  Bangkok  10900. thaiiand 
.  Tol:(6G2)537  81  11.  (662)537  8555  Kax:(662)53 7  81 7 7  t  mail  :head®(JOi.go.th 

www.boi.go.th 


MAKERS  &  BREAKERS 

For  more  financial  stats,  go  to  www.forbes.com/makers. 

Disconnected 


WESTERN  WIRELESS  (26,  WWCA)  connects  1.2  million  cellular  subscribers  in 
the  wide-open  spaces  across  the  West.  And  it  has  really  connected  with 
stock  analysts,  who  lavish  buy  recommendations  on  it.  They  are  enam- 
ored of  former  McCaw  Cellular  vice  president  John  Stanton,  who  is 
Western's  chief  executive,  and  Vice  Chairman  Theresa  Gillespie. 
Between  them  this  husband-and-wife  duo  control  43%  of  the  stock, 
which  is  up  37%  so  far  this  year.  Like  a  lot  of  telecom  outfits,  Western 
Wireless  has  a  long  history  of  red  ink.  But  it  delivered  a  net  of 
$31  million  in  this  year's  first  quarter,  triple  the  consensus  estimate, 
on  $449  million  in  revenue. 

Given  the  spotty  profitability  of  wireless,  Wall  Street  tends  to 
focus  less  on  profits  than  on  free  cash  flow.  This  metric,  the  com- 
pany says,  "has  a  positive  impact  on  shareholder  value."  Free  cash  is 
cash  from  operations  (roughly  speaking,  net  income  plus  depreci- 
ation), minus  capital  outlays.  Western  reported  that  its  free  cash 
flow  rose  to  $80  million  in  the  first  quarter,  up  from  $42  million  in 
the  year-earlier  period. 

But  when  you  find  out  how  the  company  defines  free  cash 
flow,  you  will  do  a  double  take.  Instead  of  cash  from  opera- 
tions minus  capital  outlays,  Western  uses  income  before  de- 
preciation, interest  and  taxes.  Done  the  right  way,  says  Charles 
Mulford,  head  of  the  Georgia  Tech  Financial  Analysis  Lab, 
Western's  free  cash  flow  drops  to  $32  million  in  the  first 
quarter;  the  reported  $195  million  in  free  cash  flow  for  2003 
drops  to  $74  million. 

Western  says  its  method  is  a  valid  way  of  looking  at  oper- 
ations and  is  well  disclosed  to  investors.  We  think  it's  a  sign  of 
a  company  grasping  at  straws.  Short  the  stock  and  cover  at  $20. 

— Elizabeth  MacDonald 


Room  for  Dessert 

America  is  getting  fatter,  and  one  culprit  is 
the  enormously  successful  CHEESECAKE 
FACTORY  (42,  CAKE)  chain,  now  ballooning 
bellies  at  77  locations.  Two-hour  waits 
don't  daunt  its  fans. 

Sterne,  Agee  &  Leach  senior  research 
analyst  Nicole  Miller  says  the  concept 
is  nowhere  near 
saturation.  Miller 
thinks  Cheesecake 
can  open  up  to  200 
or  so  restaurants 
before  that  point  (14 
more  outlets  are  set 
to  launch  this  year). 
Result:  strong  rev- 


enue growth  and  fat  margins.  This  year's 
first  half  saw  quite  a  bulge:  sales  up  26% 
to  $455  million,  net  income  up  24%  to 
$35  million. 

At  34  times  trailing  earnings,  Cheese- 
cake is  less  costly  than  similar  upper-end 
casual-dining  chains,  like  Famous  Dave's 
of  America  (49)  and  P.F.  Chang's  China 
Bistro  (42).  Plus,  Miller  says,  Cheesecake's 
systemwide  revenues  are,  at  $1,000  per 
square  foot  annually,  twice  the  industry 
average.  — Tatiana  Serafin 

Tween  Queen 

Mall-based  specialty  retailer  CLAIRE'S 
STORES  (22,  CLE)  is  every  tween's  dream.  Its 
boutiques  offer  jewelry  and  accessories  to 


fashion-conscious  7- 
to  14-year-old  rock- 
ers, prepsters  and 
hipsters,  who  fuel 
solid  same- store  sales 
growth  (7%  last  year). 
Earnings  were  up 
78%  in  the  May  1 
quarter  to  $28  mil- 
lion (after  a  48%  rise  last  year),  and  rev 
enue  climbed  17%  to  $282  million 
Claire's  enjoys  a  strong  cash  position,  say: 
Sidoti  &  Co.  research  analyst  Christina  d« 
Marval,  who  also  notes  that  the  2,900 
store  chain  is  doing  well  in  Europe.  Sell 
ing  for  just  17  times  earnings,  Claire's  ha: 
no  direct  competitor. 

— T. 
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Outsource  Microsoft®  Exchange  to  lntermedia.NET 

Save  thousands.  Reallocate  internal  resources.  Focus  on  your  core  business. 


Fantastic  cost  savings. 

Considering  implementation  or  an  upgrade  of  an  in-house 
Microsoft  Exchange  Server?  Consider  this: 

An  average  company  running  an  in-house  Exchange  Server 
for  300  employees  spends  approximately  $102,000  the  first  year 
and  $55,000  each  subsequent  year  to  maintain  the  system  -  plus 
upgrades.  By  outsourcing  its  Exchange  Server  to  Intermedia.NET 
the  same  company  will  pay  around  $30,000  in  annual  fees. 
That  translates  to  immediate  savings  of  more  than  $70,000. 
Even  better,  the  upgrades,  maintenance  and  support  are 
included  in  your  annual  fees  -  adding  up  to  huge  savings. 


Life  can  be  simple  again. 

Intermedia.NET  provides  you  with  reliable,  state-of-the-art 
e-mail  and  collaboration  services  that  cost  less  and  work 
better  than  a  system  you  own  and  operate  yourself.  When  you 
outsource  with  us,  you  get  instant  access  and  control  over  the 
latest  version  of  Exchange  server,  Exchange  2003.  You  also  get 
technical  assistance  to  assure  that  the  implementation  is  quick 
and  successful,  so  you  can  get  ahead  with  your  business. 

Go  to  www.Intermedia.NET  for  your  quick  cost  comparison 
of  running  an  internal  Exchange  Server  versus  hosting  it 
with  us. 


Call  1-800-379-7729  today  to  discuss  your  solution. 

NTERMEDIA.NET 

Outsource  Technologies.  Outsmart  Competition. 


©  2004  Intermcdia.NET,  Inc.  All  Rights  Reserved.  All  other  trademarks  arc  property  of  their  respective  holder: 


Yr.s,  But  |  By  James  Grant 


A  Hazardous  Haven 


THE  INVESTMENT  LANDSCAPE  WITH  STOCKS  AND 
bonds  is  now  "a  vast  wasteland."  Robert  Rodriguez, 
quoted  by  the  Wall  Street  Journal  in  early  July,  speaks 
for  the  value  wing  of  the  investment  business.  The 
manager  of  the  FPA  Capital  Fund  is  seeking  refuge  in 
cash.  Should  you? 

Yes,  but  be  careful  of  what  refuge  you  seek.  Following  is  a 
cautionary  look  at  a  refuge-that-isn't:  the  two  dozen  (and 
counting)  mutual  funds  that  invest  in  speculative-grade  bank 
loans.  With  these  claims — also  known,  a  little  confusingly,  as 
leveraged  loans — Wall  Street  has  created  a  kind  of  trifecta  of 
unfavorable  terms.  The  yields 
on  offer  are  small.  The  oppor- 
tunity for  price  appreciation  is 
nil.  And  the  risks  to  principal 
are  clear  and  present.  What  less 
could  you  want? 

Tradable  bank  loans  are  pro- 
liferating fast.  In  the  three 
months  through  June  outstand- 
ings jumped  to  $165  billion,  up 
by  an  Olympic-qualifying  50% 
from  the  year-earlier  period, 
according  to  Standard  &  Poor's. 

A  note  on  nomenclature: 
The  mutual  funds  that  invest  in 
these  loans  are  sometimes 
known  as  "prime  rate"  funds, 
because  the  prime  was  the 
interest  rate  to  which  their  yields  were  originally  linked.  Now 
the  reference  rate  is  Libor,  meaning  London  interbank  offered 
rate,  the  cosmopolitan  cousin  to  the  federal  funds  rate.  Prime 
rate  funds  come  in  all  flavors:  closed-end  or  open;  leveraged  or 
not;  liquidity  by  the  day,  month  or  quarter.  They  collectively 
manage  $18.6  billion. 

The  three-month  Libor  is  now  1.6%,  and  the  loans  are  quoted 
at  around  two  percentage  points  above  Libor,  or  3.6%.  Subtract 
management  fees,  and  the  income-deprived  retail  investor  is  still 
income-deprived.  On  the  other  hand,  the  interest  rate  floats.  If 
the  Federal  Reserve  continued  to  tighten,  floating  rates  would  rise. 

And  if  worst  came  to  worst?  Bank  loans  are  collateralized, 
meaning  that  in  a  bankruptcy  you,  a  senior  creditor,  would  stand 
close  to  the  head  of  the  line  for  repayment.  You  may  get  cash  re- 
coveries on  defaulted  bank  loans,  which  have  averaged  78  cents  on 
the  dollar,  double  the  rate  of  salvage  on  junk  bonds,  or  you  may 
get  the  keys  to  the  business.  But  it's  unlikely  you'd  get  nothing. 

And  there  is  one  more  selling  point,  which  the  prime  rate 
fund  bulls  regard  as  a  clincher.  Leveraged  loans  have,  up  [~ 
until  row,  delivered  high  and  steady  returns.  Over  the  past  I  ■ 


"Prime  rate" 
funds  are  a 
popular  refuge 
from  the  market 
lately.  But  they 
are  scarcely 
prime  in 
credit  quality. 


dozen  years  the  Credit  Suisf 
First  Boston  Leveraged  Loa 
Index  has  fetched  an  average  ( 
6.6%  per  annum.  Past  resull 
are  no  guarantee  of  future  pel 
formance,  but — on  Wa 
Street — they  will  do  in  a  pinch 
In  this  case,  however,  Wa 
Street  is  in  for  a  surprise.  Paj 
results  constitute  a  positiv 
guarantee  against  outstandin 
future  performance.  Knowin 
that  speculative-grade  loans  have  excelled,  investors  are  ovei 
paying  for  them.  In  so  doing,  they  are  driving  down  returns  an 
pushing  up  risk.  As  she  relates  the  fact  that  70%  of  the  tradabl 
loan  market  changes  hands  at  more  than  par,  Meredith  Coffe 
director  of  analytics  at  Loan  Pricing  Corp.,  describes  a  paradoj 
As  "freely  payable  assets,"  she  points  out,  the  loans  are  callabl 
at  100  cents  on  the  dollar.  Who  would  pay  more  than  pal 
These  days,  nearly  everybody. 

Because  a  3.6%  yield  is  nothing  to  rattle  the  teacups,  Wa 
Street  has  taken  the  customary  steps  to  enlarge  it.  Thus,  portfc 
lio  managers  are  using  borrowed  money  to  acquire  more  loar 
than  equity  capital  alone  could  finance.  It  is  indeed  the  case  th 
absent  defaults,  a  leveraged  fund  will  outyield  an  unleverage 
one.  Yet  the  application  of  debt  to  acquire  speculative-grad 
loans  is  an  idea  that  may  one  day  make  the  centerpiece  for 
prime-time  Eliot  Spitzer  press  conference. 

"It  is  no  wonder  that  accounts  are  in  a  manic  state  the 
days,"  comments  S&P  in  a  recent  "Leveraged  Commentary  i 
Data"  bulletin.  "They  are  giddy,  of  course,  at  the  prospects  c 
raising  new  money,  which,  given  interest  rate  trends  and  defau 
rates,  has  never  been  better."  But  if  things  have  "never  been  be' 
ter,"  is  there  not  some  chance  that  they  might  become  worse? 

Fidelity's  Floating  Rate  High  Income  Fund  offers  an  exarr 
pie  of  the  intersection  of  risk  and  reward.  It  is  an  open-end  an 
unleveraged  fund,  which  provides  daily  liquidity.  For  th 
amenity,  the  managers  must  maintain  an  atypically  large  cas 
cushion — 13%  at  last  report.  All  except  trace  amounts  of  th 
remaining  assets  are  invested  in  loans  rated  double-B  or  less  (c 
not  rated  at  all).  The  largest  concentration  is  in  cable  televisioi 
The  12-month  trailing  yield  is  all  of  3.3%. 

If  rates  rose,  the  Fidelity  yield  would,  too.  But  if  rates  fell,  or 
defaults  cranked  up — imagine  the  cable  TV  business  falling  victir 
to  a  better  technology — loan  prices  could  fall.  In  that  case,  Fidelit 
could  deliver  a  return  not  just  skimpy  but  actually  negative. 
Did  someone  say  "wasteland"?  I 


FOrbCS   I  ,'ames  Grant  is  the  editor  oi  Grant s  Interest  Rate  Observe 
«        '  Visit  his  home  page  at  www.forbes.com/grant. 
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Forbes  reaches  more  top  management  (the  ones  who 
make  the  spending  decisions)  than  any  other  business 
magazine.  And  at  a  lower  CPM. 
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Conventional  Un- Wisdom 


WHAT  MOVES  THE  STOCK  MARKET?  IT'S  ALWAYS  AN 
unforeseeable  combination  of  factors.  Sure, 
trends  crop  up  and  continue  for  a  while,  but 
looking  at  the  past  for  patterns  isn't  fruitful 
every  time.  Things  change.  While  interest  rates 
arc  important,  they  sometimes  are  less  of  a  force  than  at  others. 
Psychology,  which  is  very  hard  to  measure,  is  critical.  What 
seems  to  matter  is  not  what  investors  know  but  what  they  think 
they  know.  What  doesn't  matter  is  the  conventional  wisdom  of 
so-called  market  experts. 

As  the  market  moves  sideways,  you  keep  hearing  learned 
commentary  that  says  the  sec- 
ond half  will  be  down  because 
earnings  cannot  possibly  stay  as 
strong  as  they  are  now.  Spo- 
radic economic  indicators,  like 
retail  sales  dropping  1%  in 
June,  appear  to  bear  them  out. 
Don't  buy  any  of  these  glib 
assessments. 

My  research  group,  in  a 
recently  finished  study  of  the 
stock  market  from  1962  through 
2000,  discovered  many  instances 
where  the  conventional  wisdom 
has  been  plain  wrong.  Aided 
greatly  by  our  summer  associ- 
ates over  the  years,  the  group 
produced  a  2,500-page  study  that  tracks  the  market  as  well  as  the 
impact  of  the  economy  and  interest  rates  upon  it.  One  uncon- 
ventional finding:  They  are  in  tandem  44%  of  the  time  (rising 
stock  market,  economy  and  bond  market). 

Another:  Stocks  can  do  very  well  even  when  interest  rates 
increase.  Standard  thinking  holds  that  higher  rates  will  divert 
money  from  equities  into  bonds  and/or  make  the  discounted 
present  value  of  future  cash  flows  less  valuable.  Under  the  old 
rule  of  "three  steps  and  a  stumble,"  three  consecutive  Federal 
Reserve  rate  hikes  will  tank  equities.  That  was  true  years  ago.  It 
isn't  true  any  longer. 

A  corollary  to  the  old  rule,  cited  lately  by  the  experts,  is  that 
you  also  should  stay  clear  of  long-term  bonds  when  short-term 
rates  climb.  Well,  not  quite.  In  1995,  after  the  Federal  Reserve 
jacked  up  short-term  rates  three  percentage  points  in  seven 
steps,  the  S&P  500  gained  more  (38%  total  return)  than  in  any 
year  since  1958.  Meanwhile,  according  to  the  Ryan  Labs  Index, 
the  ten-year  Treasury  had  its  best  year,  up  25%,  since  1985. 

There  is  much  faux  wisdom  about  how  different  sectors 
behave  in  recoveries.  In  real- 


Much  of  what 
so-called  experts 
say  is  pure  bilge. 
A  hard  look  at  the 
last  four  decades 
calls  into  question 
their  glib  views  on 
the  stock  market's 
direction. 


script.  One  group  that 
allegedly  a  late-market,  late 
economic-cycle  group  is  th 
oil  stocks.  As  the  econom 
strengthens,  the  theory  goe 
demand  picks  up  for  manufac 
tured  products,  which  require 
more  energy.  We  found,  how 
ever,  that  the  oils  outperfon 
the  bull  markets  in  the  fin 
three  months  of  a  rally  half  th 
time.  And  in  the  last  thre 
months  they  underperform  half  the  time. 

In  a  bear  market,  a  condition  we  hope  not  to  see  again  for 
while,  it  is  impossible  to  gauge  duration.  False  dawns  occu 
often.  Still,  we  found  that  the  most  wretched  part  of  a  bear  mai 
ket  is  the  last  25%  of  it,  when  everything  goes  down  a  lot. 

The  market  commentariat,  the  source  of  all  the  bilge,  has 
weather-vane  mentality.  These  articulate,  if  unaccountabh 
experts  don't  fear  to  contradict  themselves — and  hardly  eve 
seem  to  be  challenged  in  the  press.  When  we  tracked  newspape 
and  magazine  articles,  a  large  bunch  of  market  savants  in  sum 
mer  1982  were  bemoaning  the  hopelessness  of  common  stock. 
But  by  fall  they  were  articulating  why  the  August-triggered  rail 
was  so  strong  and  why  it  should  continue  higher. 

On  the  other  extreme  are  the  permanent  bears,  whose  con 
sistency  is  for  some  reason  acclaimed  as  a  virtue.  One  academi 
economist  made  dark  predictions  about  the  market  in  199! 
even  darker  ones  in  1998,  and  finally  was  proved  right  in  200( 
at  which  point  he  was  anointed  a  guru. 

Today's  desultory,  drifting  market  reminds  me  of  1991': 
though  only  to  a  degree.  Still,  then  there  was  some  activit; 
unlike  today.  In  fact,  now  everything — small  caps,  large  one: 
value  names,  even  those  with  upgraded  earnings — is  treadin 
water.  Look  at  any  of  the  large  fund  families  in  the  second  quar 
ter  and  you'll  find  that  the  returns  of  all  but  a  few  of  the  fund 
were  in  a  tight  cluster,  up  or  down  1%  to  2%. 

My  feeling,  based  on  no  study  or  guru,  is  to  stick  aroun 
and  await  improvement.  The  market  hasn't  slumped,  despit 
every  reason  to  do  so  (war,  terror,  inflation  concerns,  slowdow: 
forecasts).  That  is  sufficient  reason  to  be  optimistic. 

A  good  stalwart  stock  is  Altria  (48,  MO),  parent  of  tobaco 
giant  Philip  Morris.  Its  5.6%  dividend  yield  is  hard  to  ignore 
Ditto  for  the  l-Share  Lehman  7-10  Year  Treasury  Bond  Fund  (8- 
ief),  an  exchange-traded  fund  containing  a  broad  batch  of  Trea 
surys  and  yielding  3.8%.  If  the  bond  market  does  rally,  you  wir 
Meantime,  you're  paid  well. 


ity  they  seldom  follow  any 


J7Qj»|jrijj      Laszlo  Birinyi  Jr.  is  president  of  Birinyi  Associates,  a  Westport,  Conn. -based  financial  consulting  firri 
Web  site:  www.lbirinyi.com.  Visit  his  home  page  at  www.forbes.com/birinyi. 
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Point  of  View  |  By  Steve  H.  Hanke 


Oil  and  Politics 


EVERY  PRESIDENT  SINCE  RICHARD  NIXON  HAS  ASSERTED 
that  we  are  running  out  of  oil.  Meaning:  We  are  sitting 
ducks  for  those  who  brandish  the  oil  weapon.  To  keep 
the  evildoers  at  bay,  the  government  must  adopt  poli- 
cies that  ensure  our  energy  independence.  Both  George 
W.  Bush  and  his  challenger  John  Kerry  worship  at  this  altar.  And 
why  not?  How  many  elections  have  been  lost  by  blaming  for- 
eigners for  an  impending  crisis  and  promising  a  quick  fix? 

Despite  their  cynicism  about  politicians,  most  people  actu- 
ally believe  that  mineral  resources,  including  oil,  are  doomed  to 
disappear.  It's  obvious:  Start  with  a  given  stock  of  provisions  in 
the  cupboard,  subtract  con- 
sumption and  eventually  the 
cupboard  will  be  bare. 

But  what  is  obvious  is  often 
wrong.  We  never  run  out  of 
minerals.  At  some  point  it  just 
costs  too  much  to  produce 
them  profitably.  In  the  19th 
century  the  big  energy  scare  was 
in  Europe.  Most  thought 
Europe  was  running  out  of  coal. 
That  doomsday  scenario  never 
materialized.  Thanks  to  a 
plethora  of  substitutes,  the 
prices  that  European  coal  could 
fetch  today  are  far  below  its 
development  and  extraction 
costs.  Consequently,  Europe  sits  on  top  of  billions  of  tons  of 
worthless  coal. 

Once  economics  enters  the  picture,  the  notion  of  fixed 
reserves  becomes  meaningless.  Reserves  are  not  fixed.  Proven  oil 
reserves,  for  example,  represent  a  warehouse  inventory  of  the 
expected  cumulative  profitable  output,  not  a  fixed  stock  of  oil 
thought  to  be  in  the  ground. 

When  thinking  about  oil  reserves,  we  must  also  acknowl- 
edge another  economic  reality:  Oil  is  sold  in  a  world  market  in 
which  every  barrel,  regardless  of  its  source,  competes  with  every 
other  barrel.  Think  globally,  not  locally.  When  we  do,  the  dwin- 
dling reserves  dogma  becomes  nonsense.  In  1971  the  world's 
proven  oil  reserves  were  612  billion  barrels.  Since  then  the  world 
has  produced  767  billion  barrels.  We  should  have  run  out  of 
reserves  five  years  ago,  but  we  didn't.  In  fact,  today's  proven 
reserves  are  1,028  billion  barrels,  or  416  billion  barrels  more 
than  in  1971. 

How  could  this  be?  Thanks  to  improved  exploration  and 
development  techniques,  costs  have  declined,  investments  have 
been  made  and  reserves 


Reserves  are  not 
fixed.  Proven 
reserves  in  1971: 
612  billion  barrels. 

Since  then  the 
world  has  produced 
767  billion— 
and  still  has 
1,028  billion  left. 


sky  is  not  falling. 

If  oil  reserves  aren't  th< 
problem,  what  is?  The  rea 
problem  is  our  oil  policies.  Wj 
inadvertently  give  aid  and  sue 
cor  to  OPEC,  the  world's  clums; 
oil  cartel.  That  has  been  espe 
daily  true  since  Nov.  13,  2001 
when  President  George  W.  Bus! 
announced  that  the  U.S.  woulc 
fill  the  Strategic  Petroleun 
Reserve  to  capacity.  Mightn' 
this  plan  have  a  little  something  to  do  with  the  rise  in  the  prici 
of  oil,  from  $22  then  to  $40  now? 

The  economics  of  crude  oil  inventories  provides  the  key  tc 
unlocking  this  mystery.  The  net  cost  of  carrying  inventories  i 
equal  to  the  interest  rate,  plus  the  cost  of  physical  storage,  minu 
the  "convenience  yield."  The  convenience  yield  is  driven  by  thi 
precautionary  demand  for  the  storage.  When  the  convenienci 
yield  is  zero,  a  market  is  in  "full  carry,"  future  prices  exceed  spo 
prices  and  inventories  are  abundant.  Alternatively,  when  thi 
precautionary  demand  for  oil  is  high,  spot  prices  are  strong  anc 
exceed  future  prices,  and  inventories  are  unusually  low. 

When  the  President  ordered  the  reserve  to  be  filled,  the  spo 
and  future  oil  prices  were  in  rough  balance.  Since  then  the  spoi 
prices  shot  up  and  have  exceeded  future  prices  (until  recently 
by  a  wide  margin,  indicating  scarce  private  inventories.  Indeed 
private  oil  inventories  fell  to  a  29-year  low  on  Jan.  23, 2004. 

The  oil  price  run-up  and  scarcity  of  private  inventories  can 
be  laid  squarely  at  the  White  House's  door.  Since  Nov.  13,  200 
private  companies  have  been  forced  to  compete  for  inventorie 
with  the  government.  Fortunately,  it  appears  that,  barrinj 
"events,"  the  oil  price  surge  has  run  its  course.  Spot  and  futun 
prices  are  once  again  in  rough  balance,  and  private  inventorie 
are  up  by  14.9%  over  their  January  lows. 

The  pain  of  higher  oil  prices  could  have  easily  been  avoidec 
if  George  W.  Bush  had  followed  his  father's  lead.  On  Jan.  16 
1991,  the  day  the  first  Gulf  war  began,  George  H.W.  Busl 
ordered  a  drawdown  of  the  government's  reserve.  The  result 
were  dramatic:  The  spot  price  of  oil  fell  from  $32.25  per  barre 
to  $21.48  in  one  day.  More  important,  the  positive  spreao 
between  spot  and  four-month  future  prices  also  fell,  from  $5.9(1 
per  barrel  to  $1.65,  indicating  a  higher  comfort  level  with  fh» 
adequacy  of  private  inventories. 

The  lesson  is  clear:  We  have  an  oil  weapon,  too.  The  strate 
gic  reserve  should  be  used  to  bloody  OPEC's  nose,  not  to  proj 
up  a  cartel.  f 
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How  far  would  you  drive  to  help  find  a  cure  for  breast  cancer? 

When  you  drive  just  a  few  miles  as  part  of  The  Ultimate  Drive®  for  the  Susan  G.  Komen  Breast  Cancer 
Foundation,  you  help  to  fund  life-saving  research,  education,  screening  and  treatment  for  breast  cancer. 
For  every  mile  you  drive,  BMW  will  donate  $1  to  the  cause  for  research  and  outreach  programs.  Since  1 997, 
people  like  you  have  driven  millions  of  miles,  and  BMW  has  donated  over  $7  million.  But  we've  still  got  a  long 
way  to  go.  This  year's  goal  is  to  donate  another  $1  million.  Every  mile  you  drive  brings  us  closer  to  a  cure. 

For  more  information  and  to  register,  call  1  -877-4-A-DRIVE 
or  visit  us  on-line  at  bmwusa.com 
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A  chemical  related  to  the  active  ingredient  in  marijuana 
may  be  the  first  hope  for  victims 
of  traumatic  brain  injury. 


SKYE  MACQUEEN  FLIPS  THROUGH  HER  CALENDAR  AS  SHE 
struggles  to  remember  when  she  moved  into  her  small 
condominium  in  Pensacola  Beach,  Fla.  "The  thing  about 
brain  injury  is  that  I  always  say  I've  been  here  two 
months,  but  it's  probably  been  a  lot  longer,"  says  the  amicable 
23-year-old  woman.  Her  answers  come  slowly  and  are  riddled 
with  long  pauses  as  she  grasps  for  words  to  complete  her  sen- 
tence. "Okay,  I've  lived  here  since  February." 

Queen  suffers  from  traumatic  brain  injury.  Accidents 


that  damage  the  brain  kill  50,000  Americans  a  year  and  lead  to ; 
lifetime  of  disability  for  85,000  others.  Four  years  ago  the  Toyoti 
4Runner  MacQueen  was  riding  in  swerved  and  flipped  over  on 
Interstate  10  in  Florida's  panhandle.  The  car's  roof  collapsed  on 
her  head,  and  she  was  thrown  130  feet  from  the  vehicle.  He: 
brain  was  shaken  violently  within  her  skull,  destroying  neurai 
cells  and  setting  off  a  days-long  neurochemical  cascade  anc 
inflammation  that  would  kill  many  healthy  cells.  This  secondary 
damage  was  largely  responsible  for  MacQueen's  symptoms) 


Skye  MacQueen  of  Pensacola  Beach  remembers  what 
normal  life  was  like  before  her  car  accident. 


crippled  memory,  erratic  behavior  and  a  life 
devoid  of  continuity.  Divorce  befalls  nine  out  of 
ten  marriages  in  which  one  partner  has  suffered 
brain  damage  from  an  accident. 

There  are  no  proven  effective  drug  treatments 
to  halt  or  reverse  the  damage.  Drug  cocktails  often 
include  Alzheimer's  meds  such  as  Pfizer's  Aricept 
and  Novartis'  Ritalin  to  improve  attentiveness. 
Skye  takes  18  pills  a  day  to  keep  her  from  having 
seizures  and  to  stave  off  fatigue. 

Now  there's  a  promising  treatment  on  the 

horizon:    dexanabinol,  oddly   

enough  a  variant  on  the  active 
ingredient  in  marijuana.  Its  devel- 
oper, an  Iselin,  N.J.  firm  named 
Pharmos,  is  scheduled  to  complete 
trials  in  September  and  hopes  to 
follow  with  a  Food  &  Drug  Admin- 
istration review  expected  to  extend 
into  2006.  Pharmos'  64-year-old 
founder  and  chief  executive,  Haim 
Aviv,  considered  the  father  of  Israeli 
biotech,  has  been  shepherding  the 
drug  for  more  than  a  decade,  hav- 
ing spent  $50  million  on  it.  Hopes 
for  its  success  are  based  on  its  abil- 
ity to  arrest  three  key  destructive  processes  that 
occur  after  injury.  The  FDA  will  be  looking  for 
improvement  at  six  months  following  injury,  a  feat 
no  drug  has  achieved  before. 

Dexanabinol,  which  must  be  administered 
within  six  hours  of  injury,  has  been  shown  to  pre- 
vent swelling  in  the  brain,  alleviating  the  risk  of 
damage  to  critical  regions  that  regulate  breathing 
and  other  involuntary  functions.  It  acts  as  an 
antioxidant,  neutralizing  the  neuron-destroying 
free  oxygen  radicals  that  are  generated  after 
injury.  And  it  blocks  damage  by  a  neurotransmit- 
ter called  glutamate,  released  in  excess  following 
an  injury. 

Glutamate,  among  many  functions,  regulates 
the  flow  of  calcium  ions  into  nerve  cells.  You  can't 
live  without  it,  but  in  high  concentrations  (his 
hemical  becomes  toxic,  setting  off  an  electrical  storm  that 
xcites  healthy  neurons  to  death.  Researchers  at  Pfizer,  Cam- 
ridge  Neuroscience  and  other  firms  have  designed  drugs  to 
lock  the  action  of  glutamate,  but  without  success  for  trau- 
latic  injury.  Some  turned  out  to  be  too  effective  at  blocking 
:,  resulting  in  side  effects  such  as  convulsions  and  loss  of 
lotor  control. 

Pharmos  believes  dexanabinol  may  work  because  it  is  a 
:ss  potent  blocker  of  glutamate.  In  smaller  trials  that  ended 


By  the  Numbers 


Americans  suffer  from 
TBI-related  disability. 

new  TBI 
incidents  each  year. 

of  these  are 
left  with  lifelong  disability. 

Ratio  of  TBI  cases  to 
spinal  cord  injury  cases. 


Source:  Centers  for  Disease 
Control  &  Prevention. 


in  2000  it  successfully  reduced  swelling  in  the  brain  but  didn't 
cause  any  notable  side  effects.  "We  feel  that  dexanabinol  works 
on  several  pathways.  That  may  be  the  reason  it  may  be  more 
effective  than  other  drugs  to  date,"  says  Dr.  J.  Paul  Muizelaar, 
chairman  of  neurosurgery  at  University  of  California  Davis 
Medical  Center  and  a  member  of  the  committee  overseeing 
final-stage  dexanabinol  trials  involving  860  patients  in  the 
U.S.,  Europe  and  Israel. 

Pharmos'  drug  has  its  roots  in  the  1960s,  when  Raphael 
Mechoulam,  now  a  chemistry  professor  at  the  Hebrew  Uni- 
versity of  Jerusalem,  set  out  to  discover  the  active  ingredient 
in  marijuana.  He  succeeded  in  identifying  tetrahydrocannabi- 
nol (THC)  as  the  key  to  the  drug's  power.  In  the  late  1980s,  while 
researching  how  THC  works  on  the  brain,  Mechoulam  synthe- 
sized a  molecule  that  was  a  mirror  image  of 
THC.  While  the  molecule  did  not  get  the  test 
monkeys  high,  lab  experiments  revealed  that  it 
blocked  the  activity  of  the  glutamate  neuro- 
transmitter in  the  brain.  Mechoulam  believed 
the  molecule  would  be  effective  against  trau- 
matic injury  and  began  building  a  case  for  its 
ability  to  reduce  swelling  and  work  as  an 
antioxidant. 

In  1991,  when  Haim  Aviv  was  shopping  for 
compounds  to  start  a  new  drug  company,  he 
found  and  licensed  Mechoulam's  molecule, 
since  given  the  name  dexanabinol.  Pharmos 
continued  laboratory  development  of  the  drug, 
entering  it  into  human  trials  in  1996.  Aviv  got 
along  by  issuing  shares  and  warrants  and  selling  two  eye  drugs 
to  Bausch  &  Lomb  for  $25  million  in  cash  in  2001,  with  another 
$24  million  to  come  later  if  the  drugs  sold  well. 

Pharmos  hopes  to  show  that  dexanabinol  can  help  patients 
regain  more  of  their  memory,  speech  and  motor  skills.  It  expects 
to  see  a  modest,  not  dramatic,  benefit  among  patients  taking  it, 
compared  with  a  random  group  of  similar  accident  victims  get- 
ting a  placebo.  If  dexanabinol  is  deemed  effective  by  the  FDA,  it 
could  reach  emergency  trauma  centers  and  paramedic  units  by 
mid-2006.  Pharmos  has  already  begun  early-stage  trials  with 
heart  bypass  patients  to  determine  dexanabinol's  ability  to 
relieve  cognitive  loss  that  can  occur  when  blood  flow  is  reduced 
to  parts  of  the  brain  during  surgery. 

While  clinical  trials  will  show  how  well  dexanabinol  can 
improve  the  lives  of  patients  like  Skye  MacQueen  (she  did 
not  receive  dexanabinol  following  her  accident),  the  drug  may 
still  be  only  part  of  a  larger  answer  for  accident  victims.  Dr.  Jay 
Meythaler,  who  helped  direct  MacQueen's  rehabilitation  and 
is  now  chairman  of  the  department  of  physical  medicine  and 
rehabilitation  at  Wayne  State  University  in  Detroit,  points  out 
that  no  drug  examined  to  date  has  acted  equally  on  the  many 
types  of  neurons  found  within  the  brain.  Some  have  shown 
promise  in  sparing  cells  involved  in  memory,  while  others 
have  been  more  focused  on  those  regulating  coordination. 

"Dexanabinol  isn't  going  to  do  everything  you  need  for  head 
injury,  but  it's  a  good  beginning,"  Meythaler  says.  F 
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Fly-fishing's  fads  and  fashions  come  and  go.  But  for  devd 


FRANK  C.  KUTTNER  AND  LAU- 
rance  Rockefeller  would  seem 
to  have  little  in  common. 
Kuttner  is  a  former  sandhog 
who  worked  on  the  New  York 
City  sewer  system  in  the  1970s,  until  an 
accident  forced  him  to  retire.  Rockefeller 
is  a  conservation  lawyer  with  the  Natural 
Resources  Defense  Council  and  the  great- 
grandson  of  oil  baron  John  D.  Rocke- 
feller. But  both  men  are  deeply  involved 


in  keeping  alive  the  angling  traditions  of 
New  York's  Catskill  Mountains,  especially 
those  of  the  Beaverkill. 

The  Beaverkill  (kill  is  Dutch  for 
"stream"),  flowing  43  miles  through  the 
Catskills  and  far  further  through  sporting 
history,  is  the  spiritual  home  of  U.S.  fly- 
fishing. It  was  here  on  the  Beaverkill  that 
some  of  the  first  flies  of  the  New  World 
were  tied,  where  cane  rods  were  painstak- 
ingly handcrafted  and  where  volumes  of 


literature  were  written  to  record  it  all.  Red 
Smith,  the  famous  sports  columnist,  once 
likened  fishing  the  Beaverkill  to  celebrat- 
ing Christmas  in  Bethlehem. 

Rivers  in  Russia,  New  Zealand  and 
Montana  may  be  all  the  rage,  but  the 
Beaverkill  more  than  holds  its  own,  play- 
ing Stradivarius  to  their  glossier  fiddles. 
Its  air-clear  waters  purl  around  sub- 
merged rocks,  eddying  into  deep  runs 
that  harbor  big  brown  trout  whose  wili- 


ugh  it:  The 
have  been 
luring  sportsmen  ever  since  fly-fishing 
(and  tying)  started  here  a  century  ago. 


tditionalists,  the  Beaverkill  endures.  By  Monte  Burke 


ncss  borders  on  tin'  infernal,  lis  charm 
lies  in  its  small  size  (relative  to  cousins  out 
West).  Pools  are  intimate  and  easy  to 
wade.  Immediately  downstream  Ironi 
RoSCOe  ('front  Town,  U.S.A.)  some  pools 
have  names  luminous  in  fishing  liter. i 
ture:  Wagon  Tracks,  Painter's  Bend  and 
Cairn's,  where  anglers  line  up  clbow-to- 
elbow  for  six  months  ol  the  year.  The 
crowds  can  easily  he  avoided  by  taking  a 
half-mile  jaunt  up  or  downstream. 


I  [ere,  even  t.u  I  lc  i ,  tiistoj  i<  .  Local 

,11  tisans  sue  li  as  frank  Kuttner,62,  tie  Hies 

in  the  traditional  ( latskill  style-  thai  tra<  es 

its  roots  to  the  L890s,  when  a  hermetii 

angler  named  Theodore  <  iordon  i  treated 

imitations  ol  the  various  mayflies  thai 

hate  h  from  spring  to  fall.  The  <  latskill  tie 

is  based  on  a  strict  recipe:  upright  win;',., 
a  thill  band  ol  hackle  dock  feathers) 

around  the  body  and  a  wispy  tail  on  the 

back,    using   only    natural  materials 
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throughout.  The  blue  Andalusian  rooster 
that  crows  in  the  coop  outside  Kuttner's 
Fly  Shop,  near  the  hamlet  of  Livingston 
Manor,  isn't  raised  for  eating. 

Kuttner,  sitting  at  a  desk  littered  with 
feathers,  hooks,  threads  and  fur,  stares  at 
the  fly  he's  fashioned  from  this  chaos:  a 
sparse,  white-winged  faux-insect  known 
as  a  Coffin  Fly.  "Some  of  these  things  take 
me  just  a  minute  to  tie,"  says  Kuttner  as 
he  wipes  away  stray  strands  of  hackle. 
"This  one  took  me  a  half  hour."  Selling 
hand-tied  flies  to  anglers  on  their  way  to 
fish  the  Beaverkill  is  a  rite  of  spring  dating 
back  some  100  years. 

At  the  dawn  of  the  20th  century  well- 
to-do  New  Yorkers,  seeking  respite  from 
the  city's  grime,  took  the  railroad  125 
miles  northwest  to  the  town  of  Roscoe. 
There  they  would  buy  flies  designed  to 


Frank  Kuttner  ties  authentic  Catskill-style 
flies.  The  Beaverkill  Valley  Inn  (below)  af- 
fords guests  access  to  a  mile  of  private  river. 


match  the  hatches  on  the  river.  The  more 
adventurous  anglers  would  continue  on, 
hopping  a  horse-drawn  buckboard  for 


Getting  Your  Feet  Wet 

For  a  history  of  Catskill  rivers,  read  Austin  McK.  Francis'  beautiful  Land  of  Little  Rivers 
(Beaverkill  Press,  $60).  A  must  visit:  the  Catskill  Fly  Fishing  Center  &  Museum 
(cffcm.org.;  845-439-4810).  Hoagy  B.  Carmichael  (son  of  the  songwriter/jazz  musi- 
cian) handcrafts  lithe  bamboo  rods  of  the  sort  fisherman  used  in  the  1930s  ($3,500 
and  up;  914-277-8611).  For  locally  made  flies,  contact  the  Catskill  Fly  Tyers  Guild 
607-498-6024).  The  Beaverkill  Valley  Inn  has  20  doubles  for  $175  to  $350  a  night,  all 
rneals  included  (845-439-4844).  -MB. 


the  bumpy  jaunt  up  the  valley  to  th 
Beaverkill's  headwaters.  The  social  elil 
took  lodging  in  such  members-only  club 
as  Salmo  Fontinalis  (Latin  for  broo 
trout,  the  Beaverkill's  native  fish 
founded  in  1873,  or  the  Fly  Fishers  Clu 
of  Brooklyn,  established  in  1895.  Bot 
still  are  extant,  with  comfortable  clut 
houses  on  the  river.  Other  sportsme 
might  have  spent  a  week  walking  an 
fishing  downstream,  staying  at  boardinj 
houses  where  they  would  pay  a  farmer  ] 
fee  to  fish  his  waters  and  to  eat  breakfasl 
of  farm-fresh  eggs  and  cream. 

The  Bonnie  View,  built  near  the  tow 
of  Lew  Beach  in  1895,  was  one  sue! 
boarding  house.  In  1981  Larry  Rockefelld 
bought  it  and  turned  it  into  the  Beaverki 
Valley  Inn.  Guests  stay  in  the  large  poslj 
Victorian  building,  painted  white  wit 
dark-green  shutters,  with  20  rooms, 
swimming  pool,  greenhouse,  tenni 
courts  and  a  one-mile  stretch  of  privatj 
water  that  runs  through  the  property.  ThJ 
inn  was  among  the  first  properties  Rocke) 
feller  purchased  as  part  cj 
his  master  plan  to  kee 
the  valley  pristine.  In  th 
past  20  years  he  ha 
bought  up  several  thou! 
sand  acres  of  land  an< 
recycled  it,  selling  plots  a 
20  to  60  acres  foi 
$250,000  to  $400,00| 
each,  all  subject  to  corJl 
servation  easements  tha! 
forbid  further  subdivi): 
sion.  CBS  News  anchoi 
Dan  Rather  is  among  thi 
owners. 

What  Rockefeller  has  created  is  I 
retreat  for  the  wealthy  that  feels  like 
small  New  England  town.  A  second 
boarding  house  in  Lew  Beach  has  beej 
transformed  into  a  casual  restaurant  an« 
pub,  with  potted  daisies  in  its  windov 
boxes.  Even  the  gas  station,  whose  uppe 
floor  contains  an  art  gallery,  has  beet 
prettified,  its  pumps  hidden  from  th« 
road.  "I  was  struck  by  the  remote  feelin] 
the  valley  had  even  though  it  really  isn* 
that  far  from  New  York,"  says  RockefelleJ 
59.  "I  wanted  to  head  off  bad  develop1 
ment  from  running  down  the  valley  an<) 
maintain  the  beauty  and  tradition."  I 
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appreciation  potential. 

Zall  (308)368-8562,  426-1390 

for  appointment 
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ASSET  PROTECTION 


Domestic  &  Offshore  Strategies 
Companies,  Trusts,  Private  Banking 

•  Maximum  Privacy 
•Tax  Savings 

•  Estate  Planning 

•  Global  Investments 


Steven  Sears,  CPA  •  Attorney  at  Law 
949-262-1100  •www.searsatty.com  .  " 


ACQUIRE  REAL  ESTATE! 

You  Locate,  We  Fund.  Co-Own 
Or  Just  Cash  Out!  Gain  Access  to 

Over  6,400  Cash  Investors! 
Free  Info:  1-866-541-1792  Ext.  290 


SILVERSEA 

CRUISE  EXPERTS 


Best  Prices  &  Service 
1-800-747-5670 


Financial  Opportunity 


Sell  Unneeded  Life  Insurance  Policies 

Life  insurance  policies  held  personally  or 
by  your  business,  that  are  no  longer 
needed,  can  be  sold  for  large  cash 
settlements  that  are  significantly  higher 
than  the  surrender  values.  Any  type 
policy.  Before  you  drop  a  policy: 
Call  for  free  evaluation: 
Terry  Rose  888-733-4088 
www.settlementlife.com 


Turn  Used  Laptops  Into  Cash! 

We  BUY  Used  La 


www.pacebutler.com 


1 .  Receive  instant  Cash  Offer  -  www.pacebutler.com 

2.  Box  laptops,accessories,  chargers,  etc. 

3.  Ship  FREE  (with  prepaid  label) 

4.  We  will  test  the  laptops  and  send  your  check 
within  days! 

1-800-248-5360  iPacdriMBf 

Fax:405-755-1114  [corporation) 


WE    BUY    USED    LAPTOPS    •    SINCE  1987 


Working  Capital 

P.O./  Trade  Finance/ 
Letters  of  Credit 
Domestic  and  International 
Accounts  Receivable  Factoring 
Capstone  Business  Credit,  LLC 


212-755-3636 
212-755-6833  (Fax) 


New  Homeowners, 
Rich.  Americans, 
New  Movers 


Select  by:  Age,  Income,  Home  Value,  Occupation 

Call:  1-800-266-7704 

E-mail:  sandi@infoUSA.com 
www.infoUSA.com  02FOR 


NANOTECH  IS  HOT... 
BUT  DON'T  GET  BURNED! 

Nanotechnology  is  changing  the  world  and 
creating  the  investing  opportunity  of  a 
lifetime.  We  told  our  readers  to  buy  Flamel 
(FLML)  at  $1.60  and  it  is  now  over 
$25. ..our  Nanosphere  Portfolio  is  up  over 
190%  since  March  2002  and  a  recent 
recommendation  popped  31.49%  in  one 
week.  But  beware  ofthe  hype!  The 
Forbes/Wolfe  Nanotech  Report  separates 
the  true  leaders  from  the  overpriced. 
Subscribe  Risk-Free,  save  67.5%,  pay  just 
$195,  and  get  2  Free  Reports. 

Call  800-523-7967  or  go  to 
www.forbeswolfe.coni/frb 


BACK  PAIN? 


There  is 
an  answer! 

Send  for  FREE  information 
on  NEW,  guaranteed 
seat  and  back  supports 
designed  by  a  leading 
back  pain  specialist. 

Posture  Education 

609  Sleepy  Hollow  Road 
,   Briardiff  Manor,  NY  10510 
1  'www.postureeducotion.com 


CAUL  TOLL-FREE  1-800-392-0363 


bes  Subscribers  Service.. .to  plan  your  order  to  renew,  change  your  address  or  other  customer  service,  visit  our  site  at.. .www.forbes.com/customerservice  or  call. ..800-888-9896 


THOUGHTS 

On  the  Business  of  Life 


T7 

■  very  once  in  a  while  we're  reminded  afresh  how,  with  refreshing  brevity  and  clarity, 

Ben  Franklin's  Poor  Richard  tossed  out  one  truth  after  another.  These  samplings  are  from 
■  amn  Jm  Ben's  The  Way  to  Wealth,  attractively  reprinted  in  a  wee  volume  by  Boston's  Applewood 
Books:  "Sloth,  like  rust,  consumes  faster  than  labour  wears,  while  the  used  key  is  always  bright." 
"Diligence  is  the  mother  of  good  luck."  Laments  poor  Malcolm,  why  is  it  that  such  sage  advice  is  always 
more  inspiring  to  read  than  to  follow?  — MALCOLM  S.  FORBES  ( 1 987) 


Ambition  is  a  poor  excuse  for  not  having 
sense  enough  to  be  lazy. 

—EDGAR  BERGEN 


Idleness  is  not  doing  nothing.  Idleness 
is  being  free  to  do  anything. 

—FLOYD  DELL 


No  ethic  is  as  ethical  as  the  work 
ethic. 

—JOHN  KENNETH  GALBRAITH 


Iron  rusts  from  disuse,  stagnant  water 
loses  its  purity  and  in  cold  weather 
becomes  frozen;  even  so  does  inaction 
sap  the  vigors  of  the  mind. 

—LEONARDO  DA  VINCI 


/  have  all  my  life  long  been  lying 
in  bed  till  noon;  yet  I  tell  all  young 
men,  and  tell  them  with  great  sincerity, 
that  nobody  who  does  not  rise  early 
will  ever  do  any  good. 

—SAMUEL  JOHNSON 


Laziness  is  a  good  deal  like  money; 
the  more  a  man  has  of  it  the  more 
he  seems  to  want. 

—JOSH  BILLINGS 


Life,  as  it  is  called,  is  for  most  of  us  one 
long  postponement. 

—HENRY  MILLER 


When  the  idle  poor  become  the  idle  rich 
You'll  never  know  just  who  is  who 
or  who  is  which. 

— E.Y  (YIP)  HARBURG 


A  lazy  man  is  never  lucky. 

—PERSIAN  PROVERB 


What  use  is  a  good  head  if  the  legs  wont 
carry  it? 

—YIDDISH  PROVERB 


A  lazy  person,  whatever  the  talents  with 
which  he  set  out,  will  have  condemned 
himself  to  second-hand  thoughts  and 
to  second-rate  friends. 

—CYRIL  CONNOLl] 


/  suspect  guys  who  say,  "I  just  send  out 
for  a  sandwich  for  lunch, "  as  lazy  men 
trying  to  impress  me. 

—JIMMY  CANNO  I 


The  lazy  are  always  wanting  to  do 
something. 

— VAUVENARGUBI 


A  Text... 

Be  ye  strong  therefore,  and  let  not 
your  hands  be  weak:  for  your  worl 
shall  be  rewarded. 

—II  CHRONICLES  15:1 

Sent  in  by  Esther  Beachy,  Hutchinson,  Kans 
What's  your  favorite  text?  Forbes  Book 
Quotations:  Thoughts  on  the  Business  of  Life  i 
given  to  senders  of  Bible  texts  that  are  used. 


More  than  14,000  "Thoughts,"  arranged  alphabetically  U 
subject,  are  available  in  a  900-page,  one-volurq 
deluxe  edition,  Forbes  Book  of  Quotations:  Tlioughts  on  tH 
Business  of  Life.  The  price  is  $40,  plus  $3.50  shipping  am 
$1  per  item  for  handling  (add  applicable  sales  tax] 
To  order,  please  call  toll-free,  1-800-876-6556. 
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rick  Foody  Sr.  is  a  determined 
p.  Some  30  years  ago,  he  had  a 
onary  idea.  He  would  produce 
anol,  a  vital  ingredient  in 
sportation  fuels,  from  agricultural 
tes  like  cereal  straws  and  cornstalks, 
itemporaries  doubted  him.  Initial  attempts  were  costly. 
|  Pat  and  his  colleagues  at  logen  Corporation  pressed 
After  much  dogged  persistence,  and  with  help  from 


THANKS  TO  HIS 
STUBBORNNESS, 

THE  WASTE 

ON  THIS  TRUCK 
CAN  BE  USED 

TO  FUEL  IT 


Shell,  they  found  ways  to  make  large- 
scale  production  a  commercial 
reality.  It  may  be  a  while  yet  before 
alternatives  such  as  EcoEthanoT 
can  become  a  major  source  of 
energy.  But  by  seeking  out  partners 
like  Pat,  we're  hoping  to  bring  that  day  a  step  closer. 
Visit  www.shell.com/biofuels  for  more  information. 


'he  beauty  of  a  Falcon  2000EX- 
EASy  goes  beyond  its  wide-cabin 
, elegance  and  3,800  nm  range. 
For  it  gives  you  the  economy  — 
and  agility  —  of  a  smaller  plane. 

It  handles  short  runways  with  ease, 
so  you  can  take  more  people  to  more 
places  in  greater  comfort. 

It  will  even  take  you  across  an 
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Fuel    U  Used  I 
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Jet        Jet  Jet 


I  


Falcon  Jet  Jet 
2000  EX      D  E 


 I 


ocean,  stopping  enroute  to  pick  up 
passengers  —  without  having  to  refuel. 

And,  as  you  can  see,  it  uses  fuel 
like  a  smaller  plane,  while  some  other 


large-cabin  planes  bum.  over  55% 
All  this  plus  the  revolutionary  safe) 

features  of  our  new  EASy  flight  deck 
Now  that's  beautiful. 


DASSAULT 
lFA  LC  ON 

ENGINEERED     WITH     P  A  S  S  I  0 


Visit  our  website  atfalconjet.com.  Or  call:  U.S.  201.541.4600  France  33. 1.47.11.82.32 
"Source:  Business  &  Commercial  Aviation  May  2004 
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